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Every  person  who  maliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit 
erature,  art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 
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1915,  Section  623 


«**«**• 


BS 


juiy  n,  iydJ 


.no 


W*0 


INDUSTRIAL 
EADERSHIP 


AN  EUROPE 
LOSE  THE  GAP? 


Hiir     in  snd  3wvoNnunB 

£9  ^OAON  TdY 


Kidder,  Feabody 
can  recommend 
common  stocks  before 

they  become 
common  knowledge. 

If  you're  an  investor  with  substantial 
holdings,  there  are  probably  so  many 
demands  on  your  time  you  simply 
can't  give  your  investments  the 
thought  they  deserve.  The  kind  of 
incisive  thought  a  Kidder,  Peabody 
stockbroker  can  give  them. 

Giving  sophisticated  investors 
the  close,  persona!  attention  they 
require-in  good  markets  and  in  bad- 


is  fundamental  at  Kidder,  Peabody  Not 
only  do  you  get  portfolio  structuring 
and  investment  ideas  from  experi- 
enced, professional  brokers,  but  also 
from  one  of  the  most  highly  regarded 
research  departments  on  Wall  Street. 
A  research  department  judged  one  of 
the  top  three,  year  after  year,  of  the 
more  than  50  major  investment  firms 
providing  investment  ideas. 

At  Kidder,  Peabody,  more  than 
40  senior  analysts  cover  fewer  com- 
panies on  average  than  at  most  other 
firms.  That's  important,  because  it 
allows  promising  situations  to  be 
uncovered  earlier.  And  known  situa- 
tions to  be  followed  more  thoroughly, 


with  greater  insight  and  depth. 

Our  analysts  have  recently 
uncovered  a  selection  of  common 
stocks  that  we  believe  are  under- 
valued, but  that  are  not  yet  common 
knowledge.  To  find  out  which  of  these 
could  be  best  for  your  investment 
needs,  your  tax  considerations  and 
your  risk-reward  temperament,  call 
one  of  our  brokers  at  the  Kidder, 
Peabody  office  nearest  you. 


■M  Kidder,  Peabody 

INCORPORATED 
Founds  1865 
MS   Mmbin  Nat  York  mi  Antrim  Steik  iztkangts 

 over  00  otfKes  worldwide   Member  SIPC  


The 
$22,000 

question 


If  you  could  have  a  reliable  copier 
that  costs  $22,000  less  than  other 
copiers  in  its  class,  which 
copier  would  you  buy? 


lur  answer  is  the  IBM  Series  III  Model  60  Copier/ 
.cator,  you're  a  winner.  Because  you're  getting  a  high 
rmance  copier  that  makes  top  quality  copies, 
copier  that's  extremely  reliable:  There's  an  IBM  computer 

*e  which  monitors  key  functions  33  times  a  second, 
copier  that's  simple  to  use:  It  can  automatically  reduce  a 
uter  printout  as  easily  as  it  can  copy  and  collate  50  pages. 
*  Model  60  gives  you  all  the  features  you'd  expect  in  an 

meed  copier.  At  a  price  you  don't  expect*  (You  can  lease  at 

tctive  rates,  too.)  You  see,  at  IBM,  we're  continually  seek- 
)  increase  our  products'  performance,  but  at  prices  that 

e  them  exceptional  values. 

md  we're  building  every  copier  with  that  in  mind. 


IBM  Series  III  Model  60  Copier/Duplicator 

Write  today  to  IBM,  DRM,  Dept.  1Z3,  400  Parson's  Pond  Drive, 
Frartklin  Lakes,  New  Jersey  07417. 

D  Please  send  me  a  free  brochure. 

□  Please  have  an  IBM  representative  call  me  to  arrange  for  a  free 
demonstration. 


S1  REET  \l>hlf  I CSS. 
I  ITV  


HI  M\t>s  I'llONK. 


Call  IHM  Direct  I  8<M)  n.H-  ">582  Ext.  7.  In  Hawaii/Alaska  1 8(M)  526-2484  Ext. 


"Comparison  based  on  manufacturers*  prices  as  of  5/2f>/ri,'i  for  plain-paper  copiers  with  reduction,  automatic  document  feed,  collalor  and  a  raled  speed  of  70  copies  per  minute. 
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84  Coier  Story.-  "F.urope's 
problems  lie  in  its  recent 
successes. " 


39 John  Midi:  "  the  longer 
I  hold  on — or  bare  to  hold 
on — the  better  off  I'll  be," 
says  Ray  Dirks. 


46  Tosco.  A  onetime  hot 
stock  that  has  become  a 
very  cold  ember 


39  Investors: 

John  Muir  &  Co. 

Remember  its  $18  million  downfall?  Guess 
what — Ray  Dirks  is  rich  again.  And  so  is 
anyone  else  who  held  on. 

41  Government: 

The  Newest  Pork  Barrel 

IRAs  have  turned  out  to  be  such  an  astound- 
ing success  that  Congress  wants  to  let  every- 
one in  on  them. 

42  Companies: 

Pan  American  World  Airways 

You  have  heard  it  before:  Pan  Am  is  turning 
around — yet  it  never  does.  This  time  is  differ- 
ent. Here's  why. 

46  Companies: 
Tosco  Corp. 

It  seems  only  yesterday  that  the  company 
founded  on  oil  shale  was  the  darling  of  Wall 
Street.  Today  it's  struggling  to  stay  alive. 
What  happened? 

50  The  Streetwalker: 
Itel  And  The  Sheep 

And  the  short  sellers  have  the  shears.  Also, 
Charles  Lazarus  and  Milton  Petrie;  Is  Enstar  a 
star?  Bowater  Corp;  Independent  brokers. 
The  case  for  a  100%  cash  position;  Ethyl 
Corp. 

52  Companies: 
VLI  Inc. 

Everybody  wants  into  Dr.  Bruce  Vorhauer's 
company  now.  But  the  man  behind  the  con- 
traceptive sponge  recalls  singer  Kenny  Rog- 
ers' advice:  "Never  count  your  money  while 
sittin'  at  the  table." 

56  Profiles: 
Charles  Perry 

Jack  Nicklaus  has  made  over  $4  million  play- 
ing golf.  But  that  was  just  the  beginning  once 
financial  adviser  Perry  came  on  board. 

58  Companies: 
ICH  Corp. 

Country  boy  Robert  Shaw  just  likes  to  buy 
insurance  companies.  So  now  he  controls  a 
Si. 4  billion  business  empire. 

64  Companies: 
Mercantile  Stores 

If  you  are  going  to  run  a  public  company  like  a 
private  company,  it's  wise  to  make  the  stock- 
holders like  it. 


65  Companies: 

Metropolitan  Life  Insurance  Co. 

Once  the  standard-bearer  of  the  insurance 
industry,  it  stagnated  for  nearly  40  years. 
Now  all  that  may  be  changing. 

68  The  Up  &  Comers: 
Concept,  Inc. 

There's  something  to  be  said  for  gimmicks  in 
a  sober  and  scientific  company:  namely,  that 
they  make  a  lot  of  money. 

69  The  Up  &  Comers: 
Blessings  Corp. 

Being  the  diaper  company  that  survived  Pam- 
pers is  a  mixed  blessing.  Also:  the  best  little 
steel  mill  in  Pittsburgh;  papering  over  a  prob- 
lem; lack  Wally's  dream. 

76  Hungary: 
A  Fine  Line 

The  Eastern  bloc's  model  economy  has  a  big 
problem:  It  cannot  make  further  progress 
without  risking  Russian  tanks'  crunching 
back  into  Budapest. 


84  Cover  Story: 

Europe  At  Twilight 

It  will  emerge,  eventually,  from  its  economic 
crisis.  Its  priceless  culture  will  endure.  But  it 
is  hard  to  see  how  Europe  can  ever  catch  up  to 
its  great  global  competitors  again. 


96  Japan: 

Gloomy  Times  For  Trading  Companies 

Does  that  mean  their  days  are  numbered? 
Don't  be  ridiculous. 


Special  Report: 
Spotlight  On  International  Business 

100  World  Investing: 

The  Year  The  Tide  Went  Out 

Last  year  wasn't  a  good  one  for  foreign  invest- 
ment— either  into  or  out  of  the  U.S.  At  the 
bottom  of  it  all:  the  devilishly  strong  dollar. 

101  The  100  Largest  Foreign  Investments 
114  The  100  Largest  U.S.  Multinationals 
124  The  100  Largest  Foreign  Companies 
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52  VLI:  "No,  no, "  said  the 
doctor  "Not  the  product, 
the  stock. " 


68  Ihe  Up  &  Comers.  "  'Ihe 
best  of  two  worlds — E.T. 
and  Dr.  DeBakey. " 


96  Japan,  "ft  has  never 
been  easy  for  the  sogo 
shosha  But  we  have  to 
survive. " 


170  /he  Funds  Even  wid 
ows  and  orphans  know 
how  to  use  a  telephone 


131  Taxing  Matters: 
The  Shifty  50 

The  states  are  trying  to  take  the  infamous 
unitary  taxation  method  overseas. 

133  Numbers  Game: 
Inflation  Accounting 

Who  wants  to  fix  the  roof  in  the  rain?  On  the 
other  hand,  why  fix  it  when  the  rain  stops? 

Faces  Behind  The  Figures 

137  George  Devol, 

Devol  Research  Associates 

137  Max  Shapira, 
Heaven  Hill  Distilleries 

138  Wendy  Rue, 

National  Association  for  Female  Executives 

138  Henry  Johnson, 

Spiegel,  Inc. 

139  Gilbert  Mintz  and  Bernard  Goldstein, 

Broadview  Associates 

140  Richard  Fortuna, 

Hazardous  Waste  Treatment  Council 
140  Roger  Breslow,  M.D. 

Junk  mail  researcher 

142  Technology: 
IRIS  Takes  AIM 

The  microscope  remained  unchanged  for  al- 
most 400  years — until  Fred  Deindoerfer. 

150  Personal  Affairs: 
America's  Cup 

A  landlubber's  guide  to  Newport  and  the 
competition.  Also:  A  few  tips,  mainly  for 
men,  on  hardball  divorce. 

161  On  The  Docket: 

The  Mind  Of  The  Jury 

Are  you  at  an  advantage  or  a  disadvantage 
with  jurors  who  aren't  good  at  math? 

166  Statistical  Spotlight: 

A  Piece  Of  The  Action  Over  There 

Becoming  a  global  investor  has  its  attrac- 
tions. But  this  is  no  simple  game. 

170  The  Funds: 

Switching  Systems 

These  days,  any  telephone  lets  you  transfer 
money  from  one  mutual  fund  to  another.  Just 
don't  shoot  yourself  in  the  foot. 

174  Tax  Shelters: 
Still  Booming 

With  the  Reagan  tax  cuts  taking  effect,  why 
aren't  shelters  on  the  wane? 
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HowFarCXn 

AThoroughbred 

Run? 


OMAHA 


T,  his  thor- 
oughbred 
thunders 
through  21  states 
—  as  far  west  as 
Kansas  City,  Mo., 
as  far  south  as 
New  Orleans,  La., 
as  far  north  as 
Buffalo,  N.Y.,  and 
even  races  into 
the  province  of 
Ontario  in 
Canada. 

That  length  and 
breadth  of  run- 
ning room  is  good 
news  for  shippers. 
For  Norfolk  Southern's  18,000- 
mile,  single-system  rail  network, 
its  many  run-through  trains,  and 
its  ability  to  bypass  intermediate 
yards,  speeds  freight  movement 
to  points  near  and  far  with 
thoroughbred  speed  and 
reliability. 


1EVELAN0 

PITTSBURGH 

HING^t?' 


TheNS  fleet  of 
161,000  cars  han- 
dles just  about 
anything  that  has 
to  move.  Whether 
you  ship  bulk 
commodities  — 
coal,  ores,  grain, 
clay. .  .or  general 
freight  —  assem- 
bled autos,  parts, 
steel,  lumber,  fur- 
niture, paper,  food 
—Norfolk  South- 
ern gets  them 
there  with  a  mini- 
mum of  inconven- 
ience and  a 
maximum  of  dependability. 

This  Thoroughbred  is  raring 
to  go— to  get  a  running  start  with 
your  freight.  Give  it  its  head.  We 
have  86  sales  offices  around  the 
country.  For  more  information 
call  your  local  Norfolk  Southern 
sales  office. 


NORFOLK 
SOUTHERN 


The 

Thoroughbred 


©  J983  Norfolk  Southern  Corporation  P.O.  Box  3609,  Norfolk,  Va.  23514-3609. 

Norfolk  and  Western  Railway  Company  and  Southern  RaiUvay  Company  are  subsidiaries  of  Norfolk  Southern  Corporation. 
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Socialist  virtue 

"The  ultimate  chastity  belt."  That's  the 
title  of  an  article  that  starts  on  page  76  of 
this  issue,  but,  no,  we're  not  getting  into 
sexology.  The  title  was  prompted  by  a 
Hungarian  businessman's  description  of 
his  nation's  dilemma.  To  prosper,  Hunga- 
ry must  move  toward  capitalism;  but  to 
keep  Soviet  tanks  away  from  Budapest,  it 
must  maintain  the  facade  of  socialist  re- 
spectability. In  that  sense  the  Soviet 
tanks  are  socialism's  ultimate  chastity 
belt,  and  so  the  Hungarians  seem  doomed 
to  frustration,  reports  our  Lawrence  Min- 
ard. If  America's  recent  economic  troubles  have  made  you  lose  faith 
in  unfettered  free  enterprise,  read  this  article — and  cheer  up. 


Chariots  of  fire 

The  article  on  Hungary  is  part  of  the  look  at  international  business 
that  highlights  this  issue.  Lawrence  Minard — who  has  certainly 
worked  overtime  lately — has  also  contributed  an  impressionistic  es- 
say on  Europe's  deteriorating  competitive  position  in  the  world  econ- 
omy, "Can  Europe  catch  up?"  which  begins  on  page  84.  Glance  again 
at  the  cover;  it  summarizes  the  story.  It  is  Minard's  view — and  ours — 
that  social  attitudes,  national  characteristics  and  historical  trends  are 
what  count  in  these  matters,  and  he  tells  why  he's  skeptical  of 
Europe's  chances  of  catching  up  with  the  U.S.  and  Japan. 


Department  of  Statistical  Absurdities 

We've  never  hesitated  to  chide  our  worthy  competitor  Fortune  when 
it  was  off  base,  so  it's  only  fair  we  concede  as  gracefully  as  possible 
when  Fortune  does  the  same  to  us.  In  this  space  in  our  June  6  issue  I 
remarked  that  early  investors  in  Transitron  stock  had  lost  300%  of 
their  potential  purchasing  power  over  23  years,  and  in  his  lively 
Fortune  column,  "Keeping  Up,"  Dan  Seligman  responded  that  there 
is  no  way  in  the  logical  universe  to  lose  more  than  100%  of  an 
investment.  You  can  split  hairs  about  that:  With  a  margin  call  or  an 
unsuccessful  short  sale  you  can  indeed  lose  more  than  100%  of  your 
original  stake.  But  in  this  particular  case,  Fortune  is  right  and  we 
were  wrong.  Transitron  investors,  like  the  rest  of  us,  cannot  lose 
more  than  100%  of  their  potential  purchasing  power  and,  in  fact,  lost 
95%.  How  the  absurdity  was  perpetrated  is  a  long  story.  Suffice  it  to 
say  we  did  it.  Ouch. 
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Clean  bill  for  Teamsters 

When  the  eight  new  trustees  of  the 
Teamsters'  Central  States  Pension 
Fund  tapped  Kansas  City  banker 
George  Lehr  to  run  that  scandal-rid- 
dled organization  in  October  1981,  as- 
sets available  for  benefits  stood  at 
$3.3  billion.  This  spring,  that  figure 
had  risen  to  $4.7  billion  and,  in  Lehr's 
words,  a  "new  day"  had  dawned.  "I'd 
like  to  say  I  did  it,"  Lehr  laughs,  "but 
the  stock  market  helped  a  lot."  So  did 
Equitable  Life  Assurance,  which  has 
managed  the  assets  since  1977  by  or- 
der of  the  Labor  Department.  (An- 
other factor,  of  course,  is  the  $600 
million  the  fund  gets  each  year  from 
500,000  Teamster  members  and 
13,000  employers  in  40  states.)  Most 
important,  relations  with  Washington 
have  become  a  "situation  of  normal- 
cy," Lehr  says.  Lawyer  Allen  Dorf- 
man,  once  the  fund's  alleged  conduit 
to  the  underworld,  was  in  receiver- 
ship even  before  his  murder  in  a  Chi- 
cago parking  lot.  Two  consent  decrees 
(one  already  court-approved)  have 
brought  lasting  peace  and  ended  the 
Justice  Department's  long  cleanup 
drive  against  the  Teamsters'  fund. 
Lehr  gives  full  credit  to  his  board. 
"The  trustees  were  the  key,"  he  says. 
"The  fund  is  as  good  as  its  trustees." 
Lehr's  "new  day"  could  include  a  new 
asset  manager,  too.  Aided  by  Wall 
Streeter  George  Gould,  he  is  now  re- 
viewing ten  potential  asset  managers 
for  the  fund  (including  Equitable)  and 
expects  to  make  a  choice  in  August. 

Bye  bye,  big  bag 

The  bulging  briefcase,  traditional 
hallmark  of  the  outside  auditor,  is 
being  streamlined.  Instead,  CPAs  are 
starting  to  arrive  for  their  annual 
checkups  with  slim  cases  housing  mi- 


crocomputers. Last  October,  Peat, 
Marwick,  Mitchell  introduced  its  ver- 
sion, a  computer  system  called  "Sea- 
Cas,"  an  acronym  for  its  jawbreaking 
title,  Systems  Evaluation  Approach- 
Computerized  Audit  Support.  Hard- 
ware for  the  new  system,  according  to 
partner  Jack  Collins,  has  been  distrib- 
uted to  all  the  firm's  U.S.  offices  and 
95%  of  its  overseas  operations.  In  all, 
Collins  says,  500  SeaCas  computers 
are  working  now.  SeaCas,  Collins  ex- 
plains, can  operate  by  giving  comput- 
er-to-computer access  to  a  client's 
bookkeeping,  but  it  works  equally 
well  with  computerless  customers. 
After  a  day's  workout  on  the  PMM 
microcomputer,  he  says,  an  auditor 
can  use  it  to  generate  the  conventional 
working  papers,  strike  trial  balances 
and  analyze  and  evaluate  a  client's 
own  internal  accounting  controls. 

The  measure  of  a  man 

Despite  all  the  emphasis  on  improv- 
ing productivity  for  both  workers  and 
managers,  how  do  corporations  go 
about  measuring  the  effectiveness  of 
the  men  and  women  on  their  pay- 
rolls? A  survey  of  1,300  top  manufac- 
turing and  service  companies  by 
Drake  Beam  Morin,  the  New  York- 
based  human  resource  consultants, 
shows  that  many  are  still  operating  on 
Stone  Age  principles.  More  than  88% 
of  layoffs,  for  instance,  are  based  on 
seniority,  not  on  performance.  Fewer 
than  half  (44%)  consider  the  guide- 
lines laid  down  by  federal  legislation 
in  judging  employee  performance. 
This  despite  the  fact  that,  as  Drake 
Beam  Morin  notes,  government  de- 
mands are  increasing  for  formally 
documented  and  legally  sound  mea- 
surements of  work  behavior.  The  sur- 
vey (based  on  265  responses)  discov- 
ered that  a  significant  share  of  corpo- 
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The  outside  auditor's  always-bulging  briefcase 

With  microcomputers,  CPAs  canflaunt  a  steamlined  look. 


rations  (29%)  had  no  formal  appraisal 
system  at  all  for  blue  collar  workers, 
although  all  but  3%  did  employ  yard- 
sticks to  judge  their  managers. 

Fat,  fatter,  fattest 

A  fledgling  magazine  in  a  fledging  in- 
dustry has  set  a  record  as  the  fattest 
publication  in  consumer  publishing 
history.  The  book,  launched  in  Febru- 
ary 1982,  is  PC,  published  monthly  by 
Ziff-Davis  for  an  audience  of  users  of 
IBM  personal  computers.  Its  new  issue 
runs  to  a  desk-bending  642  pages, 
outweighing  by  22  pages  the  previous 
record  set  by  Vogue  in  September  1981. 

Tuk-yuks,  robot-style 

If  you  thought  supermarkets  were  a 
chore  and  a  bore  now,  just  wait.  A 
California  company  called  Robot  En- 
tertainers, Inc.  wants  to  install  me- 
chanical "stand-up  comics"  in  the 
marts,  prepared,  in  the  manufactur- 
er's terms,  to  "chat  with  unsuspect- 
ing people,  slaughtering  them  with 
puns."  In  addition  to  these  on- 
slaughts, customers  will  be  subjected 
to  computer-voiced  commercials 
plugging  the  day's  specials.  Cost  to 
the  retailer  will  run  about  $300  a 
week,  and  Robot  Entertainers  is  talk- 
ing about  producing  10,000  of  the  de- 
vices during  1983. 

Hold  that  merger 

Antitrust  honchos  in  Washington 
may  think  business  mergers  are  good 
for  you,  but  not  everyone  agrees.  One 
dissident  is  Warner  Woodworth,  a 
professor  of  organizational  behavior 
at  Brigham  Young  University,  who 
says  that  "although  a  company  may 
realize  some  short-term  profits,  the 
price  paid  .  .  .  often  has  devastating 
consequences  for  workers  and  even 
the  parent  company  itself."  Contrary 
to  general  belief,  he  argues,  mergers 
do  not.  create  new  jobs,  save  faltering 
companies  or  put  new  energy  into  the 
economy.  Between  1969  and  1976,  he 
says,  U.S.  employment  rose  by  more 
than  9.5  million  jobs,  but  the  1,000 
biggest  companies  contributed  less 
than  1%  to  that  figure.  According  to 
data  he  has  compiled,  conglomerates 
eliminated  2.3  jobs  for  every  1  they 
created  and  shut  down  2  enterprises 
for  every  1  they  opened.  To  correct 
this,  Woodworth  wants  new  legisla-. 
tion  to  "facilitate  a  company's  right  to 
self-preservation  through  stock  own- 
ership while  at  the  same  time  making 
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it  more  difficult  for  hostile  mergers  to 
succeed."  A  merger,  he  concludes, 
should  have  to  mark  time  before  com- 
pletion to  allow  workers  a  chance  to 
buy  the  company,  to  set  up  an  em- 
ployee stock  ownership  plan  or  to  as- 
semble a  financial  package  to  negoti- 
ate a  buyout. 


Them  that  has,  gets 

While  the  rest  of  the  world  is  trying  to 
stem  the  tide  of  inflationary  imports, 
Japan's  outbound  shipments  are  gain- 
ing momentum.  This  year  Japan's 
current  account  surplus  of  exports 
over  imports  seems  likely  to  reach 
$20  billion,  compared  with  $6.9  bil- 
lion in  1982,  according  to  Chemical 
Bank's  researchers.  Japanese  exports, 
the  bank  says,  will  go  up  by  15%, 
while  imports  will  increase  5%. 
Moreover,  the  bank  adds,  Tokyo  has 
just  about  eliminated  inflation,  and 
wage  increases  this  spring  probably 
averaged  4.4%,  against  7%  last  year. 


Sturm  und  Drang 

West  Germany's  home  video  industry 
says  only  12%  of  its  wares  are  erotic 
flicks,  but  45%  of  the  4,000  titles 
available  fall  into  the  "horror,  war 
action"  field.  One  in  ten  of  West  Ger- 
many's 22  million  households  owns  a 
video  player,  and  1.4  million  more 
machine  sales  are  expected  this  year. 


Here  they  come  again 

Motor  scooters,  those  minimotor- 
bikes  with  floorboards,  have  been 
popular  in  Europe  since  Italy's  Vespa 
introduced  them  a  generation  ago. 
They  are  good  for  city  maneuvering, 
but  motorcycles  hold  the  edge  on  the 
highway,  and  scooters  have  never 
caught  on  in  the  U.S.  Vespa  sells  only 
1,500  models  a  year  here,  and  Vespa 
President  Guido  Foggini  says,  "We've 
even  given  thought  to  forgetting  the 
whole  thing."  But  the  Japanese  appar- 
ently hope  to  create  a  big  American 
market.  Honda  and  Yamaha  are  bring- 
ing over  their  first  motor  scooters,  and 
the  latter  figures  there  may  be  a  de- 
mand for  17,000  a  year  in  the  U.S.,  at 
prices  of  $700  to  $1,400.  Vespa's  Fog- 
gini is  skeptical.  If  the  Japanese  are 
trying  to  replace  the  moped,  a  bicycle- 
like vehicle  hot  during  the  gas  crunch, 
he  says,  they  are  in  for  a  surprise. 
Mopeds  had  perhaps  300,000  unit 
sales  in  1979,  but  that  has  fallen  to 
20,000  a  year.  The  Japanese  are  also 
pushing  into  the  heavy  diescl  truck 


market  in  the  U.S.  Within  a  year, 
Hino  Motors,  Japan's  biggest  heavy- 
truck  maker  (which  is  10%  Toyota- 
owned)  will  introduce  three  midsize 
models.  Hino  plans  to  make  800 
trucks  in  Florida  in  1985  and  5,000  a 
year  after  1986. 


Two-track  railroads? 

With  railroad  rights-of-way  becoming 
invaluable  as  lines  streamline  and 
shrink  their  systems,  the  time  may  be 
here  to  restructure  the  industry,  ac- 
cording to  New  York  rail  consultant 
Isabel  H.  Benham.  Her  concept,  out- 
lined to  a  women's  transportation 
seminar  in  Philadelphia,  would  split 
the  rail  corporate  structure,  with  one 
company  owning  the  roadbeds  and 
others  owning  and  running  the  trains. 
The  idea,  she  says,  has  been  discussed 
for  years  by  railroad  thinkers,  but  in 
her  judgment,  nothing  will  happen 
until  the  financial  community  gets 
entrepreneurs  and  investors  interest- 
ed. A  railroad,  Benham  points  out,  is 


Synergy  for  the  railroads:  one  own- 
er for  the  tracks,  one  for  the  trains. 


rigidly  confined  to  its  track  network, 
and  entering  a  new  market  means  a 
huge  capital  outlay.  (CN&W  spent 
more  than  $400  million  to  get  into 
Burlington's  Powder  River  coalfields.) 
With  a  separate  company  owning  and 
charging  for  the  tracks,  new  markets 
would  be  there  for  the  taking.  Not 


only  railroads  but  companies  in  the 
grain,  auto  or  paper  industries  could 
buy  their  own  trains  and  pay  for  track 
use;  ditto  for  foreign  shippers  using 
sea-land  systems.  Another  plus,  Ben- 
ham says,  would  be  to  encourage 
communications  systems,  coal-slurry 
pipelines  and  others  to  pay  to  put 
their  systems  along  rail  rights-of-way, 
something  she  says  that  "formerly 
was  given  little  consideration  as  a 
moneymaking  asset." 


The  executive  suite 

If  you  think  all  chief  executive  offi- 
cers have  top-floor  corner  offices  with 
a  view,  you  are  not  far  off.  According 
to  a  new  survey  of  143  CEOs  by  the 
American  Society  of  Interior  Design, 
75%  have  offices  with  a  view,  73%  on 
a  corner  and  61%  on  the  top  floor — 
but  only  59%  have  the  largest  offices 
in  their  companies.  Some  72%  of  the 
CEOs  use  paneling  or  fabric  wall- 
paper; 62%  boast  private  washrooms; 
51%  have  separate  offices  for  their 
secretaries;  and  45%,  private  adjoin- 
ing waiting  rooms.  Executives  are 
also  going  in  for  the  personal  touch 
these  days:  67%  have  original 
artwork,  36%  have  custom-built  fur- 
nishings, 25%  own  antiques  and  51% 
have  custom  or  oriental  carpets.  But 
only  11%  have  computer  terminals. 
Also  less  popular  are  private  dining 
rooms  (13%),  wet  bars  (12%),  working 
fireplaces  (6%),  exercise  areas  (4%), 
conference  tables  as  desks  (12% ),  pho- 
tographs of  the  famous  on  the  walls 
(13%)  and  exhibits  of  awards,  diplo- 
mas and  prizes  (26%). 


Old  school  ties 

The  champion  fundraiser  among  the 
country's  prep  schools  last  year  was  a 
long  way  from  the  Ivy  League.  New 
Mexico's  Albuquerque  Academy 
raised  more  than  $23  million,  mostly 
from  the  sale  of  land,  according  to  the 
National  Association  of  Independent 
Schools  in  Boston.  That  was  triple  the 
take  for  the  number  two  hat-passer, 
Phillips  Exeter  of  New  Hampshire. 
(Money  is  only  one  of  Albuquerque's 
claims  to  fame;  last  summer  its  66- 
year-old  president,  Ashby  Harper,  be- 
came the  oldest  person  to  swim  the 
English  Channel.)  Other  schools  in 
the  top  ten:  Hotchkiss,  Taft  and 
Choate  Rosemary  Hall,  all  in  Con- 
necticut; Phillips  Andover  in  Massa- 
chusetts; two  Texas  preps,  Hockaday 
and  Kincaid;  Culver  in  Indiana;  and 
Holland  Hall  in  Oklahoma.  Overall, 
average  voluntary  gifts  to  the  schools 
surveyed  were  up  8.3%. 


in 


FORBES,  JULY  4,  1983 


\fenture  capital 


Next  time  you  take  off  for  who  knows  where,  you'd  do 
well  to  take  along  BankAmerica  Travelers  Cheques.  They're 
welcome  in  160  countries  around  the  globe,  wherever  the 
four  winds  take  you.  They're  available  in  leading  world 
currencies,  and  refundable  in  more  than  40,000  places 
worldwide  — including  participating  Hilton  hotels  and  inns 
throughout  the  U.S. 


But  BankAmerica  Travelers  Cheques  don't  just  go  along 
for  the  ride.  They  also  provide  free  credit  card  cancellation 
and  24-hour  emergency  message  service.  And  they're  the 
only  travelers  cheques  backed  by  BankAmerica  Corporation, 
a  leader  among  the  world's  foremost  financial  institutions. 

Just  because  you're  packing  light,  you  needn't  cast  your 
fate  to  the  wind. 


BankAmerica  Travelers  Cheques.  World  Money. 
BankAmerica  Corporation  If) 


"It  sure  costs  a  lot  to  keep  a  kid  in  college. 

How  do  you  turn  savings  into  enough  for 
tuition?  We're  starting  to  make  it  happen, 
through  Total  Financial  Planning.  Our 
Prudential-Bache  Account  Executive  helped 
us  set  up  a  special  trust  that  lets  us  accumulate 
income  at  a  lower  tax  rate.  We  invested  the 
principal  in  mutual  funds  and  zero  coupon 
bonds.  We've  got  a  strategy,  and  it's  working." 


"Half  of  what  we  make  goes  for  taxes. 

Half!  We  had  to  find  a  way  to  lessen  the  tax 
bite,  and  make  the  most  of  what  we  had  left. 
What's  helping  us  do  it  is  Total  Financial 
Planning  from  Prudential-Bache.  The  best 
plan  for  us  puts  our  investments  into 
real  estate,  oil,  gas  and  utilities  with  a 
dividend  reinvestment  plan. .  .where  taxes 
won't  bite  into  our  income." 
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"I'm  so  busy  running  my  business. . . 
I  never  have  time  for  a  plan  that  puts 
my  profits  to  work. 

Now  I've  got  a  sensible  strategy  through  Total 
Financial  Planning.  My  Prudential-Bache 
Account  Executive  recommended  growth 
stocks,  a  managed  commodity  account,  risk 
arbitrage. . .  even  ways  to  gain  tax  savings 
through  insurance." 


"We  never  thought  we'd  have  enough  ft 
the  retirement  we  deserve. 

Taxes  and  inflation  were  eating  up  most  of 
what  we  were  earning.  Now  we're  building  £ 
cushion  for  retirement. . .  through  Total  Finan 
Planning  from  Prudential-Bache.  For  us. . . 
that  means  a  tax-deferred  annuity,  discount 
municipal  bonds  that  lock  in  high  interest,  ai 
blue  chip  stocks  as  an  inflation  hedge." 


Total  Financial  Planning. 
Today,  everybody  needs  it 


Once  upon  a  time... 
>u  could  get  ahead  just  by 
Drking  hard  and  saving  your  money. 
)day,  it's  a  lot  more  complicated. 
dw,  whether  you  earn  $50,000  or 
50,000,  you  need  a  long-term  strategy 
at  properly  places  your  investment 
sets  to  keep  your  savings  ahead  of  taxes 
id  inflation. . .  and  stili  provides  for 
ortgage  payments,  college  tuitions, 
surance,  investments,  and  retirement. 
At  Prudential- Bache  Securities, 
call  it  Total  Financial  Planning. 
5  the  discipline  we  live  by. 

Total  Financial  Planning  involves 
:areful  assessment  of  your  financial 
uation,  and  the  assembling  of  a 
rsonal  financial  profile.  Both  help 
rm  the  basis  of  a  strategy  to  meet 
your  financial  objectives. 
Everybody's  financial  situations 
d  goals  vary.  By  offering  more  than 
e  hundred  investment  alternatives, 
udential- Bache  is  in  a  unique  position 
build  a  program  tailored  to  your  own 
ecial  requirements. 

Your  Total  Financial  Planning 
ogram  might  well  include  stocks 
d  bonds,  options,  municipals  and 
)ney  market  funds. . .  among  a  variety 
investment  opportunities.  Or  your 
lancial  position  may  require 


diversification  into  tax  shelters,  private 
placements,  commodities,  annuities, 
estate  and  retirement  plans. 

Prudential-Bache  Account  Executives 
are  the  catalysts  behind  the  considered 
process  of  Total  Financial  Planning. 
They  have  the  experience  to  help  you 
make  critical  financial  decisions. 
And  they'll  help  you  meet  your 
changing  needs  through  a  continuing 
relationship.  The  more  we  know  about  you, 
the  more  we  can  do  for  your  future. 
And  ours. 

Total  Financial  Planning. 
It  replaces  the  panic  button  with 
a  long-term  strategy  for  success. 
It's  the  discipline  needed  to 
stay  ahead  in  the  uncertain  '80s. 
And  it's  yours  from  Prudential-Bache. 

Today,  take  the  first  step. 
Call  us  at  800-654-5454. 
Day  or  night,  we'll  be  there. 


Prudential-Bache 
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Murphy's  Law  redux 

London  gold  analyst  Christopher 
Murphy  told  Forbes  in  March  1982 
that  there  could  soon  be  a  once-in-a- 
decade  chance  to  buy  gold  (Mar.  29, 
1982).  He  based  that  on  an  esoteric 
formula  which  rests  on  the  "Eurocur- 
rency-gold parity,"  or  the  ratio  of  out- 
standing Eurocurrency  to  gold  re- 
serves held  by  the  West's  commercial 
and  central  banks  and  the  Interna- 
tional Monetary  Fund.  (Eurocurrency 
is  defined  as  bank  deposits  made  any- 
where in  the  world  in  currencies  of 
nations  outside  the  one  where  the 
bank  is  operating:  for  example, 
deutsche  marks  on  deposit  in  Lon- 
don.) At  $345  an  ounce,  gold  was  sell- 
ing last  March  at  a  33%  discount  from 
Murphy's  $515  "parity"  price,  and  his 
gold  law  was  close  to  screaming, 
"Buy!"  Murphy  himself  was  planning 
to  buy  when  gold  hit  the  $320-to- 
$330-per-ounce  range.  That  came  in 
May,  and  investors  who  bought  then 
and  sold  when  gold  topped  $500  (and 


Gold  buff  Christopher  Murphy 

"I'd  prefer  to  be  on  Wall  Street." 

approached  Murphy's  "parity")  in 
February  1983  would  have  picked  up 
capital  gains  of  54% . 

Few  laws,  of  course,  are  cast  in  iron 
(or  in  gold,  for  that  matter),  and  inves- 
tors would  have  done  even  better  if 
they  had  waited  until  fune  1982, 
when  gold  was  nearer  $297  an 
ounce — its  low  for  the  year,  but  a  lev- 
el that  Murphy's  model  didn't  predict. 
In  fact,  when  gold  hit  bottom  last 
year,  Murphy  was  already  busy  refin- 
ing his  model  to  take  into  account 
fluctuating  interest  rates,  inflation 
and  oil  prices.  His  new  recipe,  he  says, 
accurately  predicted  the  market's 
most  recent  turn,  from  a  February 
high  of  $51 1  per  ounce  to  the  current 


$400-plus  level. 

But  now  the  chance  is  gone.  "This 
is  not  the  time  to  be  in  gold,"  Murphy 
thinks.  He  doubts  Western  economies 
will  soon  see  high  inflation  again. 
Moreover,  he  says,  "while  everyone 
else  has  worried  about  the  growth  of 
the  U.S.  money  supply,  I've  been  wor- 
ried about  the  reverse — the  slowdown 
in  Eurocurrency."  After  booming 
along  at  a  compound  annual  rate  of 
26%  through  the  Seventies,  Eurocur- 
rency growth  has  slowed  to  3%  to  4% 
a  year.  A  further  drop  in  the  $29-per- 
barrel  crude  oil  price  (to  $24,  say) 
could  also  knock  as  much  as  $100 
from  the  price  of  gold,  Murphy  says. 
His  model  suggests  there  will  still  be 
buying  opportunities  if  gold  slips  be- 
low $400  per  ounce,  but  Murphy  sees 
no  chance  of  a  return  this  century  to 
the  heady  $850-per-ounce  of  1980. 
"It's  unnatural  to  have  more  than  one 
major  resource  boom  in  a  genera- 
tion," he  observes,  adding,  "I'd  prefer 
to  be  on  Wall  Street." 

The  fall  of  the  HBO  Kid 

Just  a  few  months  ago  23-year-old 
Frank  Cardamone,  perhaps  the  most 
successful  cable  television  pirate  in 
the  nation,  was  tooling  down  Scran- 
ton,  Penna.  streets  in  a  Corvette 
sporting  the  license  plate  "HBO- 
KID."  Prosecuting  cable  piracy, 
viewed  as  only  marginally  illegal  by 
millions  of  Americans  (Forbes,  Dec.  7, 
1981),  is  still  in  its  infancy.  But  State 
Attorney  General  LeRoy  Zimmer- 
man's investigation  into  the  HBO  Kid 
uncovered  a  ring  that  supplied  2,700 
cable  customers  in  northeastern 
Pennsylvania  with  convertors  to  un- 
scramble signals  of  pay-TV  channels 
like  Home  Box  Office.  Cardamone 
was  arrested  and  other  arrests  are 
pending  that  could  make  it  the  biggest 
cable  piracy  bust  so  far.  The  house- 
holds involved  are  thought  to  have 
deprived  five  local  operators  of  $2  mil- 
lion over  the  past  five  years. 

Customers  are  said  to  have  paid 
Cardamone  about  $100  for  "free"  pay- 
TV,  a  fee  that  included  a  convertor 
and  often  a  workman  to  drill  through 
filter  "traps"  on  telephone  poles.  The 
HBO  Kid  (he  used  the  name  on  his 
business  cards,  too)  was  a  TV  repair- 
man whose  growing  company  even 
made  service  calls.  Happy  homeown- 
ers kept  the  lid  on  the  Kid's  cottage 
industry  for  years.  Authorities, 
though  boasting  they  used  sophisti- 
cated electronic  surveillance  to  crack 
the  ring,  actually  found  out  about 
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JUST  BECAUSE  YOU  CAN 
BUYATRUCK,DOESN1  MEAN 
YOU  CAN  AFFORD  A  TRUCK. 


The  $20,000  purchase  price 
for  an  intra-city  straight  truck,  or 
the  $70,000  purchase  price  for 
an  over-the-road  tractor,  is  just 
the  beginning.  And  not  a  very 
good  beginning,  when  you  con- 
sider that  you're  spending  money 
on  an  asset  that 
does  not  make 
you  money 
*i       You  have  to 
Rj|/  license  that  truck. 
Paint  it  with  your 
colors  and  your  logo. 
Wash  it,  touch  it  up. 
Small  stuff. 


Let's  get  to  the  big  stuff. 
You  have  to  maintain  it.  If  you 
have  your  own  shop,  you  pay  for 
parts  and  equipment.  You  pay 
for  mechanics  and  supervisors. 
You  pay  for  insurance.  You  pay 
for  management  time .  You  pay 
for  repairs  and  road  service  (and 
the  cost  of  service  away  from 
home  can  be  horrendous). 

You  pay  for  accidents  and 
investigations  of  accidents. 
You  pay  for  driver  complaints 
and  idle  driver  time.  And  you 
pay  for  dozens  of  other  things 
that  go  wrong. 

If  you  don't  have  your  own 
shop,  you  pay  all  those  costs  plus 
the  cost  of  having  your 
trucks  fixed  on  somebody 
else's  schedule. 
Where  does  RyderTruck 


Leasing  come  in?  Doesn't  Ryder 
have  the  same  costs? 

No.  Ryder  runs  over 60,000 
vehicles .  Trucks  are  our  business . 
Not  many  companies  in  this 
world  can  buy  parts,  tires  and 
lubricants  as  efficiently  as  Ryder 
can.  Not  many  companies  know 
how  to  run  and  maintain  them 
the  way  we  do. 

With  a  system  of  preventive 
maintenance  that  is  unequalled  by 
anybody  in  the  business .  For  our 
lease  customers,  it  adds  up  to  a 
more  reliable  delivery  system ,  pre- 
serving capital  and  reducing  costs . 

Ask  yourself:  do  you  really 
own  trucks,  or  do  your  trucks  own 
you?  Call  your  nearest  Ryder 
District  Office,  or  mail  this 
coupon  now,  and  let's  talk  about 
a  better  way. 

Ryder,  I'm  not 
locked  into  ownership.  Lets  talk. 

Name/Title 


Company  Name 


Type  ot  Business 


Addres 


Ciiy/State/Zip 


Phone 

Mail  to:  RyderTruck  Rental.  Inc. 
Don  Estes.  President 
RQ  Box  020816 
Miami.  Florida  33102-0816 

RYDER  TRUCK  LEASING 
AND  RENTING 

A  Service  of  Ryder  System 


Milan  Trade  Fair 


AN  APPOINTMENT  FOR  BUSINESSMEN  FROM  ALL 
OVER  THE  WORLD,  A  MEETING  WITH  THE  BUSINESS 
WORLD. 

FROM  14th  TO  23rd  APRIL,  FOR  THE  GENERAL  TRADE 
FAIR.  ALL  THE  YEAR  ROUND,  ON  THE  OCCASION  OF 
ITS  80  SPECIALIZED  TRADE  SHOWS 

TRADE  EVENTS  SEPTEMBER-DECEMBER  1983 


SEPTEMBER 


September  1-4 

AUTUMN  MACEF  '83  -  International  exhibition  of 
household  articles,  glassware,  ceramics,  gift  arti- 
cles, silverware,  goldware,  precious  stones,  semi- 
precious stones,  hardware  and  tools 

September  2-4 

SUMMER  MIAS  '83  -  International  market  of  sport 
articles  and  camping  equipment 

ANTEPRIMA-  IDEAMAGLIA  -  Women's  collections 
-  International  knitwear  exhibition 

INTIMO  DOMANI  -  Underware  collections 

AQUARIUM  -  Collections  for  the  sea 


September  10-15 

8th  EUROLUCE  -  International  lighting  exhibition 

23rd  Italian  Furniture  exhibition 

EIMU  -  International  exhibition  of  office  furniture 

SMAU  '83  -  International  exhibition  for  the  office  in- 
formatics, telematics  and  communications  sy- 
stems, machines  and  furnishing  for  the  ottice 

September  30  -  October  4 

MODIT  -  International  exhibition  for  women's 

fashion  collections 

MILANOVENDEMODA  29  -  Bride  Italy 


OCTOBER 


October  2-6  October  26  -  november  7 

MILANO  COLLEZIONI  -  Presentation  of  spring-  48th  MIFED  -  International  film,  TVfilm  and  docu- 
summer  collections  '84  mentary  market 


October  10-19 

ITMA  -  9th  international  exhibition  of  textile  machi- 
nery 


October  29-31 

12th  INTERSAN  -  International  exhibition  of  techni- 
cal and  sanitary  orthopaedics,  sanitary  articles,  sur- 
gical instruments,  hospital  equipment,  physioelec- 
tromedical  appliances,  corsets  and  sanitary  articles 
for  early  childhood 


NOVEMBER 


november  3-7 

44th  MIPEL  •  Italian  leather  goods  market  (interna- 
tional exhibition) 

november  4-8 

EXPO  COMMERCIO  '83  -  18th  International  exhibi- 
tion of  commerce  equipment 

EXPO  TURISMO  '83  -  18th  International  exhibition 
of  equipment  for  tourist  and  receptive  activities 

SIRC  '83  -  8th  Italian  exhibition  for  collective  restora- 
tion 

10th  International  exhibition  of  confectionery  and 
ice-cream  products 

EBE  -  13th  European  drinks  exhibition 

SIPRAL  -  13th  Exhibition  of  food  products 

EURONATURA  -  3rd  SANE  -  Exhibition  of  herbori- 
stry,  natural  food  and  beauty  culture 


november  12-14 

BEAUTYSHOW  -  5th  Exhibition  and  conference  of 
hair-style,  beauty,  perfumery 

november  18-22 

3rd  SFORTEC  -  Exhibition  of  technical  sub-supplies 
(International  exhibition) 

november  22-26 

MAC  '83  -  23rd  International  exhibition  of  equipment 
and  appliances  for  the  chemical  industries  and  for 
laboratory  research,  analysis  and  tests 

november  22-27 

SIMEI  - 1 1th  International  wine  &  bottling  machinery 
exhibition 

november  23-29 

48th  International  exhibition  of  cycles  and  motorcy- 
cles 

november  26  -  december  4 

LA  MIACASA  -  14th  Furnishing  exhibition 


DECEMBER 


december  1-5 

6th  International  exhibition  of 


DO  IT  YOURSELF" 


december  6-9 

ESMA-EUROTRICOT  -  European  knitwear  exhibition 


december8-12  ••     ■  ■■ 

EXPO  DETERGO  '83  -  Exhibition  of  equipment,  ser- 
vices, products,  and  accessories  for  laundry,  dry- 
cleaning,  ironing  textiles,  cleaning,  and  allied  wares 
in  general 


The  Milan  Fair  Organization  disclaims  all  responsability  for  any 
changes  in  the  dates  announced  as  above. 

Information:  Fiera  di  Milano,  Largo  Domodossola  1 , 20145  Milano  (Italy) 
tel.  345.32.51/2/3/4,  cable  Fieramil,  telex  331360  EAFM  I. 


Follow-Through 


Cardamonc  from  a  customer  who  of- 
fered to  expose  him  in  return  for  a  free 
installation. 

Cardamonc  faces  14  years  in  jail 
and  a  $30,000  fine  on  two  counts  of 
theft  and  one  of  conspiracy.  As  usual, 
operators  are  trying  not  to  prosecute 
the  homeowners,  preferring  to  sign 
them  up  for  pay  services  previously 
pirated.  "Most  of  these  people  prob- 
ably didn't  recognize  themselves  as 
criminals,"  says  Zimmerman. 

In  a  related  development  at  Time 
Inc.,  HBO  will  begin  scrambling  its 
satellite  signals  this  fall,  thus  depriv- 
ing satellite  dish  owners  of  free  ser- 
vice. "This  is  the  most  significant  de- 
velopment in  antipiracy  thus  far," 
says  HBO  attorney  Tom  Woodbury. 
"Showtime  says  they'll  do  the  same, 
and  I  expect  the  other  pay  services  to 
follow  suit."  So  watch  for  a  boom  in 
satellite  descramblers. 

Grudge  fight 

A  year  and  a  half  ago  Pengo  Industries' 
chief  executive,  Harrold  Owen,  was 
on  an  acquisition  binge,  aiming  to 
build  his  $182  million  (sales)  oilfield 
services  company  into  a  $1  billion 
supermarket  (Forbes,  Jan  18,  1982).  It 
didn't  work.  Pengo  reported  an  after- 
tax loss  of  $32.8  million  on  sales  of 
$29  million  in  the  three  months  end- 
ed Mar.  31,  and  its  net  worth  sank  to  a 
negative  $7.8  million. 

Owen  had  spent  $83  million  buying 
26  companies  by  the  end  of  1981 
when  Forbes  asked  him,  what's  the 
rush?  "I  can't  stand  people  who  hold  a 
grudge,"  he  replied,  "but  I  wouldn't  be 
human  if  I  didn't  want  to  surpass  the 
other  company."  The  "other"  com- 
pany was  Gearhart  Industries,  the  oil 
service  outfit  run  by  Owen's  onetime 
friend  Marvin  Gearhart.  The  two 
founded  Gearhart-Owen  Industries  in 
1955,  and  Owen,  now  59,  was  left 
with  the  less  lucrative  ends  of  that 
business  after  a  bitter  parting  in  1978. 

"Pengo  was  just  an  accident  wait- 
ing to  happen.  Harrold  was  expanding 
so  fast  there  were  drafting  tables  out 
in  the  halls,"  one  Wall  Street  analyst 
says.  In  May  Pengo's  $188  million 
worth  of  creditors  forced  Owen  out  as 
chief  executive  (he  remains  chair- 
man). The  company  is  now  run  by  a 
team  of  outside  rescue  artists,  and 
Owen's  stock,  once  worth  $5.8  mil- 
lion, has  shrunk  to  $530,000.  "We 
were  trying  to  predict  in  a  falling  mar- 
ket," he  says  now,  "and  none  of  us 
was  smart  enough  to  do  it." 
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What  to  watch  out  for 
in  bank  money  market  advertisi 


In  very  small  print  like  this,  the  banks  have  told  you  that  their 
"fantastic"  interest  rates  are  only  for  a  few  weeks — if  that  long. 
You  should  also  watch  out  for  the  *,  which  often  tells  you  there  are 
some  penalties  or  that  you  will  have  to  pay  for  certain  services. 


Much  of  the  recent  Bank  and 
Savings  and  Loan  Association  ad- 
vertising seems  to  be  predicated 
on  two  factors: 

1.  Most  of  you  will  overlook 
the  fine  print. 

2.  Many  of  you  will  believe 
that  their  Money  Market  Ac- 
counts are  the  same  as  a  Money 
Market  Mutual  Fund. 

If  you  read  this,  you  might  be 
much  wiser. 

Did  you  know  that  Bank /S&L  Money 
Market  Accounts  require  a  minimum  oj 
$2,500,  and  ijyou  drop  below  that,  you  get 
only  5'A%  interest? 

Did  you  know  that  you  are  prohibited 
from  writing  more  than  three  checks  a  month? 

Or,  that  if  you  withdraw  your  money 
even  one  day  before  the  monthly  calculation, 
you  could  lose  that  whole  month's  interest? 

Or,  that  some  banks  discriminate — that 
is,  pay  higher  interest  to  their  preferred 
customers? 

If  you  answered  no  to  any  of  these 
questions,  it's  not  surprising  They 
are  the  kind  of  facts  that  appear  in 
the  small  print  of  Bank  and  S&L 
advertising 

And  what's  even  more  misleading 
is  one  word  that  appears  all  too  often 
in  large  type,  the  word  "Fund " 

Don't  be  misled  Their  Money 
Market  Account  is  not  a  Money  Mar- 
ket Mutual  Fund.  You  should  begin 
by  understanding  this  difference. 

A  Money  Market  Mutual  Fund 
pools  your  money  with  that  of  other 
investors  to  get  high  current  returns. 
Your  money  is  invested  only  in  the 


money  market  in  high  quality  short 
term  securities. 

With  a  Fund,  you  are  actually  a 
shareholder  And  you  and  the  other 
shareholders  receive  all  of  the  income 
earned  by  the  Funds,  less  modest  operat- 

A  SAMPLER  OF  THE  OBSCURE 

Presented  here,  unedited,  are  ten  small  print 
examples  taken  from  Bank  and  S&L  advertisements 
With  little  effort,  one  could  certainly  add  to  the  list 
and,  at  the  same  time,  gain  interesting  experience  in 
Caveat  Emptor. 

Minimum  opening  deposit  $5000. 
* 

Actual  yield  shown  is  obtained  only  if  you  were 
to  invest  for  one  year  at  the  current  rate. 
However,  rate  on  this  account  cannot  be  guar- 
anteed for  longer  than  30  days. 

To  realize  this  yield,  principal  and  interest 
must  remain  on  deposit  at  this  rate  for  a 
full  year 
* 

Rates  effective  April  25, 1983  through  May  2, 
1983.  Thereafter  rates  are  set  weekly. 
* 

Three  checks  to  third  parties,  and  three 
preauthorized  transfers  permitted  per 
statement  cycle. 
* 

*On  days  balance  falls  below  $2,500,  interest 
earned  will  be  5'A%. 
* 

This  offer  may  be  revised  or  withdrawn 
without  prior  notice. 
* 

Rates  are  subject  to  change  without  notice. 
* 

"Interest  rates  change  weekly. 
* 

(Rate  changes  weekly,  on  Tuesday) 


ing  expenses  A  Money  Market  Fund 
must  pay  the  same  market  rate  to 
everyone  and  there  is  strict  regula- 
tion by  the  U  S  Securities  and  Ex- 
change Commission  to  make  sure  it 
does  Though  Money  Market  Funds 


are 
n  o  t 
insured, 
they 
have 
an  out- 
standing rec- 
ord of  safety 

even  more  important,  Funds  are  now 
offering  interest  rates  competitive  with  those 
of  Banks  and  S&Ls. 

Now  with  a  Bank/S&L,  you  are 
not  a  shareholder,  you've  only  got  an 
account  there  They  can  use  your 
money  any  way  they  choose — even 
in  making  loans  and  investments  that 
have  nothing  to  do  with  the  money  market. 
What's  more,  a  Bank  or  S&L  can  pay 
whatever  rate  it  wants  to  and  then 
keep  for  itself  any  profit  it  doesn't 
pay  you  (That's  why  their  interest 
rates  have  come  down  so  much. ) 

There  just  is  no  guarantee  that  the 
interest  a  Bank  or  S&L  pays  you  will 
be  a  true  money  market  rate,  or  that 
you  will  receive  all  the  income  your 
money  generates 

All  aspects  considered  (including 
those  hidden  in  fine  print),  many 
investors  will  find  they're  better  off 
now  in  a  Money  Market  Mutual 
Fund  You  can  check  this  out  by 
comparing  your  local  bank  or  S&L 
offer  against  that  of  a  particular  Fund 
or  two  Just  call  any  Fund  and  ask  for 
its  prospectus 

And  just  remember,  for  us  in  the 
Funds,  the  Money  Market  is  not  a 
sideline. 

It's  where  we  invest  your  money 
full  time,  every  day 


©  1983  The  Investment  Company  Institute,  Washington,  D  C, 


AMERICAS 


Money  Market  Mutual  Funds 

The  full  time  professionals  in  the  Money  Market 


More  than 
a  personal 

computer. 

Now  you  can  have  powerful,  multi-user  won 
processing,  accounting,  financial  planning  an 
electronic  mail  for  only  $3,390  per  user* 


When  it  comes  to  making  busi- 
nesses more  efficient,  no  computer  gives 
you  more  than  an  ALTOS  -  16-bit  multi- 
user networking  business  computer 
system. 

0  More  Choices.  Easy  to  learn  and 
use.  Altos  multi-user  microcomputers  are 
designed  and  priced  for  businesses  of  all 
types  and  sizes.  From  a  one  person  oper- 
ation to  a  large  corporation. 

0  More  Solutions.  You  can  run 
more  business  software  on  an  Altos 
multi-user  microcomputer  than  any 
other  computer  in  the  world,  including 
our  own  integrated  accounting  (with  a 
self-paced,  step-by-step,  built-in  tuto- 


rial), word  processing,  financial  planni 
and  electronic  mail  applications.  You  Cc 
also  choose  from  hundreds  of  other 
applications  for  attorneys,  dentists,  dc 
tors,  insurance  agents,  manufacturers 
pharmacists,  realtors  and  many  more. 

0  More  Flexibility.  Altos  syste 
are  designed  to  grow  as  your  business 
grows.  You  can  start  with  a  single  user 
and  add  more  users  on  the  same  syste 
Plus  you  can  link  hundreds  together  w 
a  local  network.  And  when  you're  read! 
built-in  features  let  you  add  more  storal 
capacity  and  peripherals— even  appointl 
ment  scheduling  and  communications  I 
with  mainframe  computers. 


^  More  Reliability.  Recognized  for 
sir  proven  reliability.  Altos  multi-user 
Icrocomputers  are  the  choice  of  busi- 
ss  and  computer  professionals,  includ- 
l)  Fortune  1000  companies,  computer 
^vice  organizations,  major  software 
velopers,  and  even  large  computer 
inufacturers. 

0  More  Service.  Altos  backs  its 
jlti-user  microcomputers  with  respon- 
e,  worldwide  service  and  support 
jstomer  Service  Division  of  TRW,  Inc.  in 

i  u.s.). 

0  More  Value.  Once  you've  seen 
lat  an  Altos  multi-user  microcomputer 
i  do  for  your  business,  and  the  price  it 
i  do  it  for,  you'll  agree  there's  no 
^ater  computer  value. 

0  More  Information?  So  if  your 
siness  or  profession  demands  more 
an  a  personal  computer  can  deliver, 
k  to  Altos.  Call,  write  or  clip  the  cou- 
n  today  for  a  free  brochure  and  the 
me  of  your  local  Altos  representative. 


Packed  with  more 
value  for  business 

□  Please  tell  me  more  about  the  hundreds  of  uses  for 
an  Altos  multi-user  business,  computer  system. 

My  application  is 


□  Please  have  an  Altos  representative  contact  me. 
Name  Title  


Company 
Address  — 


Phone 


City /State /Zip. 


FB-7 


Mail  to:    Altos  Computer  Systems  ^ 
Attn:  Marketing  Services 
2641  Orchard  Park  Way 
San  Jose.  CA  95134 

800-538-7872 

(In  Calif.,  800  662-6265) 


COMPUTER  SYSTEMS 


pletefive  user  Altos  system  for  $3,390  per  user  or  $16,950.  Price  approximate  and  may  vary  in  your  area.  Packaged  system  includes  an  Altos  586- 10  hard  disk 
t.  8086-based)  computer  with  the  XENIX "  operating  system  with  the  Altos  "Business  Command  Menu  Interface."  five  terminals,  and  the  ALTOS  ACCOUNTANT 
the  built-in  ALTOS  COMPUTER  TUTOR).  ALTOS  EXECUTIVE  WORD  PROCESSOR.  ALTOS  EXECUTIVE  FINANCIAL  PLANNER,  and  ALTOS  ELECTRONIC  MAIL  applica- 
Price  does  not  include  printer,  communications  and  networking  hardware  options,  cables,  installation,  taxes,  additional  training  and  maintenance. 

>  is  a  registered  trademark  of  Altos  Computer  Systems.  XENIX  is  a  trademark  of  Microsoft  and  is  a  microcomputer  implementation  of  the  UNIX  operating 
Yl  UNIX  is  a  trademark  of  Bell  Laboratories.  c  1983  Altos  Computer  Systems 


Readers  Say 


Defense  budget  defense 

Sir:  In  your  Fact  and  Comment,  "Re 
'Staying  The  Course,'  For  Sure  Cap 
Will"  (May  23),  it  was  very  good  of  you 
to  include  a  few  nice  comments,  and 
so  unusual,  that  I  thought  I  should 
write  you. 

I  have  not  been  "persuaded  by  all 
that  Braid  that  everything  they  have 
asked  for  is  essential."  We  have  can- 
celled or  severely  cut  back  122  pro- 
grams desired  by  the  "Braid." 

I  cannot  agree  with  the  assumption 
that  cutting  the  Defense  budget  has 
all  that  much  effect  on  reducing  the 
deficit.  If  we  cut  the  Defense  budget 
by  $1,  it  only  reduces  the  deficit  by 
about  50  cents,  because  of  the  loss  of 
revenue  generated  by  Defense  spend- 
ing and  the  loss  of  jobs,  which  in  turn 
requires  more  unemployment  com- 
pensation, etc.,  etc. 

The  President  has  already  cut  more 
than  $66  billion  of  the  $116  billion 
expansion  of  the  Defense  budget  that 
he  felt  it  necessary  to  make  in  March 
1981. 1  cannot  conscientiously  recom- 
mend more  cuts.  We  have  so  much  to 
do  to  regain  the  credibility  of  our  de- 
terrent, a  lot  of  which  was  lost  in  the 
1970s  when  Defense  spending  was 
cut  by  19.6%  in  real  terms  while  enti- 
tlements were  rising  122%. 
— Caspar  Weinberger 
Secretary  of  Defense 
Washington,  DC 

Sir:  A  concerned  Secretary  of  Defense 
should  closely  read  the  Heritage 
Foundation  report  Agenda  '83-  This 
conservative  think  tank  analyzes  our 
Department  of  Defense  and  its  spend- 
ing propensities  and  states:  "Our  De- 
fense Department  has  stagnated.  It 
now  soaks  up  even  sizable  funding 
increases  with  negligible  results." 
— Gerald  Goodman 
Albuquerque,  N.M. 


Dynamic  economy 

Sir:  Peter  Drucker's  article  on 
Schumpeter  and  Keynes  (May  23)  is 
the  best  article  on  economics  that  I 
have  read.  I  am  in  total  agreement 
with  Schumpeter's  thesis  that  there 
are  no  permanent  answers  because 
the  central  problem  of  economics  is 
structural  change.  It  is  vital  that  we 
gear  our  policies  to  dynamics  rather 
than  equilibrium. 

I  am  in  strong  disagreement  with 
Schumpeter's  conclusion  of  the  inevi- 
table decline  of  capitalism. 


It  strikes  me  that  the  acceptance  of 
his  ideas  will  mean  that  we  can  con- 
tinue to  effectively  adjust  to  changing 
conditions. 

— Frederick  H.  Schultz 
Jacksonville,  Fla. 

Mr.  Schultz  served  as  vice  chairman  of 
the  Federal  Reserve  Board  from  1979  to 
1982. — Ed. 

Sir:  I  found  the  article  absolutely 
thrilling,  one  of  the  very  few  thrills 
I've  ever  experienced  reading  a  busi- 
ness publication. 

— Michael  D.  Tatum 
Dallas,  Tex. 


Whoa! 

Sir:  Apropos  the  inverted  "Y"  archi- 
tecture you  described  in  Forbes  (Fact 
and  Comment,  May  9).  How  do  you  like 
this  from  Czechoslovakia? 
— Frederick  ].  Heir  Jr. 
Wilmington,  Del. 


Overlook  deterrence 

Sir:  Re  "The  Bishops  Bomb  Out"  (Fact 
and  Comment,  June  6).  Too  bad  that 
the  Catholic  Church  and  the  bishops 
do  not  see  nuclear  bombs  as  a  deter- 
rent to  war.  Only  if  Russia,  or  any 
nation,  is  so  overpowering  that  it  need 
not  fear  instant  retaliation,  will  it 
start  a  nuclear  war. 
—William  G.  Kahlert 
St.  Paul,  Minn. 


We  didn't  sell  'em 

Sir:  You  err  in  stating  (Feb.  28)  that 
the  Erie  Trustees  in  1976  sold  $200 
million  in  tax  losses  for  $5  million. 
The  tax  losses  had  in  fact  been  "sold" 
in  1968,  before  Erie  filed  in  bankrupt- 
cy, as  part  of  the  terms  of  an  Interstate 
Commerce  Commission-approved  in- 


clusion of  Erie  in  the  Norfolk  &.  West- 
ern Railway  System.  After  their  ap- 
pointment in  1972,  the  Erie  Trustees 
nevertheless  sued  to  terminate 
N&W's  use  of  Erie's  tax  losses,  but 
the  courts  ruled  against  Erie.  In  1976 
the  litigation  was  settled  and  Erie  re- 
ceived $5.5  million  in  cash,  in  addi- 
tion to  other  benefits. 
— Thomas  F.  Patton 
Ralph  S.  Tyler  Jr. 

Fonner  Trustees  of  the  Property  of  Frie 

Lackawanna  Railway  Company 
Cleveland,  Ohio 


Coverage  needed 

Sir:  You  couldn't  be  righter  when  you 
speak  of  the  need  to  provide  health 
insurance  for  the  jobless  (Fact  and 
Comment,  June  6).   We're  working 
toward  that  goal.  Administration  ef- 
fort would  help. 
— Richard  A.  Gephardt 
House  of  Representatives 
Washington,  D  C. 


They  do  agree 

Sir:  I  was  mildly  surprised  to  see  the 
Editor-in-Chief  say  that  he  didn't 
agree  with  the  editorial  on  page  31 
(Fact  and  Comment,  June  6).  I  read  page 
31  with  my  thoughts  already  bemoan- 
ing this  younger  generation.  I  was 
pleasantly  surprised. 

Sorry,  Pop.  I  agree  with  the  Deputy 
Editor-in-Chief. 
— R.W.  Bairdjr. 
Phoenix,  Ariz. 

Sir:  Malcolm  S.  Forbes  represented  a 
marked  improvement  over  his  father. 
I  am  pleased  to  report  that  I  feel  the 
same  way  about  M.S.  Forbes  Jr. 

— Max  Morrison 
Publisher, 
Lakewood  News 

Houston,  Tex. 

Sir:  I  happen  to  agree  with  Steve's 
editorial  100%,  but  even  if  I  didn't  I 
would  still  be  embarrassed  by  the 
spectacle  of  a  father  publicly  pouring 
cold  water  on  a  son's  best  efforts. 

Keep  it  up  and  you  may  spend  your 
old  age  wondering  why  your  son  left 
the  family  business. 
—J  O.  Fletcher 
Amherst,  NY. 

Leave  the  family  busi?iess  and  earn  an 
honest  living?  Not  a  chance! — MSF  Jr. 
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USE  OUR  GROUP 
MEDICAL  PLAN 
TO  BOOST 

cash  flow? 
you're  kidding: 


99 
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ask  me: 


Just  when  many  medical  plans  are 
raising  premiums,  New  York  Life  has 
an  idea  that  may  reduce  your  costs 
and  improve  cash  flow. 

It's  our  Minimum  Premium  Plan- 
a  plan  that  combines  many  of  the 
best  features  of  a  fully  insured  con- 
tract and  a  self-funded  arrangement. 

Your  company  assumes  direct  re- 
sponsibility for  a  portion  of  your 
medical  care  benefits  each  month  up 
to  an  annual  limit.  New  York  Life 
assumes  responsibility  for  benefits 
in  excess  of  this  limit. 

Because  normal  claims  reserves 
may  not  be  required,  your  cash  flow 
could  be  improved.  In  addition, 
lower-than-expected  claims  mean 
immediate  cash  savings. 

We  also  provide  full  actuarial  and 
administrative  services,  including  a 
computerized  claims  system  whose 
speed  and  accuracy  help  cut  costs 
and  minimize  employee  complaints. 

For  all  the  details,  ask  your  local 
New  York  Life  Group  Representative. 


New  York  Life  Insurance  Company.  51  Madison  Avenue.  New  York.  New  York  10010  Life.  Group  and  Health  Insurance.  Annuities.  Pension  Plans 


"With  all  thy  getting  get  understanding 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


IF  RUSSIA  GETS  SYRIA  OUT  OF  LEBANON 


and  finds  a  way  to  get  itself  out  of  Afghanistan,  what  an 
extraordinary  impact  that  could  have — 

•  A  new  era  of  mutual  understanding  and  peaceful 
coexistence  between  the  United  States  and  the  U.S.S.R. 
could  soon  follow. 

•  A  balanced  rational  cap  to  atomic  weapons  could 


more  likely  be  achieved. 

•  Worldwide  economic  recovery  could  set  in,  sooner 
and  stronger,  spurred  by  renewed  consumer  demand  that 
lessened  arms  spending  would  spark. 

For  such  to  happen,  a  miracle  isn't  required. 

Common  sense  at  the  summit  level  is. 


FORECASTS  THAT  CONSUMER  SPENDING  RECOVERY 

will  be  wishy-washy  won't  turn  out  to  hold  water. 

IN  COMMENTS  AS  SILLY  AS  HIS  USE  OF  THE  ALIAS 


"senior  Administration  official,"  Treasury  Secretary  Don 
Regan  urged  the  Federal  Reserve  to  tighten  credit  because 
"I  think  most  people  in  the  Fed  would  agree  that  [there]  is 
too  much  money  supply  growth." 

Promptly,  of  course,  interest  rates  rose.  And  that,  if  long 
sustained  and  not  swiftly  reversed,  is  almost  the  only 


thing  that  could  rout  our  recovering  economy. 

Advocating  such  a  course  to  the  Federal  Reserve  because 
of  a  foreseen  bulge  of  not  long  duration  in  the  money 
supply  is  so  counterproductive  that  it  has  to  be  the  reason 
our  "senior  Administration  official"  insisted  that  he  not 
be  identified. 


EXACTLY  THE  SAME  FEELINGS  THAT  GAVE  MAGGIE  HER  BIG  WIN 

are  what  will  give  Reagan  his. 

WILLIAMSBURG  SUMMIT— SCORE  ANOTHER  ONE  FOR  REAGAN 


A  big  one. 

Right  up  until  it  took  place  most  pundits  were  predicting 
a  messy,  cantankerous  session  with  the  other  six  Sum- 
miters  (Britain's  Thatcher,  France's  Mitterrand,  Canada's 
Trudeau,  West  Germany's  Kohl,  Japan's  Nakasone  and 


Italy's  Fanfani)  planning  to  pluck  at  various  U.S.  policies. 

Instead,  the  President  not  only  smoothed  their  feathers 
but  won — in  various  degrees — support  for  the  U.S.  stand 
on  the  issues  most  in  contention. 

Everyone  came  away  impressed. 


OF  GREATEST  CONSEQUENCE  IS  THE  WILLIAMSBURG  SEVEN'S 


agreement  on  the  subject  of  arms  negotiations  with 
Russia: 

•  President  Reagan  will  make  most  clear  that  the  U.S. 
earnestly  seeks  agreement. 

•  But  if  none  can  be  reached  concerning  equal  limits  on 


medium-range  atomic  weapons,  our  European  allies  will 
proceed  on  schedule  with  the  placing  of  Pershing  and 
cruise  missiles  in  Western  Europe. 

The  President  no  longer  seems  to  be  the  only  one  aware 
that  right  now,  every  single  day,  the  Soviets  are  adding 
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three  nuclear  warheads  to  their  arsenal.  This  solid  backing  ing  in  NATO  countries  massive,  misguided  marches 

the  President  produced  at  Williamsburg  makes  hardhead-  against  U.S.  missiles,  they  could  politically  knock  down 

ed  realistic  negotiations  with  the  U.S.S.R.  much  more  our  efforts  at  equalizing  atomic  capabilities, 

possible — even  probable.  The  U.S.S.R.  now  knows  that  it  is  negotiating  with  a 

Before  Williamsburg,  the  Soviets  thought  that,  by  seed-  determined  and  unhandcuffed  U.S. 

CURMUDGEONS  ARE  GREAT  IF  YOU'RE  NOT  IN  THEIR  WAY 


A  friend  was  telling  us  of  his  experience  as  a  passenger  in 
the  car  of  a  very  old  Old-Family  patriarch  in  Baltimore: 

"It  was  the  scariest  ride  that  I  have  ever  had.  The  old 
gentleman  insisted  on  taking  me  for  a  tour  of  historic 
Baltimore.  Time  and  again  we  proceeded  the  wrong  way 


down  one-way  streets,  apparently  depending  solely  on  his 
glare  to  make  the  oncoming  cars  pull  over,  stop  or  back  up. 
To  my  tremulously  queried,  'Why',  our  curmudgeon 
snapped,  'That's  the  way  these  streets  ran  when  I  was  a 

boy.'  " 


MOVIES 


•  Angelo,  My  Love — Angelo's  really  a  refreshing  delight. 
So's  his  mother.  So's  the  villain.  Inevitable  self -conscious- 
ness of  nonprofessionals  on  camera  shows,  but  somehow 
it  doesn't  detract  too  much.  The  length,  though,  is  a  bit 
much.  •  Breathless — Erudite  critics  are  in  a  snit  because 
this  "Breathless"  isn't  the  old  "Breathless."  So  what? 


Valerie's  poutfully  sexy  and  Gere  personifies  the  low-life 
stud.  It's  fast,  fast,  man.  •  Doctor  Detroit — After  40 
minutes  without  a  single  laugh,  we  left.  •  Tender  Mer- 
cies is  a  tender,  moving  movie.  Kid  actors  are  seldom  good, 
but  this  one  is  great.  So's  the  photography.  So's  the  rest  of 
the  cast.  So,  go. 


DELIGHTFUL 

The  other  evening,  Mrs.  Douglas  MacArthur  was  asked  if  admiration  for  Mr.  Peck  but,  having  seen  General  MacAr- 
she  had  seen  Gregory  Peck  play  the  part  of  MacArthur  in  the  thur  playing  General  MacArthur,  I  didn't  think  it  was 
movie  MacArthur.  Said  the  General's  widow:  "I've  great    necessary  to  see  Mr.  Peck  playing  General  MacArthur." 

RESTAURANTS— GO,  CONSIDER,  STOP 


•  Bistro  Bordeaux— 407  Eighth  Ave.  (Tel:  594-6305). 
Cater-cornered  from  Madison  Square  Garden,  this  unpre- 
tentiously priced,  genuinely  French  bistro  is  better  than 
most  of  the  many  restaurants  satelliting  Lincoln  Center. 
Whether  it's  au  poivre,  vinaigrette  or  Lyonnaise,  the  fla- 
vor's full. 

The  Water  Club— 500  East  30th  St.  (Tel:  683-3333). 
This  cavernously  large  dining  barge,  moored  in  the  East 
River,  is  the  result  of  an  effort  over  several  years  to  bring  to 
Manhattan  a  counterpart  to  the  very  successful  River 
Cafe,  afloat  under  the  Brooklyn  side  of  that  Bridge.  Neither 
the  view  of  Brooklyn  from  30th  Street,  nor  the  eager  but 
experienceless  help,  nor  the  food  is  up  to  the  progenitor's. 

•  Buffalo  Roadhouse  —87  Seventh  Ave.  South  at  Bar- 
row St.  (Tel:  243-8000).  This  is  one  of  only  two  among  the 
several  Greenwich  Village  outdoor  restaurants  where  the 
food  and  drink  are  almost  as  attractive  as  the  setting.  The 
nearby  blocks  of  Sixth  and  Seventh  avenues  are  New  York's 
counterpart  to  St.  Germain.  The  mostly-in-pairs  sippers 
and  supperers  are  unisex,  Village  chic-clothed,  while  the 
lively  passing  parade  of  Holland  Tunnel-bound  traffic  and 
no-one-knows-wherc-bound  strollers  make  eating  at  the 
Roadhouse  more  fun,  more  interesting  than  most  of  New 
York  theater. 

•  Trader  Vic's— Fifth  Ave.  &  59th  St.  (Tel:  355-5185). 
The  most  Vesuvian  drinks  in  restauranting.  The  dishes  are 


as  mixed  as  the  Pacific  races  themselves — Polynesian, 
Hawaiian,  Chinese,  Japanese,  Indonesian,  et  al.  Polyglot 
Polynesian  cuisine,  you  might  say. 

•  Huberts— 102  East  22nd  St.  (Tel:  673-3711).  Many 
critics  rave  about  this  decorously  attractive  place,  but 
here's  a  demur.  The  novel  combinations  of  nouvelle  fare 
mostly  don't  work,  i.e.,  smoked  chicken  with  liver,  blue- 
cheese-stuffed  chicken,  orange-flavored  mussel  soup. 

•  "21"— 21  West  52nd  St.  (Tel:  582-7200)— is  still  the 
only  rival  to  the  nation's  foremost  golf  courses  for  the 
amount  of  business  done  on  its  turf.  The  fees  for  greens  at 
"21"  are  on  a  par  with  the  most  exclusive  fairways,  too. 

Acute  Cafe  — 110  West  Broadway  at  Reade  St.  (Tel: 
349-5566) — is  in  TriBeCa,  south  of  socially  soaring  Soho, 
which  has  displaced  tired-and-too-expensive  Greenwich 
Village  for  the  Arts  Creatives  and  those  trying  to  be.  The 
striking,  spaceful  decor  and  the  3  a.m.  closing,  rather  than 
The  so-so  food  and  service,  account  for  its  momentarily 
acute  popularity. 

•  Nirvana— 30  Central  Park  South  (Tel:  752-0270).  De- 
spite an  "exotic"  decor  that's  unintentionally  but  inappro- 
priately tacky,  the  Indo-Bengali  dishes  are  as  spectacular 
as  the  rooftop  location  overlooking  Central  Park.  The 
puffed  bread  is  as  tasty  as  it  is  stunning.  If  you've  never 
tried  Bengali  cuisine,  you  should,  and  here's  closer  than 
over  there. 
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COVER  UPS 

That  the  cover  of  a  magazine  affects 
its  newsstand  sales  is  a  given.  Forbes' 
record  newsstand  sellout  had  on  its 
cover,  "The  Richest  People  in  Amer- 
ica: The  Forbes  Four  Hundred."  Time 
magazine's  best  newsstand  seller  last 
year  was  its  cover  story  on  herpes. 

I  guess  no  one  could  print  enough 
copies  of  a  magazine  that  carried  on 
its  cover,  "The  Four  Hundred  Richest 
People  Who  Have  Herpes." 


TO  MAKE  A  POINT,  COCA  COLA  CEO  ROBERTO  GOIZUETA 


wrote  us  a  note  with  this  tongue-in-cheek  comment:  "I 
remember  the  story  about  the  state  legislator  who  was 
wrestling  with  the  poor  math  grades  high  school  stu- 
dents in  his  state  were  getting  on  the  SATs.  He  came  up 
with  the  solution,  which  was  to  propose  a  state  law 
making  pi  an  even  3.0.  He  reasoned  that  this  would 
make  mathematics  more  comprehensible  to  the  students 

IF  THE  DINNER  CHECK'S  DELAYED 

try  leaving. 


and  thus  solve  the  problem  of  the  low  math  grades." 

By  way  of  footnote,  as  one  who  flunked  algebra  and 
had  to  make  it  up  in  summer  school,  I  think  that  state 
legislator  has  come  up  with  an  absolutely  first-rate  pro- 
posal— even  if  it  ends  the  science  of  mathematics.  If  I 
were  still  in  the  New  Jersey  Legislature  (circa  1952-58), 
I'd  introduce  a  Bill! 

THE  MORE  YOU  EAT 

the  more  you  eat. 


BOOKS 


Minims — byTomWel- 
ler  (Houghton  Mifflin 
Co.,  $2.95).  "A  minim  is 
the  opposite  of  a  max- 
im." This  is  a  delightful 
idea,  but  in  this  tiny  vol- 
ume of  54,  all  illustrat- 
ed, only  a  few  seem  to 


MINIMS 


■,  Man  b  The  Only  AninuJ  Thai  Wean  Bou'  T«i 
TOM     W  E  L  L  E  R 


me  to  be  maximally  minim-al.  F'r'instance: 
•The  bigger  they  are,  the  harder  they  hit. 

•  A  rolling  stone  gathers  momentum. 

•  You  catch  more  flies  with  honey  than  you  care  to. 

•  An  apple  a  day  makes  365  apples  a  year. 

•  It  is  better  to  remain  childless  than  to  father  an  orphan. 

•  The  early  worm  gets  eaten  by  a  bird. 

•  Erich  Salomon — (Aperture,  Inc., 
$8.95).  The  first  to  have  his  work 
dubbed  "candid  camera,"  this  re- 
nowned 1920s- 1930s  photojourna- 
list  caught  the  world's  stuffed-shirt 
Greats  (and  many  Not  So)  in  unposed, 
unpoised  moments.  These  pictures 
inspired  thousands  of  words. 

British  statesmen  Stanley  Baldwin, 
Ramsay  MacDonald  at  press  conference,  1931 


•  The  Art  Crowd — by  Sophy  Burn- 
ham  (David  McKay  Co.,  $8.95).  This 
embittered  diatribe  by  an  artist's 
wife  and  former  assistant  curator  at 
the  Smithsonian  came  out  nine  years 
ago,  but  I  just  got  around  to  reading  it. 
Some  comments  are  provocative,  but 
the  good  points  are  buried  by  invec- 
tive overkill.  The  one  dealer  she 
praises,  Marlborough,  has  since  been  successfully  sued  for 
fraud  by  the  heirs  of  famed  artist  Mark  Rothko. 
Excerpt:  John  B.  Myers,  a  gallery  owner,  says,  "Once  a 
lady  collector  I  know  invited  me  up  to  look  at  her 
collection.  They  were  all  fakes.  'It  must  have  taken 
some  time  to  acquire  them,'  I  said.  What  could  I  say} 
You  have  to  be  polite." 

•  Charles  Demuth — by  Alvord 
L.  Eiseman  (Watson-Guptill, 
$25).  Charles  Demuth  raised 
the  art  of  watercolor  to  new  di- 
mensions, bringing  it  a  fresh 
eye,  delicacy  and  technique. 
What  he  did  with  flowers  and 
figures  earned  him  a  unique, 
great  niche. 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
'abuse  or  amuse  this  editors  mind.  -MSF 


NYC  in  1982 

Business  depressions,  Wall  Street 
crashes,  Communist  upheavals  and 
other  disturbances  will  be  a  thing  of 
the  past  by  1982,  as,  with  the  tens  of 
thousands  of  brilliant  young  college 
graduates  with  which  our  Universi- 
ties are  blessing  us,  there  will  be  no 
problem  of  either  a  financial,  social  or 
other  nature  that  this  esteemed  young 
gentry  will  not  have  solved. 

— Edwin  Chase,  New  York, 
The  Wonder  City,  1932 

Thatcher's  Labor 

A  majority  of  Labor  voters  want  to 
own  their  own  homes;  she  gave 
them  the  right  to  buy  their  publicly 
built  apartments.  A  majority  are  fed 
up  with  the  unions,  even  if  they 
belong  to  one;  she  promised  tough 
new  legislation.  A  majority  are  con- 
vinced that  nationalized  industries 
do  not  work;  she  has  started  to  sell 
off  what  she  could.  A  majority,  final- 
ly, are  old-fashioned  patriots  who 
would  like  to  see  Britain  taken  seri- 
ously around  the  world;  she  gave 
them  a  Falkland  victory. 

— R.W.  Apple  Jr., 
New  York  Times 


It  Doesn't  Add  Up 

Half  of  all  high  school  students  in 
the  U.S.  do  not  study  mathematics  or 
science  beyond  the  10th  grade. 

Only  one-third  of  America's  17,000 
school  districts  require  more  than  one 
year  of  mathematics  or  science  for 
graduation. 


Only  one  American  student  in  10  is 
studying  physics;  only  one  in  12  is 
studying  calculus. 

There  is  a  severe  shortage  of  quali- 
fied mathematics  and  science  teach- 
ers in  most  schools. 

Facts  like  these  make  it  clear  that 
America  needs  higher  educational 
standards  in  science  and  mathemat- 
ics, as  well  as  in  reading  and  writing 
skills. 

—IBM 

Showoffs  on  the  Run 

Running  is  in  some  ways  classically 
Veblenian  .  .  .  highly  conspicuous  .  .  . 
wasteful.  Although  theoretically  free, 
in  practice  it  has  become  conspicu- 
ously expensive.  The  Adidas  shoe,  a 
glorified  sneaker  at  fifty  dollars  or  so  a 
pair,  suddenly  became  the  outdoor 
equivalent  of  the  Gucci  loafer.  A  sin- 
gle company,  Formfit  Rogers,  Inc., 
sold  more  than  a  million  "running 
bras"  at  $12  to  $15  each  in  the  first 
half  of  1979,  when  regular  bras  cost 
half  as  much. 

— John  Brooks, 
Showing  Off  in  America 

Audience,  Ugh 

Richard  Burton  made  the  shocking 
revelation  that  he's  never  acted  in  a 
play  that  "gave  me  a  special  plea- 
sure." He  said  the  role  closest  to  his 
liking  was  the  Roman  warrior  Corio- 
lanus,  because  "his  arrogance,  his 
loathing  of  the  mob,  was  myself."  He 
said  he  had  few  regrets  over  leaving 
the  British  stage.  "Have  you  ever 


This  year,  instead  of  summer  camp,  I'd  like 
to  take  a  world  cruise." 


looked  at  a  theater  audience?  The 
women  with  their  tinted  hair,  their 
husbands  who  didn't  want  to  be  there 
in  the  first  place."  As  for  the  many 
mediocre  films  he  has  appeared  in,  he 
said  simply:  "I  did  them  to  have 
somewhere  to  go  in  the  morning." 
— Amy  Pagnozzi,  New  York  Post 


It's  a  great  time  to  be  in  the 
[oil]  business  if  you're  not 
broke. 

— J. P.  Cullen,  president.  Plains 
Resources  Inc.  of  Oklahoma 
City,  Wall  Street  Journal 


Talking  Business  . . . 

with  Robert  M. 
Gardiner,  CEO  of 
Sears,  Roebuck  &> 
Company's  Dean 
Witter  Financial 
Services  Group: 

Q.  How  can 
Sears  improve  the 
image  of  Dean 
Witter's  invest- 
ment banking  op- 
erations among  major  corporate  cli- 
ents, while  at  the  same  time  promot- 
ing the  sale  of  stocks,  as  well  as  socks, 
in  its  stores? 

A.  People  confuse  the  issue  when 
they  say  "How  serious  is  Sears?"  rath- 
er than  "How  serious  is  Dean  Wit- 
ter?" Sears  lets  us  run  our  business, 
and  we  are  in  the  process  of  building  a 
fine  investment  banking  effort.  You 
have  to  make  the  effort  and  we  know 
what  we've  got  to  achieve  in  this  area. 

Q.  What's  your  forecast  for  the 
stock  market? 

A.  Very  optimistic.  On  a  longer- 
term  basis,  the  market  is  going  to  be 
consistently  higher  than  it  is  now. 
Our  people  would  not  be  surprised  if 
the  Dow  hit  1500  by  the  end  of  1984. 
And  interest  rates  will  fall  slightly  in 
1983,  with  the  prime  rate  going  down 
to  about  9%.  We're  working  our  way 
out  of  this  recession. 

— Leonard  Sloane,  New  York  Times 

Hooray  for  Urban  Decay 

I  am  not  the  type  who  wants  to  go 
back  to  the  land;  I  am  the  type  who 
wants  to  go  back  to  the  hotel.  This 
state  of  affairs  is  at  least  partially  due 
to  the  fact  that  nature  and  I  have  so 
little  in  common.  We  don't  go  to  the 
same  restaurants,  laugh  at  the  same 
jokes  or,  most  significant,  see  the 
same  people. 

— Fran  Lebowitz,  Social  Studies 
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Announcing  the  end  OmegaNet 

of  the  from  Compucorp 

isolated  employee. 


People  have  always  worked  better  when  they 
could  communicate.  So  why  should  they  have  to 
put  up  with  work  stations  that  are  isolated? 

Compucorp  doesn't  think  they  should.  That's 
why  Compucorp  invented  OmegaNet."  It's  a  local 
area  network  that  allows  you  to  connect  your 
information  processing  work  stations  together  in  a 
single  system.  What  goes  in  one  terminal  can 
come  out  another.  Your  work  stations  can  share 
information  from  common  files.  And  they  can 
share  common  resources,  such  as  printers. 

OmegaNet"  can  utilize  Compucorp 's  own  Data 
Base  Management  System,  one  of  the  most  sophis- 
ticated software  systems  ever  developed.  You  can 
find  individual  records  in  a  flash  -  even  if  there  are 
tens  of  thousands  of  them.  It  makes  very  complex 
tasks  very  simple  to  achieve.  And  with  our  com- 
munication packages,  you  can  connect  your  work 
stations  to  most  brands  of  main  frame  computers. 

Compucorp 's  745  diskless  work  station  -  specifi- 
cally designed  for  OmegaNet  "  -  is  less  costly  than 
many  other  work  stations.  And  all  Compucorp 


information  processors  can  operate  as  part  of 
OmegaNet? 

Compucorp  was  rated  Number  One  in  the 
National  Datapro  survey  of  word  processor  users 
in  both  1981  and  1982.  Now  the  people  at 
Compucorp  have  applied  their  award-winning 
technology  to  their  network.  For  more  informa- 
tion about  OmegaNet®  send  in  the  coupon  today. 


In  California 


1-800-556-1234  1-800-441-2345 


Ext.  28 


Ext.  28 


Compucorp 

2211  Michigan  Avenue,  Santa  Monica,  California  90404 


□ Please  have  a  Compucorp  Representative 
call  me  to  discuss  OmegaNet 


□ Please  send  me  more 
information 


company  name 


street  address 


telephone 


F-l-7-4-8  3  I 


Why  Pan  Am 

Is  Erst 
Across  The  Pacific. 


The  Most 
Destinations. 

Back  in  1936  Pan  Am 
was  the  first  and  only 
airline  flying  the  Pacific. 
And  no  other  airline 
has  caught  up  to 
us  yet.  We  have  more 
flights  daily  from 
more  cities  here  at 
home  to  more  cities 
across  the  Pacific.  All 
you  need  is  one  air- 
line, one  ticket,  one 
baggage  claim. 

Tokyo 

Osaka 

Hong  Kong 

Shanghai 

Beijing 

Singapore 

Manila 

Guam 

Sydney 

Melbourne 

Auckland 

Seoul 

Taipei 


The  Most  Nonstops. 

No  other  airline  can  beat  our  nonstops.  We've 
got  54  a  week  from  New  York,  San  Francisco, 
Los  Angeles  and  Honolulu.  And  daily  flights  from  33 
other  U.S.  cities. 


First  With  Space  Seats. 

No  other  airline  can  beat  our  fleet.  With  the  in- 
credible comfort  of  our  747's  and  747SP's.  In  our  First 
Class  Space  Seat  you  can  stretch  all  the  way  out.  And 
there's  more  than  enough  space  around  you  to  create 
■that  great  luxury,  privacy. 

The  business  traveler  enjoys  more  than  attentive 
treatment  in  Pan  Am's  Clipper5  Class.  There  are 
complimentary  drinks  and  headsets.  Room  to  think, 
room  to  work,  room  to  relax. 


Pan  Am 
WorldPass. 

The  Richest 
Frequent 
Traveler 
Program 

In  The 
World. 

No  other  airline  can 
beat  the  riches  of 
Pan  Am  WorldPass:M 
The  more  you  fly,  the 
more  upgrades  in 
class  of  service  and 
free  travel  you  receive. 
Fly  First  Class  and 
you're  credited  50% 
more  than  your  actual 
mileage.  Clipper  Class 
travel  earns  an  extra 
25%.  Which  brings 
you  much  closer  to  the 
ultimate  reward:  30 
days  of  unlimited  First 
Class  travel  for  two 
anywhere  in  the 
world  Pan  Am  flies* 

For  reservations  and 
information  call  your 
Travel  Agent,  Corpo- 
rate Travel  Depart- 
ment or  Pan  Am. 


HP  Pan  AmAbu  Can  t  Beat  The  Experience: 

^C^^   "International  destinations  subject  to  local  governments'  approval.  Jt 
Schedules  subject  lo  change  without  notice. 


Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


THE  FINANCIAL  MARKETS  HAVE  BEEN  SHAKEN 


over  the  explosive  growth  in  the  money  supply,  especially 
the  measure  labeled  Ml.  Investors  fear  that  Administra- 
tion officials  and  the  Federal  Reserve  will  react  by  tighten- 
ing up  on  credit. 

Though  our  policymakers  don't  realize  it  yet,  those 
measures  of  money  have  become  meaningless. 

There  is  no  sudden  explosion  in  the  supply  of  dollars. 
Inflation  is  not  about  to  come  roaring  back — not  for  a 
while  yet. 

What  is  taking  place  is  a  shift  of  dollars  from  overseas  to 
the  U.S. 

OPEC  is  running  a  big  deficit  now  and,  as  a  result,  those 
countries  are  drawing  down  their  so-called  Eurodollar  de- 
posits, dollars  deposited  in  banks  outside  the  U.S.  These 
greenbacks  are  finding  their  way  into  our  domestic  finan- 
cial system.  For  reasons  only  an  economist  would  treat 
seriously,  most  dollar  deposits  booked  outside  the  U.S.  are 
not  counted  as  part  of  our  money  supply,  although  they're 
available  at  the  push  of  a  computer  button. 


As  a  Salomon  Brothers  report  puts  it:  "Deposits  are 
flowing  out  of  the  Euromarket — where  they  are  not  captured 
in  domestic  monetary  aggregates — into  domestic  financial 
markets — where  they  are  captured  all  too  well.  Essentially, 
this  is  a  redistribution  of  dollar  bank  deposits,  which  does 
not  affect  the  liquidity  of  the  global  financial  system." 

If  the  Federal  Reserve  were  fueling  inflation,  you  would 
see  gold  and  silver  prices  shooting  up  instead  of  moving 
downward.  You  would  see  the  dollar  weakening  instead  of 
strengthening  against  major  currencies. 

All  the  reliable  indicators  of  inflation  are  negative. 

The  Fed  is  leaving  interest  rates  abnormally  high.  Infla- 
tion is  almost  nonexistent  and  isn't  likely  to  return  in  the 
next  90  days.  Short-term  interest  rates,  by  historic  stan- 
dards, should  be  around  5%,  instead  of  9%  to  10Vi%. 

In  the  absence  of  a  sensible  monetary  system,  the  Fed 
and  the  Administration  should  ignore  the  Ms  and  pay 
more  attention  to  commodity  prices,  most  particularly 
gold,  and  to  the  dollar  exchange  rate. 


ANDROPOV'S  OFFENSIVE  IS  FIZZLING 


Since  taking  over  upon  Brezhnev's  death,  new  Soviet 
boss  Yuri  Andropov  has  been  busily  stirring  up  trouble. 

He  put  his  heavy  hand  on  the  German  elections.  He  has 
stepped  up  arms  shipments  to  Central  America  and  to 
Syria,  including  a  series  of  Soviet-manned  missile  batter- 
ies. Reinforced  Russian  troops  are  on  a  murderous  ram- 
page in  Afghanistan.  Soviet  subs  are  blatantly  violating 
Scandinavian  territorial  waters.  Andropov  is  blustering 
about  placing  nuclear  missiles  in  Eastern  Europe  and  in 
Central  America,  unless  we  back  off  stationing  Pershing 
and  cruise  missiles  in  Western  Europe.  Soviet  puppet 
Vietnam  is  carrying  out  increasingly  violent  raids  against 
Cambodian  border  camps  in  Thailand. 

What  has  Yuri  to  show  for  his  efforts?  Very  little. 

His  intervention  in  Germany  played  a  critical  part  in 
Chancellor  Kohl's  decisive  victory.  Afghan  guerrillas  are 
bloodied  but  unbowed.  Heating  up  Central  America  has 
provoked  the  Reagan  Administration  into  action.  The 
President's  sacking  of  the  State  Department's  chief  Latin 


American  officer,  whom  the  White  House  considered  in- 
sufficiently hard-line,  is  the  latest  sign. 

If  Yuri  thinks  his  saber-rattling  via  Syria  will  cow  Mena- 
chem  Begin,  he  is  courting  a  major  humiliation.  Should 
the  Israelis  strike  at  those  missiles  and  at  Syrian  troops  in 
Lebanon,  there  is  little  the  Soviets  can  do  about  it,  short  of 
World  War  III. 

Andropov's  submarine  tactics  in  the  Baltic  have  aroused 
the  Swedes  into  beefing  up  their  antisubmarine  capabili- 
ties and  have  undermined  the  credibility  of  potent  peace 
groups  in  Scandinavian  countries. 

Russian  chest-beating  over  our  Pershing  and  cruise  mis- 
siles led  to  the  united  front  that  Reagan  achieved  at  the 
Williamsburg  Conference  on  this  critical  point. 

Some  fear  that  increased  Soviet  frustration  may  lead  the 
Russians  to  do  something  truly  reckless. 

On  the  contrary,  a  continued  firm  Western  response  will 
lead,  sooner  than  later,  to  serious  negotiations,  starting 
with  nuclear  arms. 
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The  Mercedes-Benz  300SDTurbodiesel 
is  one  of  the  most  expensive,  least  extravagant 
corporate  automobiles  you  can  buy. 

The  300  SD  is  $38,000*  worth  of  automotive  enlightenment-a  corporate 
flagship  meant  to  stress  not  pomp  but  efficiency.  Meanwhile,  its  retained  value 
over  the  past  three  years  has  been  shown  to  average  90  percent. 


Does  your  company  have  the 
technology  of  the  1990's  in  its 
executive  offices,  and  the  technol- 
ogy of  the  1950's  in  its  executive 
garage? 

The  fact  is  that  inefficient  opera- 
tion, excessive  size  and  savage  de- 
preciation need  not  define  today's 
corporate  flagship.  The  300  SD 
Turbodiesel  represents  a  different 
and  refreshingly  more  sane 
i  equation. 

10,000  miles  @  $380? 

The  300  SD's  basic  design  effi- 
ciencies permit  the  efficiency  of  a 
diesel  engine  only  three  liters  in 
size.  It  is  no  ponderous  V-8  but  an 
in-line  five-and  such  a  light 
drinker  that  a  fuel  cost  of  about 
$380  per  annum  is  conceivable, 
based  on  10,000  miles'  driving, 
current  average  diesel  fuel  prices 
of  $1.25  per  gallon,  and  a  33  mpg 
EPA  highway  mileage  figure. 
(City  mpg  [27]  EPA.)** 

The  dollars  and  cents  may  not 
be  crucial;  the  concept  of  relentless 
efficiency  that  such  figures  reflect, 
however,  is  as  bracing  as  it  is  novel 
in  the  world  of  company  cars. 

So  sanguine  is  Mercedes-Benz 
about  the  reliability  of  the  300  SD 
and  its  engine,  incidentally,  that  it 
comes  with  a  36-month-or-36,000- 
mile  warranty.f 

This  frugal  diesel  is  meanwhile 
the  most  powerful  such  engine  yet 
placed  in  a  production  automo- 
bile. Old  images  of  "diesel  lag"  are 
obliterated  in  a  turbinelike  rush  of 
energy  and  brisk  acceleration,  gen- 
erated by  a  built-in  turbocharger. 

Five  adults  will  find  themselves 
extremely  well  cared  for  aboard 
the  300  SD.  Its  interior  is  almost 
109  cubic  feet  worth  of  first-class 


repose,  outfitted  with  only  first- 
class  amenities. 

Yet  so  disciplined  is  its  design 
that  the  car  is  less  than  17  feet  long 
and  turns  within  just  39  feet.  At 
3,780  pounds,  it  is  neither  pon- 
derous nor  flimsy  but  athletically 
trim. 

Its  all-welded  body  achieves  re- 
markable solidity  and  strength  in 
part  by  using  high  strength,  low 
alloy  steels.  Both  the  trunk  lid  and 
hood  are  fabricated  in  aluminum- 
part  of  the  engineers'  relentless 
quest  to  pare  off  weight  wherever 
possible. 

Not  for  boulevards  only 

If  the  300  SD  doesn't  perform 
like  the  usual  diesel,  neither  does 
it  handle  like  the  usual  limousine 
in  the  clutch. 

Mercedes-Benz,  refreshingly, 
assumes  that  even  company 
presidents  must  sometimes  face 
switchback  curves,  slippery  spots 
and  potholes.  The  300  SD  is  girded 
for  such  adversity:  its  fully  inde- 
pendent suspension,  zero-offset 
front  suspension  geometry  and 
forged  light-alloy  wheels  may  be 
less  showy  than  opera  windows 
or  carriage  lamps. 

There  is  no  real  need  for  a  com- 
pany driver  to  pilot  the  300  SD.  Its 
acute  precision  of  response  makes 
it  deeply  pleasurable  to  drive, 
across  town  or  across  country. 
A  "driver's  car,"  defined.  For  in- 
stance, note  that  its  crisp  four- 
speed  automatic  gearbox  can  also 
be  shifted  by  hand. 

120  safety  features 

Passengers  are  hardly  ignored. 
Twin  reading  lamps  are  recessed 
in  the  rear  of  the  cabin.  There  is 


even  a  separate  ventilation  console 
to  serve  the  rear-seat  occupants. 
The  complement  of  standard  fea- 
tures includes  electronic  cruise 
control,  electric  window  lifts  and 
front-seat  adjustment,  AM/FM 
stereo  radio/cassette  player  with 
four  speakers,  and  trimming  in 
genuine  hand-finished  woods. 
No  fewer  than  120  safety  features 
are  also  standard. 

The  300  SD's  history  of  value 
retention  outstrips  that  of  any 
luxury  sedan  extant.  In  fact,  the 
N.A.D.A.  Official  Used  Car  Guides 
for  1982  calculate  an  average  re- 
tained value  for  the  300  SD,  over 
the  past  three  years,  of  90  percent. 
This  helps  place  its  $38,000  price 
in  proper  perspective. 

A  persuasive  statement 

There  is  one  final  argument  for 
bringing  a  Mercedes-Benz  300  SD 
Turbodiesel  Sedan  into  the  firm. 
While  efficiently  serving  the  firm, 
it  serves  also  as  a  fine  advertise- 
ment-identifying your  company 
as  progressive-minded,  and  sensi- 
ble, and  shrewd.  What  limousine 
has  ever  made  a  statement  quite 
like  that? 

*Approximate  suggested  advertised  delivered 
price  at  port  of  entry.  **EPA  estimate  for 
comparison  purposes.  The  mileage  you  get 
may  vary  with  trip  length,  speed  and 
weather.  fThis  is,  of  course,  a  limited  war- 
ranty; you  should  consult  your  authorized 
Mercedes-Benz  dealer  for  full  details. 

©1983  Mercedes-Benz  N.A.,  inc.,  Montvale,  N.J. 


Engineered  like  no  other 
car  in  the  world 


"Northwestern  Mutual  is 
giving  me  an  extraordinar 
headache" 


HARRINGTON:  Look  at  this, 
Smyth!  Extra  Ordinary  Term!  It 
combines  the  protection  of  term  with 
the  advantages  of  whole  life  to  give 
Northwestern  Mutual  Life  policy- 
owners the  best  of  both  worlds. 
While  maintaining  level  premiums 
it  actually  builds  cash  value!  Our 
company  has  never  heard  of  such 
a  thing,  much  less  thought  of  it! 

SMYTH:  Hate  to  break  this 
to  you,  Harrington,  but  the 
Northwestern  has  also  come  up  with 
another  innovation:  Update  '83. 

HARRINGTON:  1  know  That's 
the  program  that  offers  their  policy- 
owners the  opportunity  to  increase 
their  dividends.  Some  up  to  40%  or 
more  — without  an  increase  in 
premiums.  How  do  they  do  it? 

SMYTH:  Really,  Harrington, 
is  it  any  surprise,  coming  from  an 
innovative  company  that  has  been 
an  industry  leader  for  over  a  century? 


HARRINGTON:  Well,  next 
year,  Smith  —  next  year,  well  be  the 
ones  to  be  the  first  with  the  innova- 
tions for  our  policyowners.  What  do 
you  think  of  that? 

SMYTH:  Fine.  But  don't  we 
say  that  every  year? 

Of  course  the  competition  considers 
our  innovations  such  as  Extra  Ordinary 
Term  and  Update  '83  tough  acts  to 
follow.  But  that  just  makes  it  all  the 
easier  on  our  policyowners.  Northwestern 
Mutual  plans  are  available  only  through 
Northwestern  agents.  So,  if  you  dont 
own  a  Northwestern  policy,  perhaps 
you  should  give  us  a  call.  And  start 
making  it  easy  on  yourself. 

The  Quiet  Company 
A  tough  act  to  follow 

c  1983  The  Northwestern  Mutual  Life  Insurance  Company,  Milwaukee,  Wisconsin 


What's  Ahead  for  Business 


Edited  by  Thomas  O'Donnell 


The  giddy 
ride  is 
over 


The  Fed  will 
do  some  neat 
fine-tuning 


A  SOFTER  DOLLAR  AHEAD 

What  goes  up  must  come  down,  including  the  currently  almighty 
U.S.  dollar.  What's  Ahead  expects  that  the  dollar  will  continue  to 
strengthen  against  other  currencies  only  a  bit  longer,  until  midsum- 
mer, but  then  decline  during  the  remainder  of  1983. 

The  dollar  has  had  a  giddy  ride.  Since  1980,  on  a  trade- weighted 
basis,  it  has  climbed  dramatically  against  the  world's  key  trading 
currencies,  especially  the  deutsche  mark  and  Japanese  yen.  It  is  now 
clearly  overvalued.  Witness  the  $50  billion-plus  trade  deficit  now  in 
prospect  for  the  U.S.  for  calendar  1983.  Market  forces  must  eventually 
compel  adjustments.  That  time  is  almost  here. 

There  is  a  case  to  be  made,  of  course,  that  market  forces  can't  offset  the 
power  of  U.S.  interest  rates,  which  have  lately  turned  up  again.  Since 
early  May  the  basic  money  stock,  Ml,  has  jumped  by  an  eye-popping 
$14  billion.  On  an  annual  basis,  that  translates  to  a  worrisome  14% 
growth  rate,  or  roughly  twice  the  Federal  Reserve  Board's  target.  Thus, 
inflationary  expectations  are  again  on  the  rise.  That,  it  is  being  argued, 
would  compel  the  Fed — with  or  without  Paul  Volcker  at  its  head — to 
adopt  a  tight  money  policy  that  will  boost  rates. 

Those  so  minded  seemingly  want  to  have  it  both  ways:  too  much 
money,  on  the  one  hand,  leading  to  higher  rates,  and  tight  money,  on  the 
other  hand,  also  leading  to  higher  rates.  But  underlying  the  paradox,  of 
course,  are  still-unallayed  anxieties  about  inflation.  What's  Ahead 
believes  that  the  rise  in  rates  that  began  in  early  May  has  been  caused  by  a 
loose,  not  a  tight,  monetary  policy.  Chances  are  good  that  the  Fed  can 
execute  a  neat  bit  of  fine-tuning,  tightening  money  just  enough  to 
reassure  the  capital  markets  that  it  has  not  forgotten  about  inflation  but 
not  tightening  so  much  as  to  make  credit  really  scarce.  There's  a  lot  of 
money  around,  and  business  demand  for  it  is  not  yet  all  that  robust. 

A  lift  from  more  competitive  U.S.  exports  is  sorely  needed.  During  the 
recession  the  U.S.  trade  deficit  accounted  for  nearly  75%  of  the  decline 
in  gross  national  product,  according  to  Irwin  Kellner,  chief  economist 
at  Manufacturers  Hanover. 


No  one  wants 
a  strong 
currency 


Chances  for  an  easing  in  the  dollar's  strength  will  be  helped  by 
events  abroad.  Most  major  industrial  countries  are  currently  showing 
stronger  than  expected  economic  gains.  The  only  laggard  is  Japan, 
which  has  yet  to  show  real  signs  of  recovery. 

These  days,  of  course,  there  are  no  sure  things.  A  default  by  a  develop- 
ing nation,  for  example,  would  surely  inspire  investors  to  seek  safety  in 
dollars.  Also,  foreign  governments,  despite  their  bitter  complaints 
about  high  U.S.  interest  rates,  are  not  at  all  unhappy  about  the  strong 
dollar.  They  can  be  expected  to  try  to  influence  the  foreign  exchange 
markets,  each  of  them  seeking  a  competitive  edge  through  a  competi- 
tive (relatively  soft)  currency.  Says  one  analyst:  "Nobody  wants  a 
strong  currency  now." 
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The  Forbes  Index 


Forbes  Index 


12-month  close-up 
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Gaining  momentum.  The  Forbes  Index  has  posted  yet 
another  increase.  This  time  the  Index  rose  1.9%.  That's 
slightly  less  than  the  2.1%  gain  registered  during  the 
previous  reporting  period,  but  strong,  nonetheless. 

Manufacturers'  new  orders  provided  most  of  the  good 
news.  They  jumped  3.8%,  compared  with  a  2.4%  rise  in 
March.  This  is  the  highest  level  manufacturers'  new  or- 
ders have  hit  in  almost  two  years.  Manufacturers'  inven- 


tories, on  the  other  hand,  were  up  0.3%.  This  indicates 
that  recent  inventory  liquidations  are  over. 

Now  that  consumers  are  starting  to  spend,  manufactur- 
ers can  be  expected  to  increase  new  orders  to  meet  grow- 
ing demand.  That,  in  turn,  should  help  the  recovery  gain 
strength  as  the  year  wears  on.  Clues  to  the  length  and 
strength  of  the  recovery  will  become  visible  over  the  next 
several  weeks  as  key  economic  numbers  are  released. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  the  change  in  the 
amount  of  consumer  installment  debt  outstanding. 

To  measure  these  eight  elements,  Forbes  monitors  11 
series  of  U  S.  government  data.  The  last  14  months'  data 
for  each  series  are  presented  at  right. 
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You  can't  reach  the  top  by  being  a  pencil  pusher. 


It  doesn't  take  much  to  block  the  door 
to  success. 

A  flash  of  an  idea  that  slips  your  mind. 
A  note  that  never  gets  written. 
Now  you  can  erase  those 
obstacles.  With  the  Messenger"' 
Thought  Processor  from  Lanier. 
Just  touch  a  button  on  the  unit  on 
your  desk,  and  it  activates  one  of 
four  microcassettes  on  your 
secretary's  desk. 

Use  each  one  for  a  different  subject. 
Vbu  can  organize  your  thoughts  as 
you  go  along.  And  first  things  will  get 
done  first. 


MOVE  AHEAD  AT  THE  SPEED  OF  SOUND 


Plus,  you  can  activate  the  Messenger 
from  just  about  any  phone  in  the  world. 
The  choice  is  simple.  Be  a  pencil 
pusher.  Or  get  the  Messenger.  And 
move  ahead  at  the  speed  of  sound. 


□  I'd  like  more  information  on  the  Messenger. 

Name  


Title. 


Company_ 


Business  Address. 


City_ 


County_ 


.  State_ 


-Z'P- 


Mail  to  Lanier  Business  Products.  Inc 

1 700  Chantilly  Drive  N  E  ,  Atlanta.  GA  30324 

Ask  your  office  manager  about  Thought  Processors. 

Or  call  (800)  241-1706  In  Georgia,  (404)  321  -1244  collect. 

July  4  '83  Forbes  1  21  D  G3 


LANIER  THOUGHT  PROCESSING 
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When  you  want  to 
create  more  power, 
without  creating 
more  power  stations, 
ou  come  to  AicDermott. 


wnawiis 


Instead  of  adding  to  current  generating  capac- 
ity, utilities  come  to  McDermott  seeking  ways  to 
upgrade  existing  facilities  to  provide  improved 
performance.  And  they're  investing  more  than  a 
billion  dollars  a  year  to  do  it. 

With  over  800  of  our  utility  boilers  in  the  U.S., 
McDermott's  Babcock  &  Wilcox  unit  has  over  a 
40%  market  base  on  which  to  build.  And  is  in 
the  best  possible  position  to  meet  a  demand 
estimated  to  grow  at  least  through  1985. 

Results  already  achieved  are  bringing  B&W  a 


1 


reasing  share  of  the  business.  Through  design 
)difications,  improved  procedures  and  instru- 
ction, we've  helped  some  utilities  recover  as 
iny  as  39  megawatts  per  generating  unit— with 
:h  recovered  megawatt  representing  a  savings 
jp  to  $150,000  per  year  in  generating  costs, 
i  wonder,  then,  that  over  20%  of  B&W's  reve- 
9S  will  come  from  this  kind  of  customer  , 
vicing.  ,  ' 

Dffshore  and  onshore,  McDermott,  its  subsidi- 
es and  its  45,000  employees  worldwide  are 


well  prepared  to  help  the  world  find  energy 
solutions— with  oil  and  gas  production  facilities; 
fossil  and  nuclear  energy  systems  and  services; 
specialty  steel  tubing;  insulating  products  and 
control  systems.  For  further  information  write 
Public  Affairs,  McDermott  International,  Inc. 
1010  Common  Street,  New  Orleans,  LA  70112. 


Where  the  world  comes 
for  energy  solutions. 


Swiss  Bank  Corporation. 

Our  commitment  to  America 
is  one  of  our  key  advantages. 

At  Swiss  Bank  Corporation,  our  commitment  to  America  means  that  our  clients  receive 
the  utmost  in  personal,  prompt  attention  and  have  at  their  disposal  the  financial  resources  and 
unmatched  expertise  that  have  made  us  a  leader  in  worldwide  banking.  So  consider 
Swiss  Bank  Corporation.  Ourlceys  have  been  opening  financial  doors  around  the  world  since  1872. 


General  Management  in  CH -4$@ 
.  U.S.A.:  New  York.  Four  Wofl^H 

Krancisco,  101  California'  Str$|&H 
>ne  Allen  Center  77002,  7f3i|H| 


Swiss  Bank 
Corporation 


jsthehvorstadt  1 .  and  in  CH-8022  Zurich.  Paradeplatz  6  Over  190  offices  throughout  Switzerland.  Main  Office 
00.48,  212  '938-3500,  Branches:  Chicago.  ThreeFirst  National  Plaza,  60602, 312/346-0350  and  San 

;(J0,  Agency:  Atlanta,  235PeachtreeSt..  N  E  .30303'.  404/522-1600.  Representative  Offices:  Houston. 
'  ^leS/8fe0'W.  Sixth  St  90017,213  489-5900 
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Sign  of  the  times:  Bankrupt  brokerage  John  Muir  &  Co.  has  at 
least  $15  million  in  windfall  assets,  and  Ray  Dirks  is  rich  again. 


A  rising  tide 


By  Anne  Bagamery 


W 


'hen  we  left  John  Muir  &.  Co. 
(Forbes,  Oct.  25,  1982),  the 
embattled  brokerage  firm's 
18,500  customers  had  finally  re- 
trieved cash  and  securities  frozen  in 
their  accounts  when  Muir  entered  liq- 
uidation in  August  1981.  But  most 
customers  sustained  large  losses  in 
market  value  during  the  freeze  and 
reportedly  couldn't  wait  to  bail  out. 

Too  bad,  too.  Look  at  what  has  hap- 
pened to  the  49  issues  Muir  under- 
wrote between  1977  and  1981  (see  ta- 
ble, p.  40).  Some  have  languished,  2 
have  gone  bust,  but  fully  23  out  of  49 
have  posted  respectable,  and  in  some 
cases  astounding,  gains.  The  group 
even  boasts  some  bona  fide  stars:  Digi- 
tal Switch,  which  rose  from  a  1 982  low 
(adjusted  for  a  stock  split)  of  around  3 
to  a  recent  stock  price  of  42,  and  Scien- 
tific Leasing,  up  from  last  year's  low  of 
4Vk  to  around  34  recently. 

In  short,  anyone  who  bought  equal- 
dollar  amounts  of  Muir's  49  stocks 
and  held  through  the  apocalypse 
would  have  nearly  tripled  his  money. 
What's  more,  Muir's  remaining  assets 
have  appreciated  so  much  that  the 
firm's  employees  and  priority  credi- 
tors may  well  get  some,  if  not  all,  of 
their  money  back,  which  seemed  un- 
thinkable before  the  stock  market 
took  off  last  summer.  There  may  even 
be  something  left  over  for  Raymond 
Dirks,  the  flamboyant  partner  whose 
flair  for  promoting  hot  stocks  both 
built  Muir  and  put  it  in  the  soup. 
The  whole  affair  recalls  again  an  old 


Muir  general  partner  Raymond  Dirks 

His  securities  will  be  worth  $9  million-plus — maybe. 
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To  those  who  wait 


An  investor  who  had  put  $1,000  into  each  of  49 
Muir-underwritten  stocks — and  then  held  on 
through  last  summer's  market  rally — would  have 
seen  his  $49,000  grow  by  193%,  to  $143,580. 


Recent  Value  of 

Date  Offering  price  $1,000 

offered  price  (inc.  warrants)  invested 


Company 


Tri-American1  9/14/77 

Knogo  9/14/78 

Celina  Financial  10/4/78 

Aneco  Reinsurance  11/28/78 

Denelcor  1/31/80 


Universal  Fuels*  4/10/80 

Nitron  5/29/80 

Intl  Capital  Equipment  6/12/80 

Empire  Oil  &  Gas2  6/19/80 

Energy  Clinic3  7/1/80 


Digital  Switch*  7/29/80 

Griffin  Petroleum4  8/28/80 

Mid  Pacific  Airlines  9/16/80 

Nuraex5  9/17/80 

American  Pac  Intl  9/30/80 


Little  Prince  Productions  10/7/80 

Meridien  Productions  10/30/80 

Solid  Photography6  10/30/80 

Custom  Alloy7  11/18/80 

Security  America8  11/20/80 


SAI  Group*  11/26/80 

Cayman  Islands  Reins  *  12/17/80 

Basic  Earth  Sci  Sys*  12/18/80 

Brady  Energy  (preferred)  1 21 1 9/80 

Superior  Care  1/6/81 


Metal  Arts  1/22/81 

Datavision  1/29/81 

Enterprise  Radio2  2/3/81 

Balance  Computer*  2/5/81 

American  Syn-f uels  *  2/11/81 


Micros  Systems  2/12/81 

Scientific  Leasing  2/17/81 

Energy  Clin  (secondary  off)3  3/2/8 1 

Bio-Energy  Sys9  3/6/81 

Atours10  3/10/81 


StarBrite  3/26/81 

Henry  Energy  3/31/81 

American  Fiber  Optics  4/1/81 

Cyber  Diagnostics11  4/8/81 

Neighborhood  Rlty  Gr-USA  4/13/8 1 


Aero  Svcs  Intl  4/14/81 

Central  Corp  Reports  Svc  4/30/81 

Cogenic  Energy  Systems12  5/21/81 
American  National  Petrol  6/4/81 

North  East  Insurance  6/16/81 


Wind  Baron  6/23/81 

Air  Chaparral2  7/8/81 

Ferrofluidics  7/16/81 

Quickprint  of  America*  7/23/81 


$  4.25  $11.50  $2,706 

5.50  20.38  3,705 

11.00  7.75  705 

6.00  3.75  625 

4.50  14.63  3,250 


5.00  3.25  650 

5.00  1.00  200 

5.50  7.00  1,273 

1.00  0.22  219 

1.00  2.38  2,375 


2.62  160.00  61,069 

1.00  0.47  468 

5.00  14.00  2,800 

4.00  0.00  0 

1.50  1.25  833 


2.00  5.63  2,813 

0.30  0.20  667 

5.50  12.13  2,205 

12.00  13.00  1,083 

6.00  0.00  0 


2.00  3.63  1,813 

1.00  0.13  125 

7.50  5.25  700 

10.00  1.00  100 

3.00  7.63  2,542 


1.00  0.63  625 

2.50  6.50  2,600 

5.00  0.05  10 

2.00  2.94  1,469 

1.00  3.88  3,875 


2.50  4.38  1,750 

6.00  33.88  5,646 

1.50  2.38  1,583 

0.75  4.00  5,333 

1.50  8.88  5,917 


2.00  0.63  313 

1.00  0.69  688 

6.50  11.00  1,692 

1.00  0.19  188 

1.00  0.01  10 


3.00  5.13  1,708 

3.00  4.75  1,583 

1.00  5.75  5,950 

1.00  1.19  1,188 

4.50  1.88  417 


1.00  2.00  2,000 

1.00  0.63  625 

2.00  10.38  5,188 

5.00  1.50  300 


saying:  Financial  genius  is  a  short 
memory  in  a  rising  stock  market.  Just 
as  the  sick  market  of  1981  brought 
Muir  down,  so  the  rip-roaring  bull 
market  that  started  last  summer  has 
lifted  its  stocks  up  again.  A  rising  tide, 
the  adage  goes,  floats  all  ships. 

The  pride  and  joy  of  the  Muir  offer- 
ings is  Digital  Switch.  Until  recently 
the  tiny  company  in  Richardson,  Tex. 
seemed  to  be  one  more  Muir  hype. 
The  stock  had  traded  as  high  as  $10.25 
a  share,  even  though  the  company 
was  losing  money  and  had  yet  to  pro- 
duce a  product.  But  in  1982,  Digital 
Switch  actually  turned  out  its  first 
digital  switches  and  landed  a  mam- 
moth order  from  MCI.  After  a  $3.4 
million  loss  in  1981,  the  company 
earned  $5.8  million  in  1982  and  may 
earn  as  much  as  $30  million  this  year. 

All  this  is  good  for  any  Muir  custom- 
ers with  the  foresight  or  dumb  luck  to 
stay  the  distance.  But  it's  even  better 
for  Muir — or,  technically,  the  Muir 
estate — and  for  Ray  Dirks.  The  firm, 
though  insolvent,  owes  $12  million  to 
the  Securities  Investor  Protection 
Corp.,  which  paid  back  the  customers, 
and  millions  more  to  assorted  general 
creditors.  Until  recently  repayment 
would  have  been  difficult  or  impossi- 
ble. The  assets  available  for  repayment 
consist  mostly  of  securities — stocks 
and  warrants — from  Muir's  corporate 
underwriting  clients,  and  the  warrants 
had  been  valued,  says  Dirks,  at  only  $5 
million  at  the  time  the  firm  became 
insolvent.  Dirks  and  two  associates 
are  personally  liable  for  any  shortfall. 

Sources  close  to  Muir  bankruptcy 
trustee  Harvey  Miller  say  it  now  ap- 
pears that  SIPC  will  get  back  "all  or 
substantially  all"  of  its  $12  million, 
and  the  estate  will  probably  be  able 
to  begin  paying  back  employees.  The 
reason  for  such  confidence:  Muir's 
25,000  Digital  Switch  warrants  alone 
are  worth  $3  million.  And  the  estate 
still  holds  warrants  on  37  of  Muir's 
49  underwntings,  including  good 
performers  like  Cogenic  Energy  Sys- 
tems. Muir's  general  assets  have 
likely  increased  threefold  or  more. 

As  for  Dirks,  who  now  runs  his  own 
investment  banking  business,  he  may 
still  be  liable  for  customer  suits  and 
hassles  with  the  SEC.  In  June  he  was 
found  guilty  of  civil  fraud  in  one  SEC 
case,  but  no  financial  or  other  penal- 
ties were  imposed.  Once  Muir's  credi- 
tors are  paid,  his  own  account — in- 
cluding about  $9  million  worth  of 
Digital  Switch  warrants — will  be  un- 
frozen. What  if  it  takes  a  couple  of 
years,  and  the  market  reverses?  Says 
Dirks:  "The  longer  I  hold  on — or  have 
to  hold  on — the  better  off  I'll  be." 

Maybe.  ■ 


Note:  Data  adjusted  for  stocks  splits  'Unit  offering  'Acquired  by  Scottish  &  York  Holdings  Ltd.,  7/13/81. 
Recent  price  is  cash  received.  2Filed  for  Chapter  11  Acquired  by  Servamatic  Solar  Svstems 
1-fbr-l.  ■'Acquired  by  MGF  Oil:  1  share  MGF  for  4.27  shares  Griffin.  'U.S.  Machine  Tool  unit  fiied  for 
Chapter  11.  6Name  changed  to  Robotic  Vision  Systems.  ^Name  changed  to  Custom  Energy  Services. 
"Security  Casualty  Co.  subsidiary  liquidated.  9Name  changed  to  Besicorp  Group  "'Name  changed  to 
Cache,  Inc.  "Name  changed  to  CDX  Corp.  "includes  spinoff,  1  share  National  Energy  Capital  for  each 
5  shares  of  Cogenic. 

  Sources  Witsl)ire  Associates,  Forbfs 
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IRA,  considered  to  be  a  good  idea  to  begin 
with,  is  now  in  danger  of  becoming  . . . 


The  newest 
pork  barrel 


By  Jayne  A.  Pearl 


If  you  liked  the  IRA — the  Indi- 
vidual Retirement  Account — how 
would  you  like  more?  Maybe  a 
similar  account  to  help  high-tech- 
minded  Americans  afford  a  home 
computer,  or  a  new  auto? 

That  seems  to  be  the  reasoning  in 
Congress  these  days.  IRAs  have  been 
such  a  bonanza  for  financial  institu- 
tions that  other  special  interest 
groups  are  clamoring  for  a  piece  of  the 
pie.  Six  bills  have  been  introduced  in 
the  House  and  two  in  the  Senate  to 
create  something  called  the  Individ- 
ual Housing  Account,  or  IHA,  which 
would  provide  IRA-like  upfront  de- 
ductions and  tax  deferral  on  interest 
from  money  saved  by 
first-time  home  buyers 
toward  a  down  payment. 
President  Reagan  wants 
an  IRA-like  instrument 
to  help  parents  finance 
their  children's  college 
education.  There  is  even 
talk  of  an  Individual 
Training  Account  that 
might  help  retrain  laid- 
off  workers  to  get  jobs  in 
service  or  high-technol- 
ogy industries. 

Under  the  housing 
proposals,  up  to  $2,000 
for  a  couple  or  $1,000  for 
a  single  person  could  be 
stashed  away  each  year, 
with  tax  on  the  interest 
deferred — just  as  in  an 
IRA— up  to  $10,000. 
When  the  money  is  used 
to  buy  a  home,  the  de- 
ferred taxes  would  have 
to  be  repaid  over  several 
years.     Senator  John 


Tower  (R-Tex.)  has  taken  it  a  step 
further.  Tower  has  introduced  a  bill  to 
permit  mortgage  prepayments  to  be 
called  IRA  contributions  and  allow 
IRA  withdrawals  to  be  used  for  down 
payments. 

Unlike  the  housing  bills,  Reagan's 
college  plan  differs  a  bit  from  the  IRA. 
It  would  permit  $1,000  a  year  to  be 
put  into  a  savings  account  on  which 
the  interest  would  be  tax  free,  not  just 
deferred  for  families  earning  up  to 
$40,000  a  year.  Exemptions  would 
scale  down  to  zero  for  those  earning 
between  $40,000  and  $60,000.  But  the 
$1,000  could  not  be  deducted  from 
income  taxes,  as  in  an  IRA. 

What  makes  the  IRA  so  attractive  is 
that  it  scratches  so  many  backs  at  the 


same  time.  A  housing  IRA,  for  exam- 
ple, would  help  first-time  home  buy- 
ers, but  at  the  same  time  would  rain 
money  on  real  estate  agents  and  make 
the  construction  unions  very  happy. 

Unfortunately,  a  subsidy  by  any 
other  name  is  still  a  subsidy,  and  the 
last  thing  the  highly  subsidized 
home-building  industry  deserves  is 
yet  another  subsidy.  Nor  can  the 
Treasury  afford  it  in  the  days  of  $200 
billion  deficits. 

What  are  the  chances  that  any  of 
these  IRA  clones  will  become  law? 
Tax  analysts  at  the  Senate  Finance  and 
the  House  Ways  &  Means  committees 
believe  none  has  much  chance  this 
year,  especially  if  the  housing  recovery 
picks  up  further  steam.  Yet  the  Ad- 
ministration's support,  and  pressure 
from  special  interest  groups,  are  not  to 
be  ignored.  If  not  passed  this  year,  they 
may  be  back  next. 

One  big  question  is  whether  IRAs, 
as  was  their  intent,  have  encouraged 
savings.  A  recent  study  by  the  Federal 
Reserve  Bank  of  New  York  found  that 
most  of  those  who  opened  IRAs  since 
1981  were  in  "income  groups  with  the 
highest  participation  rates  in  the  past 
.  .  .  [who] .  .  .  already  have  accumulat- 
ed assets  that  may  be  used  to  fund 
IRAs."  In  other  words,  people  who 
were  already  saving  simply  switched 
from  one  kind  of  account  to  another. 

The  Fed  study,  of  course,  only 
tracked  short-term  results.  In  the  long 
term  IRAs  may  have  a  significant  ef- 
fect on  the  U.S.  savings  rate.  But  they 
are  no  free  lunch:  Congress'  Joint 
Committee  on  Taxation 
originally  expected  1982 
tax  revenue  reductions 
of  about  $1.5  billion  on 
about  $4  billion  in  IRAs 
nationwide.  It  now  ap- 
pears that  at  least  $20 
billion  worth  of  IRAs 
were  opened  in  the  1982 
tax  year,  reducing  tax 
revenues  by  $6  billion  to 
$7  billion.  The  Joint 
Committee  estimates 
that  the  IHA  plan  and 
the  Reagan  education 
plan  each  would  repre- 
sent another  $1  billion 
reduction  a  year.  Most 
shocking  of  all  is  Senator 
Tower's  proposed  give- 
away to  the  housing  in- 
dustry. It  could  put  up  to 
$10  billion  out  of  the 
taxmen's  reach. 

Is  it  any  wonder  this 
country  can't  balance  its 
budget?  ■ 
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It  was  a  long  time  in  coming,  but  Pan  Am 
is  on  its  way  back  to  prosperity,  a  very 
different  company  from  what  it  was. 


Tokyo  'dumbbells1 


Tail  wind  at 
Pan  Am 


By  Geoffrey  Smith 

Joe  Mini  chi  ello,  in  a  "We  do  it 
nonstop"  T-shirt  and  faded 
jeans,  threads  his  way  through  a 
sea  of  computer  terminals  to  his  tiny 
station  in  the  bustling  central  reserva- 
tions department  of  Pan  American 
World  Airways.  "This  place  back  in 
November,  December,  was  very  de- 
pressing," he  says,  struggling  to  make 
himself  heard  over  the  din.  "I  almost 
took  voluntary  layoff  after  13  years 
because  I  figured  we  were  about  to  go 
out  of  business." 

"It  was  scary — we  could  see  it  going 
down  the  tubes,"  says  passenger  ser- 
vice agent  Audrey  Price. 

Today,  say  the  same  Pan  American 
World  Airways  employees,  it's  a  total- 
ly different  story.  Minichiello:  "Now 
I'm  glad  I  stayed.  We're  in  a  complete 
turnaround."  Price:  "We're  going  to 
make  it."  Bert  Batson,  special  services 
manager,  waiting  to  greet  General 
Alexander  Haig  on  Pan  Am's  incom- 
ing flight  800  from  Tokyo:  "I  don't 
think  we're  ever  going  to  get  smug 
again." 

But  you  have  heard  this  before:  Pan 
Am  is  turning  around.  Yet  it  never 
has.  It  has  long  seemed  to  be  the 
chronic  invalid  of  the  airline  busi- 
ness. This  time,  however,  is  different. 
Consider  the  following  facts: 

•  In  the  past  six  months,  with  hard- 
won  deferrals  and  well-timed  securi- 
ties offerings,  the  airline  has  raised 
half  a  billion  dollars — most  recently 
$100  million  in  mid-May  that,  signif- 
icantly, was  not  secured  by  aircraft. 
Some  $250  million  of  that  money  is 
uncommitted,  enough  to  keep  the  air- 
line running  without  a  bank  line  even 
if  it  finishes  the  year  in  the  red.  Given 
a  reasonable  run  of  profits  this  sum- 
mer, that  cash  supply  could  more 


than  double  by  year-end. 

•  In  a  worst-case  situation,  Pan  Am 
still  has  substantial  unencumbered 
assets:  its  $300  million  (sales)  World 
Services  subsidiary,  its  $55  million 
terminal  at  New  York's  JFK  Airport, 
20  planes  in  its  current  128-plane 
fleet,  including  a  747  freighter  that  is 
worth  more  than  $40  million. 

•  Pan  Am  has  labor  peace:  Its  five 
labor  unions  have  each  taken  a  10% 
across-the-board  wage  cut  and  have 
agreed  to  a  wage  freeze  for  two  years. 
During  that  time  the  cut  will  be 
gradually  restored.  That  already  has 
given  the  airline  a  cost  advantage  over 
its  competitors,  since  wages  represent 
fully  one-third  of  operating  costs,  and 
that  advantage  is  bound  to  increase 
significantly. 

•  Pan  Am  turned  cash-positive  in 
March — no  mean  accomplishment, 
since  the  winter  months  are  normally 
the  weakest  period  for  an  internation- 
al carrier. 

•  Domestically  the  percentage  of 
seats  filled  on  Pan  Am  flights  has  ris- 
en dramatically,  to  a  recent  and  re- 
spectable 61.9%.  If  that  was  achieved 
to  some  extent  with  discount  "fill  up" 
fares,  it  certainly  has  not  damaged  the 
airline's  bottom  line.  Pan  Am  was  the 
only  one  of  the  leading  airlines  to 
improve  yield  per  passenger  mile  for 
the  first  quarter  (up  2.1%).  And  it  was 
one  of  only  two  major  airlines  to  low- 
er costs — by  8.8%,  far  better  than  its 
only  rival,  TWA  (2.2%). 

So,  once  again,  Pan  Am  has  pulled 
back  from  the  brink.  Last-minute  res- 
cues have  become  a  way  of  life  at  the 
airline:  In  October  1974  William 
Seawell,  then  Pan  Am's  CEO,  even 
went  so  far  as  to  hold  a  preliminary 
meeting  with  bankruptcy  lawyers. 
Burdened  with  excess  capacity  on  its 
25  new  747s,  just  as  traffic  slowed  and 


TYO  Tokyo 
OSA  Osaka 
SEL  Seoul 
PEK  Peking 
TPE  Taipei 

HKG  Hong  Kong  SIN  Singapore 
MN'L  Manila 


oil  bills  soared,  the  airline  hit  cut- 
throat competition.  Pan  Am  squeaked 
through  with  route  restructuring, 
staff  cutbacks  and  a  sharp  increase  in 
traffic  as  the  economy  recovered  and 
Pan  Am  became  once  again  one  of  the 
industry's  profit  leaders.  But  then, 
when  he  could  have  been  moderniz- 
ing his  aging  fleet,  Bill  Seawell,  a  for- 
mer Air  Force  general,  was  caught  up 
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In  the  old  days  Pan  Am  made  its  money  on  the  dumbbells 
(long  hauls  between  two  hubs)  and  gave  a  lot  of  it  back  to 
other  carriers  on  connecting  short-haul  flights.  But  now, 
with  feeder  systems  operating  not  only  for  its  domestic 


gateway  hubs  (New  York,  Miami,  Los  Angeles  and  San 
Francisco)  but  also  for  overseas  hubs  like  Tokyo  (London 
and  Frankfurt  are  two  others),  Pan  Am  is  uniquely 
structured  to  make  the  most  of  its  far-flung  route  system. 


SFO  San  Francisco 
IAH  Houston 
LAS  Las  Vegas 
DFW  Dallas/Ft.  Worth 
ORD  Chicago 


MSY  New  Orleans 


LAX  Los  Angeles 
MIA  Miami 


IAH  Houston 
MEX  Mexico  City 
CCS  Caracas 


GIG  Rio  de  Janeiro 
CGH  Sao  Paulo 
MVD  Montevideo 
EZE  Buenos  Aires 

GUA  Guatemala 
CGH  Sao  Paulo 


JFK  New  York  City 
BOS  Boston 
BDl.  Hartford 
PHL  Philadelphia 
WAS  Washington,  DC 

W  Detroit 
GIG  Rio  de  Janeiro 


in  a  nearly  disastrous  merger  with 
National  Airlines.  As  the  result  of  a 
prolonged  bidding  contest  with  East- 
.ern  and  Texas  International,  the  price 
Pan  Am  had  to  pay  reached  ridiculous 
levels.  Coming  as  it  did  just  on  the 
eve  of  deregulation,  it  was  the  wrong 
time  and  the  wrong  price  by  a  wide 
margin,  with  the  wrong  routes  and 
the  wrong  planes.  As  red  ink  began 


staining  the  income  statement  in 
1981,  Pan  Am  common  sank  to  a 
scrap-value  price  of  23/s,  which  also 
approximates  the  exercise  price  of 
Chairman  C.  Edward  Acker's  1 -mil- 
lion-share option  package — now 
worth  over  $3  million,  at  a  recent  6'/«. 

Pan  Am's  employees  received  a 
painful  education  on  how  poor  man- 
agement  decisions    can  jeopardize 


jobs.  Reservations  clerk  Minichiello 
speaks  with  disgust  of  the  National 
merger:  "We  paid  $400  million  for 
something  we  could  have  had  for 
nothing  a  year  later.  Somebody  up 
there  thought  all  you  had  to  do  to 
merge  two  airlines  was  paint  the 
planes  the  same  color.  All  of  a  sudden 
I'm  sitting  there  talking  to  some  lady 
in  curlers  up  in  Westchester  who 
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wants  to  go  to  Ft.  Lauderdale.  I  vague- 
ly knew  where  Florida  was.  The  Na- 
tional people  didn't  know  where  Oua- 
gadougou, Africa,  was.  My  job  was 
going  down  the  drain." 

Martin  Shugrue,  now  senior  vice 
president-marketing,  was  run- 
ning Northern  European  and  U.K. 
marketing  out  of  London  when  he 
was  brought  back  in  the  summer  of 
1980  to  head  labor  relations.  He  vivid- 
ly remembers  what  things  were  like 
on  the  46th  executive  floor  of  the  Pan 
Am  Building  in  mid-Manhattan  in 
1980:  "It  was  absolute  madness,  a 
monumental  fraud  show.  Bill  Seawell 
lost  the  confidence  of  the  employees 
because  the  employees  thought  he 
was  wrong,  and  he  was." 

When  Seawell  resigned,  at  the  age 
of  64,  enter  droll,  unflappable  Ed 
Acker  in  September  of  1981,  lured 
away  by  headhunters  from  the  chief 
executive's  slot  at  then  highly  suc- 
cessful Air  Florida.  "I  had  applied  for 
the  captaincy  of  the  Titanic,"  he  told 
security  analysts  shortly  afterwards, 
"but  that  job  was  taken,  so  I  had  to 
settle  for  Pan  American." 

Virtually  the  entire  Pan  Am  top 
management  jumped  ship.  John  An- 
derson, the  top  marketing  man,  left  to 
become  vice  president  at  Wells,  Rich 
&  Greene.  Jim  Waugh,  the  top  oper- 
ations man,  retired.  Bill  Waltrip, 
president  and  chief  operating  officer, 
was  offered  the  chief  operating  officer 
slot  at  Purolator  and  took  it.  Stephen 
Wolf,  brought  in  as  senior  vice  presi- 
dent-passenger sales  and  services 
with  much  fanfare  from  a  top  spot  at 
American,  left  to  become  president  of 
Continental.  And  Tom  Wendel,  Pan 
Am's  top  finance  man,  left  to  become 
chief  financial  officer  of  Paine,  Web- 
ber, Jackson  &  Curtis.  It  was  getting 
downright  lonely  on  the  46th  floor  of 
the  Pan  Am  Building. 

That  made  life  interesting  for  peo- 
ple like  Jerry  Gitner,  38,  who  came  on 
board  in  February  of  1982.  Gitner, 
who  had  spent  his  entire  career  in 
marketing,  suddenly  found  himself 
appointed  chief  financial  officer  four 
months  after  walking  in  the  door.  But 
Gitner,  like  Acker,  was  cut  from  very 
different  cloth  than  Pan  Am  execu- 
tives of  the  past.  He  was  entrepre- 
neurial, not  a  bureaucrat:  "I  worked 
for  TWA,  which  had  lost  lots  and  lots 
of  money,"  he  says.  "Then  Texas  In- 
ternational, which  a  lot  of  people  said 
would  be  the  first  airline  to  go,  even 
in  a  regulated  environment .  .  .  until 
we  made  $46  million  in  a  takeover 
war  with  Pan  Am.  Then  being  one  of 
the  first  ones  out  of  the  box  to  start  up 
a  new  airline,  People  Express,  invest- 
ing all  my  own  money,  including  my 


wife's  jewelry."  And  here  he  was, 
gambling  again. 

Facing  a  bloody  third  quarter, 
Gitner  had  to  move  fast.  On  Sept.  15 
he  had  to  come  up  with  $133  million 
in  overdue  pension  fund  contribu- 
tions. He  persuaded  the  Internal  Rev- 
enue Service  to  allow  Pan  Am  to  defer 
that  obligation  over  a  15-year  period. 

Pan  Am  had  to  borrow  or  go  into 
default.  By  Dec.  15,  after  weeks  and 
weeks  of  hard  bargaining,  creditors 
like  the  Pru  and  Metropolitan  Life 
lifted  the  covenants  that  limited  fur- 
ther borrowing.  "It  was  an  eleventh- 
hour  deal,"  says  Gitner.  "I  think  the 
key  was,  we  never  asked  them  to  defer 
our  payments.  We  just  asked  for  relief 
on  the  operating  covenants." 

Two  weeks  later,  on  Dec.  30,  Gitner 
persuaded  General  Electric  Credit  to 
defer  $38  million  in  loan  repayments, 


"It  was  absolute  madness," 
says  Shugrue  of  Pan  Am  in 
1980.  "A  monumental  fraud 
show.  Bill  Seawell  lost  the 
confidence  of  the  employees 
because  they  thought  he 
was  wrong,  and  he  was." 


pledging  two  DC- 10s  and  two  727s  as 
collateral. 

And  so  it  went.  The  British  Ex-Im 
Bank  equivalent,  the  Exports  Credits 
Guarantee  Department,  which  had 
underwritten  the  Rolls-Royce  engines 
in  Pan  Am's  12  L-lOlls,  agreed  to  an 
eight-year  stretch-out  on  $82  million 
worth  of  repayments  owed. 

Score  to  date:  $268  million  of  cash 
drain  knocked  out,  at  least  for  the 
moment.  Three  days  later  Gitner 
came  out  with  a  $150  million  offering 
of  15%  convertibles,  backed  by  seven 
747s  and  three  DC-lOs.  "It's  what  we 
call  'shop  window'  money,"  says 
Gitner.  "We  ended  up  our  Mar.  31 
quarter  with  all  that  cash  .  .  .  plus." 
Pan  Am  was  back  in  business,  and  the 
travel  agents  knew  it.  Overnight  the 
rumors  of  imminent  collapse  stopped 
as  suddenly  as  they  had  begun. 

Three  months  later  Pan  Am  drove 
the  point  home  with  an  unsecured 
$100  million  borrowing  at  13V2%, 
sweetened  only  by  five-year  warrants 
at  $7.90.  Quite  clearly,  the  lenders 
were  impressed  by  what  Acker  and 
his  crew  were  doing.  (It  is  equally 
clear  that  they  would  be  even  more 
impressed  if  Acker  took  the  logical 
next  step  of  an  equity  offering  some- 
time soon.)  What  opened  the  credi- 
tors' eyes  was  that  in  a  matter  of 
months  Acker  completely  rerouted 
the   old   National  system.  "What 


we've  now  done  is  take  a  medium- 
size  trunk  and  converted  it  into  a 
feeder  for  our  international  system," 
he  explains.  "I  guess  at  one  time  we 
had  40  flights  a  day  out  of  Houston. 
We're  now  down  to  14.  What  we've 
done  is  take  all  those  flights  and  shift 
them  to  Pittsburgh,  Cleveland,  Cin- 
cinnati, Chicago  and  Detroit  to  feed 
our  gateway  cities  of  New  York,  Los 
Angeles,  Miami  and  San  Francisco." 

"Houston  was  too  far  south  for  us," 
Shugrue  explains.  "It  didn't  do  much 
in  terms  of  tying  together  our  most 
important  cities:  New  York  and  Los 
Angeles/San  Francisco.  So  rather  than 
think  of  a  middle-of-the-country  hub 
a  la  Dallas/Ft.  Worth  for  American, 
Denver  for  Continental,  or  Chicago 
for  United,  we  decided  that  the  Pan 
Am  hubs  are  our  coastal  gateways: 
New  York,  Miami,  Los  Angeles  and 
San  Francisco. 

"You've  got  to  know  what  your 
company's  strengths  and  weaknesses 
are,  and  what  we  don't  do  so  well — as 
we  learned  bitterly  after  the  merger — 
is  fly  a  domestic  airline  operation,"  he 
admits.  "We're  not  organized  for  it, 
and  we  don't  have  the  right  planes  for 
it.  Here  we  are  sitting  with  747s, 
which  are  too  big;  727s,  which  are  too 
small  and  not  too  efficient;  DC- 10s,  a 
good  domestic  airplane  but  deployed 
on  the  wrong  routes.  So  we  played  to 
our  strengths.  We  developed  our  in- 
ternational feeder  services  flying  from 
interior  U.S.  cities  to  coastal  gate- 
ways and  beyond." 

That  conceptual  change  makes  an 
enormous  difference  to  the  econom- 
ics of  running  Pan  American  World 
Airways.  The  key  to  the  difference  is 
"pro  rates."  These  are  the  portion  of  a 
fare  that  the  airline  booking  a  passen- 
ger's connecting  flight  gives  up  to  the 
next  carrier.  Acker  explains:  "One  of 
the  things  that  has  kept  Pan  Am's 
yield  per  passenger  mile  fairly  low  in 
the  past  has  been  the  amount  of  mon- 
ey we've  had  to  give  up  to  other  air- 
lines on  connecting  short  hauls.  That 
pro  rate  is  very  expensive,  just  as  it  is 
in  the  railroad  industry." 

Acker  explains  why:  "If  I  sell  a  tick- 
et New  York  to  Brussels  for,  say,  $300 
one  way,  my  flight  goes  to  London, 
3,500  miles,  and  then  the  last  200 
miles  is  on  British  Airways  from  Lon- 
don to  Brussels.  I  then  have  to  hand 
over  $100  to  British  Airways  for  carry- 
ing him  200  miles,  and  for  carrying 
him  3,500  miles  I  get  only  $200.  So 
what  would  have  been  an  8-cents-per- 
mile  yield  for  me  suddenly  becomes 
only  6  cents  because  I've  had  to  give 
so  much  of  it  away  for  a  short  portion 
of  the  trip.  Now  if  I  fly  him  all  the  way 
to  Brussels  on  Pan  Am,  I  keep  it  all. 
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And  the  same  goes  for  Cleveland  or 
Detroit  on  the  other  end.  Makes  a  hell 
of  a  difference." 

Now  look  back  at  Pan  Am's  domes- 
tic flights  and  watch  how  the  eco- 
nomics changes  strategy  there.  By 
eliminating  an  increasing  amount  of 
the  pro  rates  it  must  share  with  other 
airlines,  Pan  Am's  domestic  flights 
break  even  if  there  are  just  a  few  pas- 
sengers booking  on  connecting  Pan 
Am  international  flights.  Says  Shu- 
grue:  "You  can  cost  out  a  trip  by  how 
many  international  tickets  you're  go- 
ing to  sell  in  interior  cities,  and  you 
have  lots  of  seats  left  over  that  are 
costing  us  nothing  at  all." 

It's  what's  called  turning  weakness 
into  strength.  Shugrue  explains: 
"Take  Chicago-New  York.  We've  got 
the  wrong  airplane,  the  L-1011.  The 
other  guy  has  a  widebody.  We  go  to 


the  wrong  airport.  The  market  wants 
to  go  to  La  Guardia.  We  go  to  Kenne- 
dy. The  Chicago-New  York  traffic 
wants  frequency.  We  go  once  a  day 
and  we  leave  at  the  wrong  time  of  day 
because  we  need  to  connect  with  our 
international  flights.  So,  how  do  we 
fill  those  seats  when  we  don't  give  the 
traveler  what  he  wants?  We  say  to  the 
consumer,  'If  you're  willing  to  make 
your  schedule  conform  to  mine,  I've 
got  100  seats  I'll  sell  you  at  a  dis- 
count.' We  call  them  'fill  up  fares.'  " 
Pan  Am's  Chicago-New  York  fare  is 
as  low  as  $99,  vs.  $228  for  American. 

Tlhe  competition  has  another  word 
for  it,  but  without  Pan  Am's  huge 
international  traffic  advantage  there 
is  little  they  can  do  to  retaliate. 

Pan  Am  is  also  setting  up  the  feeder 
system  for  its  overseas  gateways:  To- 
kyo, London  and  Frankfurt.  Now  a  toy 
manufacturer  in  Philadelphia  might 
fly  a  Pan  Am  727  to  New  York's  Ken- 
nedy Airport,  board  a  Pan  Am  747  for 
the  7,000-mile  trip  to  Tokyo,  and  then 
fly  on  to  Seoul  or  Taipei  on  a  Pan  Am 
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L-1011.  The  leverage  is  potentially 
formidable.  "And  nobody  else  can  do 
this  all  over  the  world  like  we  can," 
adds  Shugrue.  "Japan  Airlines  can  do 
it  in  Tokyo.  Lufthansa  can  do  it  in 
Frankfurt.  And  British  Airways  can  do 
it  in  London.  But  only  Pan  Am  can  do 
it  everywhere."  Already,  35%  of  Pan 
Am's  long-haul  international  traffic  is 
fed  by  its  own  short-haul  flights,  and 
Ed  Acker  has  been  at  it  only  a  year  and 
a  half. 

The  point  is  that  Pan  Am  finally 
has  a  viable  strategy. 

Beyond  this,  though,  employee  mo- 
rale is  a  crucial  factor  in  the  labor- 
intensive  airline  business.  But  it's  not 
easy  to  build  morale  when  you  have 
just  asked  everyone  to  take  a  10%  cut 
in  pay,  not  seek  a  pay  increase  for  two 
years  and  not  be  concerned  by  the 
layoff  of  about  10,000  of  Pan  Am's 


36,000-man  work  force  in  just  three 
years,  without  any  corresponding  de- 
crease in  work  load.  That's  why  Pan 
Am  top  brass  has  been  doing  things 
like  making  speeches  in  a  hangar  out 
at  Kennedy  Airport  at  midnight  to 
1,000  mechanics  who  are  just  about  to 
go  on  duty.  Or  setting  up  "800"  num- 
bers that  any  Pan  Am  employee  can 
call  and,  on  every  third  Thursday  of 
the  month,  get  a  top  executive  to  an- 
swer any  question  or  suggestion  he 
may  have.  Or  holding  systemwide  te- 
leconferencing for  employees,  with 
lengthy  question-and-answer  periods. 
"We've  got  to  work  on  keeping  work- 
er cooperation  every  day,"  says  Marty 
Shugrue.  "You  can't  forget  it  for  one 
minute." 

Is  Pan  Am  finally  out  of  the  woods? 
"No,"  Ed  Acker  replies  calmly.  "But 
we  are  out  of  intensive  care  and  the 
recovery  room  and  are  now  about  to 
be  released  from  the  hospital." 

But  there  is  a  healthy,  almost  tangi- 
ble feeling  of  momentum  on  the  46th 
floor  of  the  Pan  Am  Building.  "We 


have  a  tail  wind,"  says  Gitner.  "All 
the  indicators  are  up.  There's  been  a 
tremendous  change  at  Pan  Am — just 
incredible." 

Shugrue,  who  recently  turned  down 
a  chance  to  be  the  president  of  West- 
ern Airlines,  is  a  former  Navy  fighter 
pilot  who  got  into  Pan  Am  manage- 
ment after  being  furloughed  as  a  flight 
engineer.  He  knows  just  what  it's  like 
to  have  his  job  on  the  line  every  day. 
"You  know,  I  made  a  speech  to  the 
pilots  just  about  the  time  I  took  over 
this  marketing  job,"  he  says.  "They 
asked  me  a  lot  of  questions.  Finally  I 
looked  down  from  the  podium, 
looked  'em  right  in  the  eye — and  I 
knew  a  lot  of  them,  had  flown  with 
them — and  I  said,  'Look,  I'm  42  years 
old.  I  have  four  kids.  My  future  is  in 
front  of  me,  not  behind  me.  If  you 
think  that  I'm  busting  my  ass  15 


hours  a  day  in  this  building  to  preside 
over  a  failure,  you're  out  of  your  god- 
damn minds.  We're  going  to  win  this 
war.'  And  we  are.  And  if  I  didn't  fun- 
damentally believe  that,  then  I 
wouldn't  be  here." 

Do  Pan  Am's  union  members  share 
management's  gung-ho  attitude?  A 
fair  number  do.  Listen  to  Brooklyn- 
born  Minichiello  again:  "Look,  this  is 
not  just  a  job,  it's  part  of  a  romance," 
he  says,  looking  up  from  his  computer 
terminal.  "You  figure  we  were  the 
ones  who  got  people  to  build  airplanes 
that  we  could  fly  over  the  Pacific  into 
typhoons.  We  were  the  first  to  put 
fuel  into  the  wings  and  the  first  to  fly 
transatlantic.  My  theory  is  that  if  it 
were  the  end  of  the  world  and  every- 
one was  flying  home,  they  would  call 
Pan  Am." 

They  laughed  when  Lee  Iacocca 
said  he  could  turn  Chrysler  around.  It 
would  be  a  mistake  to  laugh  when  Ed 
Acker  and  his  crew  say  they  can  turn 
Pan  Am  around — and  keep  it 
turned.  ■ 
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Chairman  Ed  Acker  talking  to  "the  troops  "  at  Kennedy  Airport 

After  a  10%  wage  cut,  a  two-year  wage  freeze  and  10,000 fewer  workers  —  and  nonstop  pep  talks. 


Once,  Tosco  had  great  promise.  A  year  ago 
it  still  had  plenty  of  cash.  And  now  look. 


Spendthrift? 


By  Carol  E.  Curtis 


It  was  only  a  couple  of  years  back 
when  Tosco  Corp.  was  the  darling 
of  Wall  Street.  It  seemed  to  have 
everything  going  for  it:  a  big  stake  in 
the  promising  shale  oil  business 
(original  name:  The  Oil  Shale  Corp.), 
solid  refining  assets,  smart  manage- 
ment. Anyone  who  had  invested 
$3,500  in  the  stock  at  its  1978  low 
would  have  owned  shares  worth 
$45,000  by  1980.  Revenues  rose  from 
$166  million  in  1973  to  $3.5  billion 
within  a  decade. 

Yet  today  Tosco  is  struggling  to  stay 
alive.  One  by  one,  ominous  announce- 
ments have  been  emerging  from  Los 
Angeles-based  Tosco,  the  nation's  sec- 
ond-largest independent  refiner.  Tos- 
co's  first-quarter  losses  were  $47  mil- 
lion this  year,  versus  a  slim  profit  in 
1982's  first  quarter.  In  May  longtime 


Chief  Executive  Morton  Winston,  52,  a 
former  English  teacher  and  Washing- 
ton lawyer,  resigned.  A  key  Oklahoma 
refinery,  representing  20%  of  Tosco's 
total  capacity,  temporarily  shut  down 
a  week  later.  Meanwhile,  Tosco  strug- 
gled to  avoid  default  on  over  half  a 
billion  in  debt,  most  of  it  long  term.  "It 
looks  real,  real  bleak,"  says  one  com- 
pany insider. 

In  theory,  Tosco  should  be  awash  in 
cash.  After  all,  Exxon  bought  out  Tos- 
co's share  of  the  Colony  Oil  Shale 
Project  last  year  for  $380  million  cash, 
equivalent  to  more  than  $20  for  each 
of  Tosco's  18.5  million  shares.  How 
could  the  cash  disappear  so  fast? 
Tosco  puts  much  of  the  b  ,ne  for  its 
weak  financial  condition  on  Atlantic 
Richfield,  its  chief  competitor  for 
West  Coast  gasoline  sales.  In  a  highly 
unusual  move,  Tosco  used  space  in  its 
1982  annual  report  to  attack  Arco: 


Ex-Tosco  Chief  Executive  Morton  Winston 
How  could  the  cash  disappear  so  fast? 


"One  major  company  .  .  .  offered  gas- 
oline for  sale  below  its  cost.  Below- 
cost  sales  is  not  competition.  It  is  an 
exercise  ...  in  raw  economic  power." 

Tosco  maintains  that  Arco  has  been 
cutting  its  gasoline  prices  to  force  in- 
dependent companies  like  Tosco  out 
of  the  West  Coast  market.  It  is  able  to 
do  so,  Tosco  argues,  because  of  its 
ownership   of   Alaskan   crude  oil. 

Arco  counters  that  it  has  been  able 
to  sell  its  gas  at  up  to  6  cents  per 
gallon  less  than  Tosco  because  it  no 
longer  accepts  credit  cards  and  there- 
fore has  lower  costs. 

Whatever  the  reason,  Arco  has  in- 
deed been  gaining  market  share  by 
leaps  and  bounds.  It  now  holds  40%  of 
the  West  Coast  gasoline  market,  up 
from  25%  two  years  ago.  The  gain  has 
come  chiefly  at  Tosco's  expense.  With 
its  shale  hopes  shattered,  Tosco  was 
essentially  reduced  to  a  sizable  West 
Coast  refining  and  marketing  oper- 
ation, but  now  this  is  in  trouble. 

Tosco  is  currently  lobbying  Con- 
gress to  force  Arco  to  pay  more  taxes. 
But  you  can't  service  debt  with  legis- 
lative promises,  and  Tosco's  debt 
problems  are  pressing.  The  company 
nearly  went  into  default  on  its  credit 
agreements  earlier  this  year.  While  an 
interim  agreement  for  restructuring 
the  debt  has  been  reached  with  Tos- 
co's banks,  the  company  remains  on 
shaky  financial  ground.  Of  the  $380 
million  Tosco  got  from  Exxon,  $75 
million  went  to  pay  government  debt. 
About  $129  million  went  to  repay  an- 
other long-term  loan.  The  loan  repay- 
ments were  essential,  since  Tosco's 
debt  had  risen  to  an  unusually  high 
level  for  a  company  in  a  cyclical  busi- 
ness like  refining. 

But  after  taxes  Tosco  still  netted  a 
hefty  $103  million.  Some  $20  million 
was  given  to  shareholders  in  a  one- 
time $1 -per-share  payment. 

That  was  defensible,  but  the  last 
straw  was  an  ill-timed  acquisition. 
With  the  remainder  of  the  Exxon  cash 
plus  substantial  additional  borrowing, 
ex-CEO  Winston  last  October  paid 
$95  million  for  AZL  Resources,  a 
company  in  the  process  of  changing 
from  an  agricultural  base  to  an  energy 
firm.  AZL  had  some  promise,  but  it 
was  cash  Tosco  needed,  not  promise. 

When  gasoline  sales  slipped  further 
early  this  year,  it  became  clear  to  Tos- 
co's creditors  that  default  was  likely 
on  its  credit  agreements  with  the 
banks.  Winston,  who  virtually  built 
the  company,  stepped  down,  and,  for 
all  practical  purposes,  the  banks  took 
over.  The  onetime  hot  stock  has  be- 
come a  very  cold  ember.  ■ 
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The  car  that  holds 
your  family  should 
also  hold  the  road. 


Ford  LTD. 

Comfort  plus  capability. 


A  smooth-riding, 
comfortable  family  car 
has  to  face  the  same 
roads  that  are  driven  by 
everybody  else.  Roads 
that  are  bumpy,  surpris- 
ing, sometimes  wet  and 
always  full  of  traffic. 

That's  why,  when  you 
look  bevond  the  com- 
fort of  a  1983  Ford  LTD, 
you  will  find  a  remark- 
ably capable  machine. 

Case  in  point,  the  gas- 
pressurized  shocks.  As 
you  drive,  the  first 
sensation  they  give  you  is 
smoothness.  But  then 
you'll  notice  how  they 
keep  the  tires  on  the  road 
over  bumps.  And  as  you 
turn,  they  help  maintain 
control  for  better 
handling. 

The  steel-belted  radial 
tires  are  also  worthy 


of  note.  The  tread  pat- 
tern wraps  up  around 
the  sidewall.  So  in  sharp 
turns,  the  tire  rolls  onto 
additional  tread.  Not 
smooth  rubber. 

Even  the  shape  of  the 
car  is  useful.  It  efficiently 
reduces  gasoline- 
consuming  drag  (.37  Cd. 
for  Ford  LTD;  .45  for 
Toyota  Cressida  or  .46 
for  Saab  900),  and  re- 
duces aerodynamic 
turbulence  for  less  wind 
noise. 

Speaking  of  efficiency, 
LTD  offers  a  wide  selec- 
tion of  powerplants. 
The  standard  engine  is 
a  crossflow  head  2.3  liter 
four-cylinder  engine  with 
a  four-speed  manual 
transmission.  You  can 
als<  >  order  a  3.3  liter  in- 
line six-cylinder  engine 
or  a  weight-saving 
3.8  liter  V-6. 


Also  available  with  the 
3  8  liter  V-6  is  our  four- 
speed  Automatic  Over- 
drive transmission.  At 
highway  speeds,  this 
transmission  reduces 
engine  RPMs  by  nearly 
one-third  for  improved 
economy.  The  V-6  with 
Automatic  Overdrive 
is  rated  at 


20  EPA  est. 


mpg,  32  estimated  high- 
way. The  standard  en- 
gine  is  rated  at  [26|  EPA 


est.  mpg,  40  estimated 
highway*. 


Inside  LTD  are  in- 
dividually reclining 
front  seats,  soft  cloth, 
cut-pile  carpeting,  plus 
handy  bins  and  trays  for 
all  the  stuff  a  family 
collects.  And  here,  too, 

JM 
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you  will  feel  the  thinking 
of  the  designer. 

The  seats  hold  you 
comfortably.  The  steer- 
ing wheel  puts  your 
arms  in  a  natural, 
fatigue-free  position. 
And  most  of  the  driving 
controls  are  mounted 
on  the  steering  column, 
so  your  left  hand  can 
always  stay  close  to 
the  steering  wheel. 

Ford  LTD  is  a  name 
that  has  always  meant 
room,  ride  and  comfort. 
But  now  it  also  means 
impressive  capability  on 
the  road. 

Special  note:  Ask 
your  Ford  Dealer 
about  savings  that  are 
available  on  specially 
equipped  LTDs.  See 
your  Dealer  soon. 

*For  comparison  Actual  mileage 
may  van'  depending  on  speed,  dis- 
tance and  weather  Actual  highway 
mileage  and  California  ratings  lower. 

Get  it  together  —  Buckle  up. 


Have  you  driven  a  Ford, 
lately? 


Put  your  office 
on  a  desk. 


Now  (he  IBM  Display  writer  makes  it  easier 
to  manage  the  offiee. 

More  good  news  from  the  best-selling  stand-alone 
text  processor: 

Now  the  IBM  Displaywriter,  using  IBM's  Pro- 
fessional Offiee  System  (PROFS)  software,  can  give 
you  a  total  picture  of  what's  going  on  at  the  office. 

Through  their  Displaywriters,  secretaries  can  share 
information  with  other  professionals  and  managers 
who  use  IBM  terminals  and  IBM  Personal  Computers. 
For  example,  they  can  send  and  receive  mail  elec- 
tronically, then  file  it  for  retrieval  by  name,  place  or 
subject  matter — any  way  they  like.  The  Displaywriter 
can  also  help  update  and  check  calendars,  and 
search  for  synonyms,  alternatives  to  cliches, 
awkward  phrases,  and  words  used  out  of  context. 

The  Displaywriter  can  do  all  this  by  using  IBM's 
Professional  Office  System  software  on  an  IBM 
host  computer. 

Which  could  save  hours  a  week. 

Now  add  that  to  what  the  Displaywriter  already 
helps  save  on  editing,  revising,  math,  merging,  filing, 
footnotes  and  data  processing,  and  what  have  you  got? 

An  office  where  one  hand  knows  what  the  other 
hand  is  doing. 

Thanks  to  a  little  hand  from  IBM. 

To  arrange  for  a  free  demonstration  of  the  IBM 
Displaywriter,  call  your  local  IBM  representative, 
call  the  toll-free  number  below  or  mail  the  coupon. 

IBM  Display  writer  Office  System 

Write  today  to  IBM,  DRM,  Dept.  1M,  400  Parsons  Pond  Drive, 
Franklin  Lakes,  New  Jersey  07417. 

□  Please  have  an  IBM  representative  call  me. 

□  Please  send  me  more  information. 


COMPANY- 


STREET  ADDRESS. 
CITY  


BUSINESS  PHONE. 


L 


Call  IliM  Direct  I  800  631-5582  Kxt.  7.  In  Hawaii  Alaska  1  800  526-2484  Ext. 


Baa,  baa,  baa 

Would  you  pay  $2  for  something  that  is 
worth  only  65  cents?  Don't  snicker. 
That's  what  a  lot  of  people  are  doing 
speculating  in  the  shares  of  bankrupt 
Itel  on  the  Pacific  Stock  Exchange.  The 
old  financial  services  outfit  is  coming 
out  of  bankruptcy,  and  these  people 
seem  to  think  the  stock's  a  buy  for  that 
reason.  Well,  it  isn't.  Under  the  reorga- 
nization plan  each  old  common  share 
of  Itel  exchanges  for  one-twelfth  of  a 
new  share.  The  new  shares  recently 
traded  over-the-counter,  on  a  when- 
issued  basis,  at  about  7 '/>.  You  can 
readily  see  that  makes  the  old  shares 
worth  around  65  cents.  Yet  the  old 
paper,  which  sold  as  low  as  3/s  in  late 
1980,  has  been  trading  over  2,  with 
volume  running  100,000  shares  a 
week.  So,  unless  the  new  stock  goes 
over  25 — more  than  trebles — the  cur- 
rent buyers  of  the  old  Itel  won't  break 
even.  That's  just  another  sign  that 
speculative  enthusiasm  is  getting  out 
of  hand.  The  sheep  are  lining  up  for 
shearing.  Michael  O'Brien  of  Oppen- 
heimer  &  Co.  feels  sorry  for  them,  but 
that's  not  stopping  him  from  going 
after  some  of  their  fleece.  He  and  his 
customers  are  short  in  the  old  stock 
and  long  in  the  new. — Thomas  Jaffe 

Petty  cash 

Milton  Petrie  already  owns  62%  of 
Petrie  Stores,  worth,  at  recent  market 
prices,  about  $455  million.  So  why  did 
he  recently  buy  another  750,000 
shares  from  the  company's  treasury — 
to  the  tune  of  $27  million?  Wall  Street 
has  several  explanations,  though  only 
one  makes  sense.  It's  an  interesting 
one.  Petrie  Stores  owns  nearly  21%  of 
the  fast-growing  Toys  "R"  Us  chain, 
and  so  gets  to  consolidate  21%  of 
Toys'  earnings.  That's  good  for  Petrie 
because  Toys  grows  faster  than  Petrie, 
and  thus  the  consolidating  enhances 


Streetwalker 


Pctne's  earnings  growth.  But  Toys' 
founder  Charles  Lazarus  and  others 
recently  sold  1.4  million  shares  re- 
sulting from  the  previous  exercise  of 
their  stock  options.  Petrie  Stores,  con- 
cerned that  its  ownership  might  fall 
below  the  20%  needed  to  enjoy  con- 
solidation rights,  has  been  buying 
Toys  stock  for  many  months.  Those 
purchases  helped  deplete  its  working 
capital.  So  Petrie  reached  into  his  pet- 
ty cash  to  help  out — and  to  provide  a 
nest  egg  in  case  Toys  issues  more 
stock  later. — Howard  Rudnitsky 

Is  Enstar  a  star? 

The  whole  natural  gas  pipeline  group 
has  recently  been  moving  up,  in  part, 
on  the  strength  of  the  takeover — at  a 
fat  premium  to  the  market  price — of 
El  Paso  by  Burlington  Northern  and 
the  offer  for  Texas  Gas  Resources  by 
CSX  and  Coastal.  But  one  of  the 
smaller  and  more  unusual  companies 
in  the  group,  Enstar,  may  be  a  buy  on 
earnings  prospects  alone,  with  any 
takeover  prospect  just  icing  on  the 
cake.  That's  what  Michael  Mead  of 
Richmond,  Va.  brokerage  house  Scott 
&.  Stnngfellow  is  telling  his  clients. 
Most  of  Enstar's  earnings  come,  not 
from  its  Alaskan  pipeline  or  its  natu- 
ral gas  wells,  but  from  shipping  Indo- 
nesian liquefied  natural  gas  to  Japan. 
That  business  is  off  this  year — energy 
prices  are  down,  and  part  of  the  Indo- 
nesian facility  blew  up  in  April.  But 
here's  the  kicker:  The  Japanese  want 
more  gas,  and  the  Indonesian  ven- 
ture— in  which  Enstar  is  a  partner 
with  the  Indonesian  state  oil  com- 
pany— is  expanding  to  give  it  to  them. 
So  by  next  year  there  will  be  capacity 
for  at  least  115  shiploads  of  gas,  a  65% 
gain  over  1983.  Analyst  Mead  looks 
for  Enstar's  earnings  to  rise  to  at  least 
$3.20  a  share  in  1984,  back  to  1982 
levels  and  way  up  from  the  depressed 
$1.90  likely  this  year.  Given  a  strong 


recovery,  Mead  could  see  earnings  of 
$4  a  share  next  year.  Considering  that 
the  stock  sells  around  $21  a  share,  he 
counts  it  as  a  nice  bargain  on  earnings 
alone.  By  the  way,  if  the  name  Enstar 
doesn't  sound  familiar,  it  was  former- 
ly Alaska  Interstate.  The  new  name 
reflects  the  broader  interests. — T.J. 

False  alarm? 

The  boys  are  really  beating  the  bushes 
for  takeover  candidates  these  days, 
and  they  don't  even  stop  at  water's 
edge.  This  accounts  for  recent  trading 
over-the-counter  in  ADRs  for  Brit- 
ain's Bowater  Corp.  Pic.  The  ADRs 
currently  go  for  just  under  $3.50. 
Since  there  are  about  160  million  of 
them,  the  whole  company  is  valued  at 
some  $560  million.  What's  the  ap- 
peal? Bowater  owns  1.1  million  acres 
of  U.S.  timberland  and  two  modern 
newsprint  mills  here;  70%  of 
Bowater's  assets  are  in  the  U.S.  Since 
the  book  value  of  the  company  is 
about  $4.30  and  any  takeover  bid 
would  have  to  be  at  a  handsome  pre- 
mium to  book,  speculators  are  obvi- 
ously interested.  However,  the  stock 
is  no  bargain  on  earnings — 30  cents 
last  year  and  no  prospects  for  a  big 
improvement  this  year — and  British 
traders  have  been  burned  before  on 
takeover  rumors.  Which  helps  explain 
why  the  stock  hasn't  moved  much 
despite  heavy  American  buying. — T.J. 

Join  the  party 

It  was  not  so  long  ago  that  $50  million 
was  real  money.  Now  it's  just  about 
what  the  market  thinks  a  smallish 
regional  brokerage  house  is  worth. 
Last  issue  we  expressed  surprise  that 
Quick  &  Reilly,  the  biggest  indepen- 
dent discounter,  was  going  public  for 
$100  million.  And  now  look  at  the 
Memphis  brokerage  house  Morgan, 
Keegan,  which  isn't  the  biggest  any- 


LNG  tanker  in  Indonesia 

An  Enstar  earnings  explosion  on  Japanese  demand  for  fuel? 
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thing.  Morgan,  Keegan  recently  sold 
one-third  of  its  stock  to  the  public — 
1.1  million  shares  at  $13.50  apiece, 
which  have  climbed  to  $16.75,  or 
about  $50  million  in  market  value  for 
the  whole  company.  What's  the  com- 
pany's net  worth  now?  Probably  a  bit 
over  $23  million.  That  makes  the  mar- 
ket price  2.2  times  the  book  value. 
With  such  prices,  going  public  is  more 
fun  than  selling  out.  Morgan,  Keegan's 
principals,  in  effect,  took  out  all  their 
capital  and  still  controlled  two-thirds 
of  the  company.  Not  surprisingly,  oth- 
er regional  houses  are  going  to  the 
well:  McDonald  &  Co.  of  Cleveland 
and  RJ  Financial  of  St.  Petersburg. 
What  the  sellers  are  doing  makes 
sense,  but  at  these  prices  what  the 
buyers  are  doing  doesn't. — T.J. 


The  last  100  points 

Jack  Leylegian  gets  nervous  when  he 
sees  people  paying  outlandish  prices 
for  ordinary  investment  merchandise. 
At  47  and  after  over  ten  years  of  run- 
ning big  money  at  places  like  Dreyfus 
Corp.  and  Bank  of  America,  Leylegian 
knows  where  senseless  speculation 
leads:  to  a  down.  Experience,  more- 
over, has  taught  him  not  to  wait 


around  until  the  timbers  start  creak- 
ing; that  may  be  too  late.  Now  run- 
ning $100  million  at  his  own  Menlo 
Park,  Calif,  firm,  Leylegian  has  gone 
from  100%  stocks  at  the  start  of  1983 
to  100%  cash  equivalent  right  now. 
Having  bought  heavily  last  summer, 
Leylegian  posted  a  gain  of  47%  for 
1982,  and  he's  not  anxious  to  give  any 
of  that  back.  Says  he:  "So  what  if  I've 
left  the  last  100  points  of  the  rally  on 
the  table?  A  lot  of  stocks  have  gotten 
out  beyond  economic  reality,  and  I 
don't  want  to  wake  up  some  morning 
and  find  the  music's  stopped." — T.J. 


Hidden  gem 

Ethyl  Corp.  is  a  $1.6  billion  (sales) 
Richmond-based  diversified  chemi- 
cals producer.  Its  earnings  have  been 
flat  for  the  last  four  years,  and  about 
30%  of  profits  come  from  the  manu- 
facture of  the  anti-knock  compound 
for  leaded  gasoline,  a  business  slowly 
being  regulated  out  of  existence.  Eth- 
yl's oil  and  gas,  coal  and  aluminum 
extrusion  divisions  also  are  lagging. 
Its  stock  has  doubled  and  split  since 
early  1982 — there  are  about  40  mil- 
lion shares  outstanding — and  they  re- 
cently traded  on  the  Big  Board  at 
$22.50,  about  10  times  earnings.  No 
bargain,  most  people  would  say,  but 
look  again,  says  Jay  Harris  of  New 


York's  Balis  &.  Zorn.  He  thinks  Ethyl 
has  "a  spectacular  asset,  which  is  to- 
tally ignored  in  its  stock  price."  This 
gem  is  First  Colony  Life  Insurance, 
acquired  last  year  for  $270  million  in 
cash  and  preferred.  By  1985,  Harris 
predicts,  the  insurer  will  account  for 
some  35%  of  income,  vs.  just  25%  in 
1983.  Whereas  the  rest  of  Ethyl  will 
have  only  10%  growth  in  the  Eighties, 
First  Colony's  will  be  20% -plus — 
more  than  offsetting  the  anti-knock 
decline.  "Anybody  still  worried  about 
where  Ethyl  will  go  after  anti-knock 
is  a  step  behind,"  says  Harris.  "It  al- 
ready has  made  the  right  move.  The 
time  to  buy  is  now." — T.J. 


Don't  count  your  roses . . . 

We  are  indebted  for  this  piece  of  wis- 
dom to  a  tough  old  Wall  Streeter: 
"Don't  try  to  smell  the  roses  when 
the  horse  hasn't  yet  dropped  the  ma- 
nure." We've  cleaned  up  his  language 
a  bit,  but  you  get  the  point.  He's  refer- 
ring to  the  habit  analysts  have  of  rais- 
ing earnings  estimates  when  stock 
prices  go  up;  if  there  aren't  any  earn- 
ings, they  project  them  for  the  future 
and  then  tell  you  the  stock's  a  buy  on 
the  basis  of  something  that  hasn't 
happened  yet.  Manure  by  any  other 
name  is  still  manure. — T.J. 


□  

A  growing  force 
in  international 
finance. 

&)  NEDBANK 


Assets  exceed  S9000  million. 


When  you  are  ready  to  expand  your 
share  of  international  trade  - 
particularly  with  South  Africa  - 
call  Nedbank.  The  only  South 
African-owned  bank  experienced 
in  international  finance.  A 
commercial  bank  with  assets  of 
$9000  million.  A  force  in  South 
African  banking. 

At  home  in  the  financial  markets  of 
the  world. 

Nedbank  was  established  in  South 
Africa  in  1888  and  today  has  more 
than  200  offices  in  that  country. 
Nedbank's  London  branch  has  been 
in  operation  since  1906.  This 
year  Nedbank  opened  its  New  York 
branch. 

Head  Office:  81  Main  Street,  Johannesburg,  2000,  South  Africa.  Telex:  8-7547.  •  London  Branch:  Nedbank  House, 
20  Abchurch  Lane,  London,  EC4N7AD,  England.  Telex:  886208.  •  New  York  Branch:  535  Madison  Avenue,  New  York, 
10022,  USA.  Telex:  239815  •  Representative  offices  in  Frankfurt  and  Zurich. 

Nedbank  Limited  Registered  Commercial  Bank 


Bruce  Vorhauer  s  spermicidal  sponge 
looks  like  a  hot  product,  but  not  as  hot  as 
the  stock  in  Bruce  Vorbauer's  company. 


Everybody 
wants  in 


By  John  Merwin 


Scene:  Obstetrics  and  gynecol- 
ogy convention  last  spring.  Gy- 
necologist buttonholes  Dr. 
Bruce  Vorhauer,  who  just  received 
Food  &  Drug  Administration  approv- 
al of  a  new  over-the-counter  contra- 
ceptive device,  and  asks,  "When  will 
it  be  available?" 

"We'll  be  on  the  shelf  July  1,"  Vor- 
hauer says  proudly. 

"No!  No!"  says  the  impatient  gyne- 
cologist. "Not  the  product.  I  mean 
when  will  your  stock  be  available?" 

When  a  gynecologist  gets  more  ex- 
cited about  a  public  offering  than  the 
birth  control  product  behind  it,  you 
know  he  can't  be  alone.  Scores  of  in- 
vestment bankers  and  venture  cap- 
italists have  implored  Vorhauer  for  a 
piece  of  his  company,  VLI  Inc.  So  have 
several  thousand  individuals,  with 
cash  in  hand,  even  though  VLI  hasn't 
turned  a  dime  in  sales.  VLI  is  unlikely 
to  go  public  before  late  1983.  When  it 
does,  VLI  may  already  have  become  a 
household  word. 

The  excitement  revolves  around  a 
fairly  simple  sponge  a  woman  can  in- 
sert as  many  as  24  hours  before  sex. 
The  sponge  is  made  in  part  of  time- 
released  spermicide,  offering  an  edge 
over  diaphragms  and  other  contracep- 
tives that  require  application  of  sper- 
micide by  users.  The  market  for  non- 
pill  contraceptives  is  estimated  at  $50 
million.  The  pill  market  is  far  larger. 

Right  now  VLI  is  closely  held  by 
Vorhauer,  a  few  physicians  and  75 
institutional  investors  who  have  put 
$15  million  into  the  firm.  Its  $1 
sponge,  trademarked  "Today,"  should 
appear  anyday  now,  despite  attempts 
by  a  New  York  consumer  group  to  get 
the  FDA  to  withdraw  approval  be- 
cause of  health  questions.  The  sponge 
is  scheduled  to  hit  stores  in  the  West 


July  1  and  in  the  East  Sept.  1. 

The  clamor  is  all  the  more  remark- 
able because  VLI  very  nearly  col- 
lapsed two  years  ago.  Despite  the 
promise  of  its  product,  VLI  had  been 
able  to  raise  money  only  with  great 
difficulty.  Syntex  and  Johnson  & 
Johnson  gave  Vorhauer  the  brush-off, 
although  G.D.  Searle  and  Schering- 
Plough,  in  the  late  1970s,  did  advance 
VLI  several  hundreds  of  thousands  of 


dollars  before  nervously  backing  out 
of  deals  to  acquire  VLI.  Executives  at 
Johnson  &  Johnson,  whose  Ortho  di- 
vision will  become  VLI's  main  target, 
even  snickered,  Vorhauer  says.  "I 
wonder  if  they're  laughing  now?"  he 
asks,  grinning. 

Even  Hambrecht  &  Quist,  the  San 
Francisco  investment  bankers  and 
new-issue  leaders,  backed  off  a  tenta- 
tive commitment  to  take  VLI  public. 
Instead,  Hambrecht  shifted  to  an 
April  private  offering  at  $10  a  share, 
which  was  oversubscribed,  leaving 
H&Q  redfaced.  Vorhauer,  a  Ph.D.  in 
biomedical  engineering,  got  the 
sponge  idea  in  a  casual  conversation 
with  a  gynecologist.  Vorhauer  was 
working  for  American  Hospital  Sup- 
ply, and  he  advanced  the  idea  at  a 
1975  presentation  to  company  execu- 
tives in  Chicago.  His  boss,  Chairman 
Karl  Bays,  was  irritated.  "Bruce,  I 
wish  I  knew  you  were  screwing 
around  with  this  idea."  Vorhauer  re- 
members Bays  growling,  "We  don't 
want  in  that  business."  Vorhauer 
adds:  "The  whole  room  got  quiet.  I 
folded  everything  up,  put  it  back  in 
my  case  and  sat  down." 

In  a  few  days  Vorhauer  rounded  up 
$400,000  seed  money  for  his  sponge 


VLI  Corp.  's  founder,  Dr.  Bruce  Vorhauer 

"Today"  can't  arrive  too  soon  for  Wall  Street. 
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venture  and  then  quit  American  Hos- 
pital Supply.  He  rented  an  Orange 
County,  Calif,  office  for  $100  a  month 
and  ran  experiments  at  night  in  his 
kitchen.  He  hit  on  the  right  combina- 
tion of  spermicide  and  liquid  polymer 
to  form  a  spermicidal  sponge.  When 
dampened  with  tap  water,  the  sponge 
begins  to  release  the  sperm  killer. 

Testing  took  years.  By  the  summer 
of  1981  VLI  was  flat  busted.  A  gyne- 
cologist buddy,  Dr.  Earl  Fuller,  came 
to  the  rescue.  He  called  a  dozen  physi- 
cians to  his  Orange  County  home  to 
hear  Vorhauer's  plea  for  cash.  "I  want 
you  to  bring  your  wives,"  Fuller  told 
them.  He  adds:  "Their  wives  were 
telling  them  on  the  spot  what  a  great 
idea  it  was.  They  wrote  checks  for 
$250,000  that  night  and  later  brought 
in  $250,000  more."  Though  venture 
capital  funds  eventually  put  up  the 
$15  million  necessary  to  bring  Today 
to  the  shelf,  it  was  the  Orange  County 
doctors'  wives  who  really  saved  the 
company. 

Though  VLI  still  has  $10  million  in 
the  bank,  sizable  marketing  and  in- 
ventory expenditures  lie  just  ahead,  as 
do  the  hazards  of  producing  millions 
of  sponges  with  newly  designed  ma- 
chinery. Vorhauer  will  use  manufac- 
turers' reps  to  distribute  his  product 
and  direct  the  fight  for  retail  shelf 
space.  That  means  carving  it  out  of  an 
opponent's  allotment,  not  so  easy 
when  the  opponent  is  Johnson  & 
Johnson's  Ortho  division,  one  of  the 
ablest  marketers  around. 

Vorhauer  counters  that  VLI's  FDA 
approval  will  protect  him  for  about 
three  years  while  he  searches  for  new 
sponge  uses.  Hedging  against  a  one- 
product  future,  Vorhauer's  company 
is  developing  a  second  use  for  the 
sponge — delivering  medication  di- 
rectly and  continuously  to  vaginal  in- 
fections. The  antibiotic  sponge  could 
become  a  more  important  product 
than  the  spermicidal  sponge. 

At  41,  Vorhauer  is  sitting  pretty. 
Though  his  stake  in  the  company 
lately  has  been  diluted  to  11%,  it's 
still  worth  about  $4  million  at  prices 
set  by  the  latest  private  financing. 
When  VLI  goes  public,  that  stake  will 
be  worth  far  more.  Yet  Vorhauer  is 
plainly  aware  that  can't-miss  compa- 
nies do,  on  occasion,  miss,  particular- 
ly in  markets  demanding  faultless 
production  from  inexperienced  pro- 
ducers, while  facing  the  likes  of  John- 
son &  Johnson. 

Says  Vorhauer,  quoting  a  Kenny 
Rogers  song:  Never  count  your  money, 
while  sittin'  at  the  tahle.  There'll  he  time 
enough  for  countin',  when  the  deal  is 
done  "We're  still  sittin'  at  the  table," 
he  says.  ■ 


Finally, 

investment  software 
from  Dow  Jones. 

Dow  Jones  &  Company,  publisher  of  The  Wall  Street 
Journal  and  Barron's,  is  proud  to  introduce 
DOW  JONES  SOFTWARE."" 

These  products  turn  your  personal  computer  into  a 
powerful  investment  and  business  tool.  With  them,  you 
can  analyze  and  manage  timely  information  available 
by  telephone  connection  from  the  leading  provider  of 
online  business  and  financial  news  and  information, 
Dow  Jones  News/ Retrieval? 

DOW  JONES  SOFTWARE  is  reliable,  easy-to-use, 
fully  supported — from  a  company  you  can  trust. 
Available  at  selected  computer  stores.  For  more 
information  call  1-800-345-8500  Ext.  48 

(Alaska,  Hawaii  and  foreign  call  1-215-789-7008  ext.  48) 

...Bank on  it. 

Copyright  ©  Dow  Jones  &  Co.,  Inc.  All  rights  reserved. 


Finally, 

portfolio  management  software 
from  Dow  Jones. 

The  DOW  JONES  MARKET  MANAGER™ 

easily  manages  single 

or  multiple  portfolios   ™'Z".IZ!  

with  stock  quotes  s     :  _  _ 
from  Dow  Jones 

News/Retrieval®.  izz  il  BE  ii  iilll  iiis  Is  Hi!  !:S  t 

Evaluate  current  posi-  «•».—         -  ■■-» 
tions  and  maintain  a 

year-to-date  record  of  is  lis  aa  .us  ssi!  Is  : 

all  securities  trans-  1L.J"        1  j™    "  ,"I 

actions.  Now  you  can  :z,  y.  ■£  as  ;;?  ss : 
easily  maintain  all  your         ,„  !M 

records  for  concise  kkskssss, 
portfolio  evaluation. 

Available  at  selected  Holdings  by  Portfolio  Reports  display 

Computer  Stores  each  tax  lot  valued  to  the  stock  market 

IWJcm^Software 

1-800-345-8500  Ext.  48  ...Bank mi  it. 

Compatible  ivith  Apple  systems  and  the  IBM  PC.  Copyright  ©  Dow  Jones  &  Co  ,  Inc.  All  rights  reserved 
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Two  cubes,  composed  of  many  smaller  cubes.       in  blue,  and  industrial  specialties  companies, 
symbolize  Allegheny  International's  structure  and       in  silver,  are  joined  in  the  Corporation  and  draw  upon 
stability.  Consumer  products  companies,       its  financial  and  managerial  resources. 


The  structure  is  now  in  place. 
Allegheny  International  has  grown 
rapidly  from  a  medium-size  domes- 
tic metals  company  into  a  world- 
wide consumer  and  industrial 
products  corporation.  Today  we 
do  business  in  35  countries,  with 
over  50,000  employees  and  sales 
of  close  to  $3  billion. 

This  remarkable  growth  was 
based  on  a  strategic  plan:  To 
achieve  balance  and  stability 
through  diversification  md 


emphasis  on  businesses  which 
are  contra-cyclical  within  the 
Corporation;  To  expand  our  in- 
volvement worldwide  in  growth 
markets  for  utilitarian,  work-saving 
consumer  products  and  high- 
technology  industrial  specialties; 
To  maintain  equity  positions  in 
companies  which  have  significant 
growth  and  earnings  potential 
and  divest  those  wnicn  do  not. 

Our  consumer  products  com- 
panies and  our  industrial  special- 
ties companies  both  complement 


and  strengthen  each  other.  And 
all  our  companies  benefit  from 
Allegheny  International's  financial 
resources,  and  managerial  and 
technical  skills. 

At  Allegheny  International, 
we  have  special  skills  to  meet 
special  needs  everywhere  on  the 
globe.  Our  structure  and  our  strat- 
egy have  positioned  us  to  meet 
those  needs  as  they  grow  in  the 
decades  ahead.  As  tney  grow, 
so  will  we. 


H  ALLEGHENY  INTERNATIONAL 


SPECIAL  SKILLS  FOR  SPECIAL  NEEDS. 


SPECIAL  SKILLS  IN 
WORK-SAVING 
ONSUMER  PRODUCTS 

Around  the  world,  Allegheny 
International  companies  market 
work-saving  appliances  and 
products  for  the  home,  kitchen, 
lawn  and  garden,  as  well  as 
products  for  personal  grooming, 
sports  and  fitness.  Brands  such 
as  Sunbeam.  Oster,  Wilkinson 
Sword,  Northern  Electric  and 
True  Temper  are  famous  for 

~*  1 


number  of  working  women  and 
single-person  households- 
accelerate  the  need  and  demand 
for  new,  electric-powered  work- 
saving  kitchen  devices. 

State-of-the-art  kitchen  help, 
from  Sunbeam,  Oster 
and  Wilkinson  Sword. 
Allegheny  International 
is  the  world's  larg- 
est small  appli- 
ance company. 


Their  products  range  from  state- 
of-the-art  food  preparation  appli- 
ances, such  astood  processors, 
to  electric  blankets,  camping 
equipment  and  golf  club  shafts. 

In  Europe,  the  brands  Rima  and 
Rowenta  hold  major  shares  of  the 
markets  for  products  ranging  from 
mixers,  electric  frypans  and  coffee 
makers  to  hairdryers  and  irons. 

A  tremendous  market  for  all  of 
these  brands  promises  to  grow 
even  larger  as  socio-economic 
trends— such  as  the  increasing 


SPECIAL  SKILLS  IN 
HIGH  TECHNOLOGY 

Allegheny  International  com- 
panies are  meeting  the  needs 
of  such  advanced-technology 
industries  as  electronics,  robotics, 
and  aerospace  and  defense. 
For  example,  our  system  and 

This  model  of  a  microprocessor  chip  is 
enlarged  300  times  (below  right).  An 
Allegheny  International  system  helps 
place  over  a  million  electronic  com 
ponents  on  a  single  chip,  shown 
actual  size  (below  left). 


equipment  help  make  more  elec- 
tronic microprocessor  chips  than 
any  other  system  in  the  world. 

Our  robots  are  already  per- 
forming a  multitude  of  industrial 
tasks.  For  instance,  our  computer 
controlled  5-Axis  welding  robot 
is  helping  to  produce  the  U.S. 
Army's  new  XM-1  tank. 

For  aerospace  and  defense, 
Allegheny  International  compa- 
nies supply  specialty  metals  and 
electronics  for  jet  engines,  rocket 
engines,  missiles  ana  spacecraft. 

Allegheny  International  is  also 
a  major  supplier  of  titanium  and 
specialty  alloys  for  the  Boeing 
767  ana  757  the  world's  most 
advanced  commercial  airliners. 

Our  sophisticated  fire 
detection  and  suppression  sys- 
tems are  used  around  the 
globe  to  protect  ships, 
planes,  oil  rigs,  power 
stations,  computer  cen 
ters,  pipelines  and 
hospitals. 

For  more  informa- 
tion, write  us,  at  Box 
456  B,  Two  Oliver 
Plaza,  Pittsburgh, 

PA  15230.  I 
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Jack  Nicklaus  has  made  over  $4  million 
playing  golf.  But  Charles  Perry  has  made 
him  millions  more. 


The  man  behind 
the  Golden  Bear 


By  Richard  Greene 


By  1976  Jack  Nicklaus  was 
widely  acclaimed  as  one  of  the 
greatest  golfers  ever.  At  36  he 
had  won  the  Masters  five  times,  the 
U.S.  Open  three  times  and  the  British 
Open  twice.  He  had  amassed  a  total  of 


$3  million  in  prize  money  from  golf 
tournaments,  all  for  hitting  a  little 
white  ball  farther  and  more  accurate- 
ly than  anybody  else. 

But  Nicklaus  was  in  tough  financial 
shape.  Like  many  celebrities  for 
whom  the  money  comes  in  fast  and 
free,  his  investment  strategy  made  no 


sense.  He  had  put  his  winnings  in  a 
hodgepodge  of  radio  stations,  auto- 
mobile dealerships,  car  rental  compa- 
nies and  travel  agencies.  He  did  not 
understand  those  businesses,  and  he 
was  not  making  money. 

Now,  just  seven  years  later,  Nick- 
laus may  well  be  the  richest  athlete  in 
history.  He  has  a  cleverly  integrated 
portfolio  of  investments,  including 
four  closely  held  companies  (in  insur- 
ance, oil  and  gas,  golf  products  and 
community  security)  with  annual 
revenues  of  about  $78  million.  And 
that's  just  the  spin  on  the  golf  ball. 
Income  also  flows  from  golf  course 
designing,  publishing,  and  licensed 
products  that  bear  Nicklaus'  name. 
Last  comes  the  loose  change  from 
winning  occasional  golf  tournaments: 
$232,645  in  1982. 

What's  he  worth?  It's  anybody's 
guess,  but  outsiders  bandy  about  a 
figure  of  $300  million  a  year  in  total 
revenues.  There's  little  question,  how- 
ever, that  Nicklaus'  miniconglom- 
erate  nets  tens  of  millions  yearly. 

So  what  happened  between  1976 
and  1983  to  turn  Jack  Nicklaus  from  a 


Golf  superstar  jack  Sn  klaus  and  bis  business  manager  Charles  Perry 

"It's  in  everybody's  interests,"  says  Perry,  "to  know  Jack  is  the  majority  partner  and  I'm  the  minority  partner. 
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financial  duffer  into  a  real  pro?  Give 
the  credit  to  business  manager 
Charles  Perry,  a  46-year-old  West  Vir- 
ginian, who  is  the  wizard  behind 
Nicklaus'  new  wealth.  An  example  of 
the  Perry  style:  These  days  he's  clev- 
erly capitalizing  on  the  real  estate 
that  surrounds  golf  courses.  Nicklaus 
designs  a  new  course  or  refurbishes  an 
old  one,  meanwhile  picking  up  a  large 
parcel  of  adjoining  land  on  which  he 
puts  up  luxury  villas.  The  income 
statement  hits  a  hole  in  one. 

Putting  together  transactions  like 
this  has  made  Perry  a  rich  man,  too.  In 
addition  to  a  generous  salary,  he  gets 
an  automatic  equity  interest  of  be- 
tween 10%  and  30%  in  every  Nick- 
laus deal,  and  he  sometimes  can  in- 
crease that  to  40%  as  long  as  his  inter- 
est does  not  outweigh  Nicklaus'.  "In 
some  cases  I'm  a  substantial  minority 
shareholder,  but  in  no  case  am  I  a 
majority  shareholder,  and  that's  the 
way  it  should  be,"  says  Perry.  "I  am 
not  an  independent  entrepreneur,  and 
Jack  is  the  majority  partner." 

As  Perry  talks  about  his  relation- 
ship with  Nicklaus,  he  repeatedly 
points  out  that  the  golfer  is  the  boss, 
that  Nicklaus  knows  the  details  of 
every  deal.  Perry,  in  fact,  is  smart 


"The  demographics  of  golf 
make  it  a  very  marketable 
field,"  says  Perry.  "If  you're 
trying  to  sell  a  $500  sport 
coat,  you're  generally  not 
going  to  sell  it  to  a  bowler." 


enough  to  know  that  the  route  to  suc- 
cess in  working  with  Nicklaus  is  in 
subordinating  his  own  ego.  For  many 
men  that  would  be  a  trauma.  But  Per- 
ry has  been  successful  enough  in  his 
short  career  to  subdue  the  normal 
need  for  self-aggrandizement. 

His  spectacular  rise  began  in  the 
Detroit  public  school  system.  While 
Perry  was  working  as  a  teacher  and 
part-time  coach,  the  president  of  his 
alma  mater,  Ohio's  Bowling  Green 
State  University,  asked  him  to  come 
to  work  in  the  school's  admissions 
department.  Perry  accepted  and  par- 
layed that  into  a  position  as  special 
assistant  for  education  to  the  gover- 
nor of  Florida.  Ultimately,  Perry  was 
named  head  of  Florida  International 
University.  At  31,  he  was  the  young- 
est man  ever  to  become  president  of  a 
state  college. 

There  Perry  refined  the  business 
tactics  that  have  worked  so  well  for 
Nicklaus.  "We  were  opening  a  school 
of  hotel  services,  and  I  wanted  to  hire 
away  an  associate  dean  from  Cor- 
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Bayerische  Vereinsbank  continues  successful 
performance  in  1982. 

With  consolidated  assets  of  over  DM  105  billion, 
Bayerische  Vereinsbank  is  one  of  the  five  largest 
banks  in  the  Federal  Republik  of  Germany. 

Should  you  be  interested  in  more  detailed 
information  about  BV's  1982  results,  we  shall  be 
pleased  to  provide  you  with  our  Annual  Report  in 
German,  English  or  French. 
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nell,"  he  recalls.  "Everybody  said  that 
I  couldn't  get  him  because  he  liked 
Ithaca.  So  I  waited  until  the  coldest 
period  in  the  winter,  and  I  called  him 
up.  I  said  I  wanted  to  send  first-class 
tickets  for  him  and  his  wife  to  come 
down  to  Florida  and  visit.  I  got  him." 

Perry  put  in  seven  years  at  FIU  and 
then  decided  it  was  time  for  a  new 
challenge — and  more  money.  He 
found  a  job  with  Charter  Oil's  publi- 
cations group  as  publisher  of  Family 
Weekly  and  a  consultant  to  its  other 
publications.  But  Charter  soon  decid- 
ed to  sell  Family  Weekly,  and  after  per- 
suading a  group  of  newspapers  to  buy 
it  for  $20  million,  Perry  was  in  the  job 
market  again. 

Through  an  executive  recruiter  he 
got  an  offer  from  Nicklaus.  The  golfer 
had  left  well-known  financial  adviser 
Mark  McCormick  a  few  years  earlier, 
when  he  reportedly  decided  that  two 
other  McCormick  clients,  Arnold 
Palmer  and  Gary  Player,  were  getting 
more  attention  than  he  was.  Nicklaus 
hired  a  replacement,  who  put  together 
a  loose-knit  confederation  of  invest- 
ments that  wasn't  working  out  well 
enough  to  suit  Nicklaus.  So  he  was 
shopping  for  yet  another  manager. 

Perry  worried  that  this  job  would 
make  him  "an  agent  for  some  jock." 
But  he  quickly  saw  the  potential  of 
Nicklaus'  name  as  an  untapped  re- 
source. Not  only  was  his  new  boss  a 
well-known  athlete,  he  was  also  in- 
volved in  a  sport  that  lent  itself  to 
clever  exploitation.  "The  demograph- 
ics of  golf  make  it  a  very  marketable 
field,"  says  Perry.  "If  you're  trying  to 
sell  a  $500  sport  coat,  you're  generally 
not  going  to  sell  it  to  a  bowler." 

Of  course,  the  obvious  way  to  cash 
in  on  Jack  Nicklaus  would  have  been 
to  stick  his  name  on  every  golf  club, 
T-shirt,  plastic  toy  or  collector's  edi- 
tion dinner  plate  around.  But  Perry 
said  no.  "The  philosophy  of  most 
managers  is  that  while  you're  hot  you 
make  as  much  money  as  you  can,  as 
long  as  someone  will  pay  you.  Our 
philosophy  is  to  build  brand  identities 
around  Jack  with  only  quality  lines. 
We  believe  that  the  Jack  Nicklaus 
lines  can  have  viability  long  after  Jack 
quits  playing.  And  long  after  Jack's 
death." 

But  the  licensed  products  and  the 
endorsements,  now  worth  easily  $5 
million  a  year  to  Nicklaus,  were  the 
easy  part.  Perry  wanted  much  more. 
And  the  first  thing  he  had  to  do  was  to 
get  Nicklaus  organized.  "Marketing 
was  in  Austin,"  Perry  explains.  "Fi- 
nancial services  were  in  Ft.  Wayne; 


auditing  was  in  Detroit;  legal  was  in 
Columbus,  Ohio.  We  brought  the  cen- 
tral control  of  all  our  operating  com- 
panies to  North  Palm  Beach,  where 
Jack  lives." 

This  time  around,  Nicklaus'  money 
was  not  going  to  all  sorts  of  ill-con- 
ceived investments.  Some  holdings 
may  not  seem  to  fit,  but  they  do.  The 
wholly  owned  oil  and  gas  company, 
for  example,  provides  a  great  tax  shel- 
ter; the  insurance  company  is  always 
good  for  a  loan. 

And  most  of  the  Nicklaus  Organi- 
zation's possessions  are  directly  tied 
to  the  business  of  golf.  Companies 
Nicklaus  owns  can  provide  every  golf 
course  service  from  design  to  running 
the  concession  stands.  But  the  really 
big  potential  profits  come  from  the 
real  estate  deals  that  are  attached  to 
the  golf  courses. 

When  Nicklaus  played  the  Memori- 
al Tournament  in  Dublin,  Ohio  a  few 
weeks  ago,  for  example,  he  was  play- 
ing amidst  some  1,700  acres  speckled 
with  high-priced  homes  that  should 
bring  in  $64  million  in  total  revenues. 
Similar  golf  communities  are  current- 


By  Pamela  Sherrid 

T|  elevision  news  cameras  were 
rolling  when  Kentucky  regula- 
tors, aided  by  a  squad  of  state 
troopers,  seized  Robert  Shaw's  three 
small  life  insurance  companies  in 
1972.  Shaw,  a  smart  country  boy  from 
Arkansas,  was  ultimately  vindicated 
in  what  became  a  major  local  real 
estate  scandal.  But  that  media  event 
helps  explain  why  he  has  carefully 
avoided  publicity  ever  since.  "Back 
then,  my  enemies  put  me  on  the  first 
page  without  my  wanting  to  be," 
Shaw  says  in  his  lively  drawl. 


ly  planned  near  Jackson,  Miss,  and 
Kansas  City,  Mo.  and  in  Riverside 
County,  Calif. 

And  that's  just  the  beginning.  Per- 
ry's latest  project  involves  rehabilitat- 
ing old,  unprofitable  golf  courses  in 
exchange  for  a  chunk  of  land  on 
which  golf  villas  will  be  built  and 
sold.  The  prototype  for  these  deals  is 
nearing  completion  in  Hastings-on- 
Hudson,  N.Y.,  about  35  minutes  from 
Manhattan.  There  Nicklaus  and  Perry 
and  other  investors  put  in  about  $6 
million  to  rehabilitate  the  St.  An- 
drews Golf  Course,  the  oldest  golf 
course  in  the  country.  In  exchange  for 
refurbishing  the  entire  course,  Nick- 
laus and  company  are  getting  suffi- 
cient land  to  build  225  villas  that  are 
already  selling  briskly  at  a  starting 
price  of  $350,000. 

The  only  problem  with  the  deal, 
from  Perry's  point  of  view,  is  that  his 
group  had  to  put  up  the  $6  million.  In 
the  future,  Perry  will  try  to  get  inves- 
tors to  put  up  all  the  cash.  "This  is  the 
kind  of  thing  that  is  going  to  turn  us 
into  a  business  of  significance,"  he 
concludes.  ■ 


These  days,  however,  Shaw's  em- 
pire is  so  big  that  he  can't  escape 
attention.  He  controls  Louisville- 
based  ICH  Corp.,  a  holding  company 
that  owns  16  insurance  companies 
with  total  assets  of  about  $1.4  billion. 
In  May  ICH  doubled  its  size  by  acquir- 
ing Great  Southern  Life  from  Ameri- 
can General  for  $250  million.  Profits 
have  risen  rapidly  from  $2.8  million 
in  1977  to  $14  million  in  1982.  ICH 
shares,  traded  on  the  American  Stock 
Exchange,  have  more  than  doubled  in 
price  over  the  past  12  months. 

Shaw,  48,  a  high  school  graduate 
who  once  sold  ornamental  ironwork 


Some  folks  juggle  balls.  But  here's  a  country 
boy  who juggles  insurance  companies.  Its  a 
spectacular  feat — as  long  as  nothing  falls. 


The  amazing 
Mr.  Shaw 
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for  a  living,  still  doesn't  care  to  hob- 
nob with  the  horsey,  close-knit  Ken- 
tucky business  establishment.  But  he 
is  far  richer  than  many  who  do.  "With 
two  partners,  he  controls  23%  of  ICH, 
worth  well  over  $50  million. 

Insurance  caught  Shaw's  eye  in  the 
mid-Sixties,  when  small,  shaky  life 
companies  were  proliferating.  Helped 
by  a  friendly  banker  and  a  public 
stock  offering,  he  formed  American 
Pyramid  Corp.  "It  was  a  corporation 
set  up  to  buy  insurers,"  Shaw  ex- 
plains, "the  same  thing  I've  been  do- 
ing ever  since." 

He  reasoned  that  it  is  cheaper  to 
acquire  policies  in  force  than  to  have 
agents  write  the  same  business.  And 
Shaw's  specialty  is  slashing  ex- 
penses— consolidating  home  offices, 
reducing  staff  and  wringing  out  prof- 
its where  there  were  often  none  be- 
fore. For  example,  the  company  where 
Shaw  keeps  his  modest  headquarters 
had  42  employees  when  he  bought  it 
in  1967.  Five  years  later  the  same  staff 
administered  five  different  companies 
with  eight  times  the  assets. 

Shaw's  other  technique  for  growth 
is  more  controversial:  using  part  of 
the  assets  of  one  insurance  company 
to  help  buy  control  of  another.  "Pyra- 
miding" has  a  bad  name  for  a  good 
reason.  Insurance  assets  are  there  to 
back  up  the  claims  of  policyholders.  A 
chain  of  companies — in  which  one 
owns  another — hides  the  inherent 
leverage.  And  a  small  problem  any- 
where along  the  line  can  play  havoc 
lots  of  places  at  once.  Another  temp- 
tation is  overvaluing  investments  in 
related  firms,  a  tactic  that  led  to  Bald- 
win-United's  downfall. 

State  regulators  require  that  most 
ICH  subsidiaries  carry  investments  in 
other  insurance  companies  at  close  to 
their  statutory  net  worth — a  conser- 
vative number  that  ignores  whatever 
premium  Shaw  may  have  paid  to  get 
control.  The  stability  of  Shaw's  pyra- 
mid, then,  depends  on  managing  all  of 
his  companies  effectively.  Shaw  is 
like  a  juggler  who  has  to  keep  all  of  his 
balls  in  the  air  at  once — and  so  far  he 
has  done  that  well. 

In  his  early  days  Shaw  could  only 
afford  to  buy  into  small,  troubled 
companies.  "He  had  a  knack  for 
knowing  where  the  Achilles'  heel  was 
so  that  he  could  gain  control,"  says 
Roy  Woodall,  executive  vice  presi- 
dent of  the  National  Association  of 
Life  Insurance  Cos.  Shaw  got  one 
company  away  from  a  chief  executive 
with  a  drinking  problem,  another 
from  an  owner  in  trouble  with  the 
law,  a  third  from  a  man  whose  stock 
was  collateral  for  a  bad  loan.  His  ex- 
pansion was  possible  largely  because 
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Robert  Shaw  oflCH  Corp. 

He  doesn't  care  about  the  horsey  set;  he's  too  busy  getting  rich. 


of  the  Bank  of  Louisville,  whose  chair- 
man, Samuel  Klein,  took  a  liking  to 
Shaw  when  other  lenders  wouldn't 
talk  to  him.  "Bob  has  the  keenest 
mind  I've  ever  done  business  with," 
says  Klein,  now  77. 

Because  1CH  is  a  holding  company, 
most  of  its  income  comes  from  life 
insurance  subsidiaries.  Of  necessity, 
Shaw  uses  a  number  of  strategies  to 
maximize  cash  flow.  One  of  the  slick- 
est converts  aftertax  dividends  into 
deductible  interest  payments.  In 
1978,  for  example,  ICH  purchased 
50%  of  Great  Commonwealth,  a  Tex- 
as-based company  with  $125  million 
in  assets.  Shaw  paid  $13  million,  $10 
million  of  which  was  borrowed.  At 
that  time  his  main  operating  unit  was 
Ozark  National,  with  assets  of  only 
$78  million. 

To  make  the  takeover  work,  ICH 
sold  Great  Commonwealth  to  Ozark 
for  a  $13  million  surplus  debenture. 
This  made  the  principal  payable  only 
out  of  additions  to  Ozark's  net  worth. 
ICH,  of  course,  still  had  to  pay  the 
bank,  but  interest  payments  on  the 
debenture  reduced  Ozark's  income, 
saving  taxes.  Shaw's  round  face  gets 
gleeful  as  he  explains  this  scheme, 
since  replicated  a  handful  of  times. 
"We  used  the  future  profits  of  Ozark 
to  buy  another  company,"  he  says. 

ICH's  premium  income  topped 
$131  million  last  year,  and  until  re- 
cently almost  all  the  growth  has  come 
from  acquisitions.  Premium  income 
on  existing  business  was  declining, 
even  as  profits  rose,  largely  because 
many  of  Shaw's  early  acquisitions 
lacked  a  sales  force.  But  now  Shaw 
can  afford  better.  He  has  strong  agen- 
cy networks,  for  example,  at  Modern 
American  and  Massachusetts  Gener- 
al. Buying  Mass  General  also  brought 
in  a  new  chief  operating  officer:  John 
Gardiner,  formerly  a  senior  vice  presi- 
dent at  John  Hancock. 

Shaw  clearly  wants  to  make  ICH 
more  respectable,  but  the  expedien- 
cies of  the  past  still  haunt  him.  In  a 
first  step  to  simplify  his  web  of  inter- 
locking companies,  last  year  he  ex- 
changed ICH  stock  for  minority  inter- 
ests in  the  ten  subsidiaries  that  were 
only  partially  owned.  That  triggered 
several  lawsuits  from  bought-out 
shareholders,  claiming  that  the  ex- 
change ratios  were  too  low. 

Then  there  are  ICH's  interesting 
service  contracts.  Shaw  exercises  con- 
trol through  four  other  companies  (see 
chart).  These  handle  many  adminis- 
trative tasks  at  a  tidy  profit.  The  com- 
pensation of  Shaw  and  one  long-term 
associate — three-fourths  of  1%  of 
gross  income,  or  $1.7  million  includ- 
ing a  bonus  last  yea' — also  flows 


through  those  companies.  And  get- 
ting paid  that  way  gives  Shaw  a  pow- 
erful incentive  to  keep  acquiring,  re- 
gardless of  profitability. 

He  argues,  however,  that  his  incen- 
tive as  a  shareholder  is  stronger.  Over 
the  years,  for  example,  Shaw  has  got- 


The  chain  of  command 

Shaw  controls  ICH  through  four 
companies.  The  structure  was 
even  more  complicated  before  ICH 
bought  out  minority  interests  in 
ten  subsidiaries.  

Robert  Shaw 

55% 

Consolidated  National  Corp.  (private) 
71% 

Independence  National  Corp.  lo-t-c) 

1 73% 

American  Consolidated  Corp.  (o-t-c) 

83% 

Western  Pioneer 
Life  Insurance  Co.  (o-t-c) 

50% 

ICH  Corp.  (American  Exchange) 

Sole  ownership  of  16  life- 
insurance  companies  with  total 
assets  of  $1.4  billion,  including 
Great  Southern,  Modern  American 
and  Massachusetts  General. 


ten  rid  of  blocks  of  unprofitable  insur- 
ance, mostly  accident  and  health  poli- 
cies. Still,  last  year  Shaw  imposed  a 
ceiling  that  in  effect  freezes  total  fee 
income  at  1981  levels,  a  move  that 
seems  designed  to  quell  critics. 

The  recent  Great  Southern  acquisi- 
tion, which  propels  Shaw  into  the  big 
time,  reveals  him  at  his  canniest.  The 
$250  million  purchase  price  includes 
$80  million  in  cash — but  most  of  that 
money  is  coming  from  Great  South- 
ern itself.  Shaw  is  selling  it  two  of  his 
other  companies  for  $60  million.  Tex- 
as regulators  approved  the  deal,  even 
though  Great  Southern  must  write 
down  statutory  equity  by  $30  million 
because  Shaw  promised  an  annual 
20%  return  on  the  investment. 

All  this  brings  ICH  $170  million 
debt  and  raises  debt/equity  ratio  to 
1.2.  That's  staggering  in  an  industry 
in  which  the  average  is  well  below 
0.35.  Shaw,  of  course,  is  sure  that  he 
will  pull  off  the  deal  with  room  to 
spare.  A  soon-to-be-completed  com- 
puter consolidation  will  save  mil- 
lions, he  says.  And  a  revised  tax  basis 
for  Great  Southern  will  yield  tax 
losses  over  ten  years  equal  to  the  en- 
tire $250  million  purchase  price. 

Though  the  risks  are  hand-wring- 
ing, this  combination  of  operating  ef- 
ficiency and  financing  wizardry  has 
worked  in  the  past.  If  Shaw  can  keep 
juggling  his  investments  so  well,  he 
may  soon  be  known  as  one  of  the 
classiest  financial  performers  around. 
But  a  major  fumble  could  bring  his 
empire  crashing  down.  ■ 
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A  sign  to  remember. 


Swedish  American  industrial  future 
based  on  400  years  of  industrial  experience. 

For  the  last  400  years  we  have  been  working  and  solving  technical  problems.  It  all  started  in  1552  when 
King  Gustaf  Wasa  of  Sweden  founded  a  gunpowder  factory  to  insure  supply  to  the  Swedish  army  and  navy.  Even 
today,  a  large  part  of  our  activities  is  concentrated  on  the  development  and  production  of  defense  equipment. 
Our  latest  military  innovation  is  the  FFV  AT  4  advanced  anti-tank  weapon. 
Our  resources  for  mechanical  engineering,  electronics,  computer  technique  and  Optronics  also 
make  us  strong  in  a  variety  of  commercial  markets. 


We  are  well  established  in  the  US  via  Aero  Systems 
Engineering,  Inc.(ASE),  a  St.  Paul-based  company 
designing  and  manufacturing  computerized  jet 
engine  test  facilities.  Our  40  customers  are  found 
world-wide  and  include  major  airlines,  jet  engine 
manufacturers,  and  the  US  Air  Force.  We  could 
hardly  find  better  references. 

We  are  also  well  known  in  the  automotive  industry 
thanks  to  our  Car-O-Liner,  an  advanced  and  totally 
Swedish-made  aligning  bench  for  damaged  vehicles. 
Car-O-Liner's  acceptance  by  the  American  automo- 
tive body  repair  industry  has  been  spectacular,  with 
sales  of  the  unit  doubling  in  each  succeeding  year 
since  the  system  was  introduced  in  the  US  in  1979. 


Our  two  companies  United  Stirling,  Inc.  and  Stirling 
Power  Systems,  Corp.  are  developing  the  Stirling 
engine  concept  in  co-operation  with  American 
researchers.  You  may  have  noticed  the  results  of  the 
solar  energy  experiments  with  engines  from  United 
Stirling,  Inc.  During  tests  at  the  NASA  Jet  Propulsion 
Laboratory  in  California  a  total  system  efficiency 
close  to  30%  has  been  achieved  -  by  far  a  world- 
record  in  conversion  of  solar  energy  into  electricity. 

FFV  is  a  Swedish  industrial  group  working  at  a  high  technical  level. 
We  arc  $.500  employees  at  50  locations  in  10  countries. 
In  other  words  -  if  you  are  working 
in  a  high-tech-business  this  is 
A  SIGN  TO  REMEMBER. 

prpri#i  I 

-  technology  is  our  strength 


If  you  want  to  know  more  about  us,  please  write  to  FFV  Information,  S-631  87  Eskilstuna,  Sweden. 


■ 


At  Mazda's  daily 
Morning  Market,  a  fully 
assembled  engine  is 
selected  at  random  and 
broken  down  for  a 
detailed  quality  inspec- 
tion by  foremen  and 
other  workers. 


QUALITY  IS  NOW  THE  GOAL  OF  ALL  AUTOMAKERS. 
WHAT  MAKES  MAZDA  QUALITY  UNIQUE  IS 
THE  PROFOUND  COMMITMENT  OF  THE  PEOPLE  BEHIND  IT 

THE  EVOLUTIO 
QUALITY 


An  automobile's  quality  is  only 
as  high  as  the  quality  of  work 
that  goes  into  it. 

This  is  a  singularly  appeal- 
ing thought  if  you  are  now  con- 
sidering buying  a  Mazda. 
^Because  over  the  years,  our 
peopk  'nonsrrateda 
deepar.u         g  sense  of 
commitrr.  he  quality  of 

their  work. 

And  this  t  is 

clearly  evident  he  high 

quality  and  rea^ 
our  automobiles. 


DETERMINING  THE 
COST  OF  QUALITY. 

The  quality  and  cost  of  a  Mazda 
automobile  is  largely  deter- 
mined "upstream,"  by  research, 
planning  and  design. 

It  is  here  that  a  design  con- 
cept called  Group  Value  Engineer- 
ing proves  invaluable. 

A  typical  Mazda  G.V.E. 
project  team  will  include 
people  from  a  variety  of  dis- 
ciplines—engineers, designers, 
layout  planners,  and  people 


from  cost  control  and  pur- 
chasing, for  example. 
Pneir  job  is  to  analyze  and 
compare  various  design  alter- 
natives. And  to  arrive  at  the 
one  design  which  best  meets 
specific  development  objectives 
while  also  providing  the  high- 
est possible  quality  at  the 
lowest  possible  cost. 

MAZDA'S  QUALITY 
EVOLUTION. 

A  Mazda's  quality  and  cost  is 
also  determined  "downstream," 


during  pro- 
duction. 

Here  our 
people,  work- 
ers and  man- 
agement alike, 
provide  an 
edge  in  quality 
that  is  difficult 
to  come  by. 

By  adher- 
ing to  thou- 
sands of  qual- 
ity standards 
that  we've 
established  for 
the  work  that 
goes  into  a 
Mazda,  our 
people  build 
quality  into  our  automobiles  at 
each  step  in  the  production 
process. 

In  a  sense,  they  treat  each 
other  as  customers.  For  just  as 
we  will  not  sell  an  automobile 
that  hasn't  met  quality  stan- 
dards, they  will  not  allow  sub- 
standard work  to  move  forward 
to  the  next  person  on  the 
assembly  line.  In  fact,  workers 
can  bring  the  assembly  line  to  a 


By  pressing  a 
button,  work- 
ers can  call  for 
assistance  or 
even  halt  the 
assembly  line. 


meet  in  small  groups  to  solve  a 
variety  of  job-related  problems. 
In  the  process,  they  gain  a 
strong  sense  of  personal 
accomplishment  and  mutual 
respect  for  fellow  workers. 
Moreover,  their  involvement 
results  in  the  continuous  evolu- 
tion of  the  quality  of  work 
at  Mazda. 

FEWER  STEPS  ON  THE 
ASSEMBLY  LINE. 

Consider  how  the  ten  members 
of  the  Young  Craftsmanship  MQ 
Circle  improved  the  quality  of 
their  work,  and  their  work 
environment. 

Their  objective  was  decep- 
tively simple:  to  reduce  the 
walking  distance  between  their 
supplies  of  parts  and 
the  points  on  the  . 
assembly  line  where  the 
parts  are  used. 

The  distance  wasn't 
far.  A  little  more  than 
eleven  steps.  But  over  3V2 
months,  Circle  members,  work 
ing  with  their  supervisor, 
succeeded  in  reducing  the  dis- 
tance to  fewer  than  seven  steps 


DF  MAZDA 


halt  simply  by  pressing  a  but- 
ton should  the  situation  war- 
rant it. 

Our  people 
have  also  assumed  _ 
responsibility  for 
improving  the 
quality  of  the  work 
procedures  used 
to  meet  produc- 
tion standards. 

More  than 
18,000  Mazda 
people  demon- 
strate this  respon- 
sibility through 
voluntary  parti- 
cipation in  Mazda 
Quality  Circles. 
Circle  members 


And  reduced 
miles  a  day  to 


VEHICLES  PRODUCED 
PER  EMPLOYEE 


1975  1976  1977 


19H? 


Mazda  productivity  has  risen 
126.4%  over  the  past  seven  years. 


a  walk  of  about  six 
one  of  only  about 
3V2  miles. 

ANOTHER 
QUALITY 
EDGE  FOR 
MAZDA. 

But  a  shorter 
walk  isn't  all 
that  was  accom- 
plished. Circle 
members  contri- 
buted more 
than  240  ideas 
aimed  at  improv- 
ing the  quality  of 
their  work.  And 
the  adoption  of 
their  ideas  had 


dramatic  results. 

For  example,  a  tighter  bunch- 
ing of  parts  supplies  eliminated 
two  assembly  line  work  stations 
and  freed  space  for  future 
operations. 

Also,  as  the  result  of  more 
precisely  standardized  assem- 
bly procedures  developed  by 
Circle  members,  the  per  vehicle 


/ 


By  meeting  quality  standards,  our 
people  build  quality  into  our  automo- 
biles at  each  step  in  production. 

defect  rate— .0078  to  start 
with— was  further  reduced  by 
48.7%.  Which  provides  another 
edge  in  quality  for  Mazda. 

By  meeting  quality  stan- 
dards, and  actively  seeking 
ways  to  improve  work  pro- 
cedures, our  people  continue  to 
prove  that  commitment  to  quality 
isn't  just  an  abstract  concept. 

It's  a  tangible  part  of  every 
Mazda— an  expression  of  con- 
science on  the  part  of  people 
who  care  enough  to  achieve  the 
highest  quality  possible. 


FREE  1982  ANNUAL  REPORT 

We'd  like  you  to  know  more  about  Mazda. 
For  a  free  copy  of  our  1982  Annual  Report, 
just  send  your  name,  address,  city,  state 
and  zip  code  to  the  address  shown. 
Mailing  &  Marketing  Inc. 
Box  5960,  Orange,  CA  92668 
Attn:  Mazda  Annual  Report  Offer 


Management  at  department  store  chain 
Mercantile  Stores  just  gave  itself  a  nice, 
cozy,  takeover-proofing  arrangement.  The 
stockholders  like  it  just  fine. 


No  Superior  Oil 
situation  here 


management,  only  seven  people  usu- 
ally attend:  management  (five),  the 
auditor's  representative  and  outside 
legal  counsel.  No  nonmanagement  di- 
rectors and  rarely  any  investors.  So 
what's  the  big  deal,  you  may  ask,  over 
a  private  company?  Nothing,  but  this 


By  Howard  Rudnitsky 


T|he  annual  meeting  is  held 
each  year  in  offices  on  the  1 1th 
floor  of  the  Corporation  Trust 
Co.  building  in  Wilmington,  Del. 
There  is  no  sign  or  listing  telling  an 
investor  where  the  Mercantile  Stores 
floor  or  room  is  located.  One  must  ask 
the  security  guard  downstairs. 

The  meetings  are  over  in  little  more 
than  five  minutes,  and,  according  to 


I 


one  is  public.  True,  40%  of  Mercan- 
tile Stores'  recently  split  14.7  million 
shares  are  closely  held,  but  there  are 
around  6,000  other  investors  and  the 
stock  is  listed  on  the  NYSE. 

There's  usually  little  business  to 
transact  and  no  discussion  of  how  the 
various  divisions  of  the  84-depart- 
ment-store,  $1.4  billion  (sales)  chain 
are  doing,  so  it's  understandable  that 
no  one  wants  to  bother  traveling  to 
Wilmington  for  five  minutes.  It's  not 
exactly  the  fun  spot  of  the  East. 

Just  who  is  Mercantile?  Though  run 
out  of  New  York  (and  incorporated  in 
Delaware),  it  has  most  of  its  stores  in 
the  suburbs  of  medium-size  to  small 
cities  in  the  South  and  Midwest  under 
names  like  Gayfers,  Castner  Knott, 
McAlpin's,  Bacons,  Joslins  and  Jones. 

The  controlling  40%  (5.9  million 
shares)  is  owned  beneficially  by  the 
founding  Milliken  family  and  by  Har- 
old W.  fockers,  76,  and  F.G.  Kingsley, 
87,  longtime  associates  of  the  Milli- 
ken family. 

It  was  a  Milliken,  along  with  other 
creditors,  that  more  than  60  years  ago 
reorganized  a  large  wholesale  dry 
goods  firm — H.B.  Claflin  Co. — that 
had  gone  under  owing  what  was  then 
a  huge  $42  million.  Claflin's  eventu- 
ally became  two  new  chains:  Mercan- 


Meraintile  Stores'  Bacons  department  store  at  the  Galleria  in  Louisville,  Ky. 

Top  stores  it,       iller  markets  pay  off  for  Mercantile,  Roger  Milliken  (above),  his  family  and  other  investors. 
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tile  Stores  and  Associated  Dry  Goods. 

The  Millikens  cast  their  lot  with 
Mercantile,  and  the  long  investment 
has  clearly  turned  out  well.  Mercan- 
tile's  stock  was  selling  for  about  $62  a 
share  recently,  making  the  Milliken 
interests'  holdings  worth  a  whopping 
$368  million. 

The  Millikens  also  own  all  of  one  of 
the  largest  private  companies  ex- 
tant— giant  textilemaker  Milliken  & 
Co.  of  Spartanburg,  S.C.,  with  sales 
estimated  at  between  $1.5  billion  and 
$2  billion.  Led  by  67-year-old  Roger 
Milliken,  they  are  used  to  running 
their  own  show  and  decidedly  prefer 
to  maintain  a  very  low  profile. 

Still,  stockholders  might  have  had 
some  reason  to  turn  out  this  year.  It 
seems  the  company  was  concerned 
that  it  might  be  vulnerable  to  an  un- 
friendly takeover,  if  you  can  imagine 
that.  At  least  that's  what  the  proxy 
said,  although  the  proxy  also  essen- 
tially said  management  knew  of  no 
one  secretly  buying  up  big  blocks  of 
Mercantile  stock  or  trying  to  effect  a 
merger  now. 

The  board  proposed  that  a  takeover 
must  be  approved  by  a  75%  vote  of 
the  shareholders,  instead  of  by  simple 
majority,  and  that  directors  have 
three-year  staggered  terms.  At  least 
management  didn't  ask  for  any  golden 
parachutes,  but  apparently  enough  is 
enough. 

From  the  outset  it  was  clear  that  at 
least  40%  of  Mercantile's  shares 
would  vote  for  all  the  amendments. 
But  with  control  virtually  assured, 
why  bother?  Others  with  similar  con- 
cerns seem  less  worried.  Zayre's,  an- 
other big  retailer,  in  which  the  found- 
ing Feldberg  family  owns  less  than 
20%,  recently  passed  noticeably  less- 
extreme  antitakeover  measures. 

The  unstated  reason:  No  big  Milli- 
ken sellout  appears  imminent,  but 
the  Milliken  interests  nowadays  are 
trustees  for  scores  of  trusts,  some  of 
which  are  for  second-  and  third-gen- 
eration Millikens.  There  may  be  some 
family  members  who  want  to  sell 
shares  because  the  dividend  income 
from  the  stock  wasn't  high  enough 
(the  payout  ratio  averages  under 
20% ),  or  in  order  to  settle  estates.  The 
controlling  block  appears  to  be  split- 
ting into  too  many  pieces  for  a  few 
Milliken  patriarchs  to  control  easily. 

Leon  Winbigler,  Mercantile's  57- 
year-old  chairman,  doesn't  deny  that 
possibility.  But  he  is  quick  to  insist 
that  "I  don't  know  what  the  family 
has  in  mind.  It  was  management  that 
looked  into  and  brought  the  changes 
in  the  corporate  bylaws  to  the  atten- 
tion of  the  Milliken  people,  not  the 
other  way  around." 


Yet  of  5.24  million  pre-split  shares 
voting,  a  lopsided  4.5  million  voted 
for  the  75%  requirement,  with  only 
388,000  against  and  343,000  abstain- 
ing. Other  so-called  shark  repellent 
amendments  drew  an  even  smaller 
negative  vote. 

What  are  Mercantile's  outside 
stockholders  getting  that  keeps  them 
so  quiet?  Mainly,  a  very  solid  com- 
pany. Mercantile  Stores  puts  a  heavy 
emphasis  on  soft  goods  and  private- 
label  merchandise,  catering  mostly 
to  the  middle-to-upper-middle-class 
customer,  and  had  record  earnings 


last  year  of  almost  $70  million  on  its 
sales  of  $1.4  billion.  Recession  profits 
were  up  by  20%  over  the  previous 
record  year,  and  Mercantile's  return 
on  sales  was  a  splendid  4.9%. 

Over  the  past  decade,  sales  and 
earnings  before  acquisitions  have 
grown  at  a  compounded  12%  or  so; 
1983's  earnings  are  up  one-third  in  the 
first  quarter,  and  the  dividend  rate 
was  upped  by  25%.  And  the  stock  is 
up  fourfold  since  1980. 

Here,  then,  is  the  magic  formula  for 
having  docile  outside  stockholders: 
Treat  'em  right  in  the  first  place.  ■ 


By  Ben  Weberman 
and  Robert  McGough 


How  can  a  big,  stodgy  company  shake  the 
"Montgomery  Ward  mentality"?  Metro- 
politan Life  is  trying  the  acquisition  route. 


A  new  aria 
at  the  Met 


Mario  Cuomo  has  introduced  a  bill  to 
do  something  about  it).  In  the  mean- 
time, $56  billion  (assets)  Metropoli- 
tan is  moving  everywhere  it  can  to 
overcome  decades  of  stagnation. 

Back  in  the  1940s  Metropolitan  was 
the  largest  insurance  company  in  the 
nation,  with  the  Pru  a  distant  second. 
Now,  Prudential's  $67  billion  assets 
are  20%  greater  than  Metropolitan's. 
How  did  it  happen?  The  Met  became  a 
prisoner  of  its  own  successful  history. 
It  came  out  of  the  Great  Depression  in 
sound  shape  because  it  followed  a 
conservative,  fixed-income  investing 
philosophy  and  refused  to  change  it 
when  the  times  changed.  Metropoli- 
tan had  what  was  known  then  as  a 
"Montgomery  Ward  mentality,"  after 
the  retailer  whose  chairman,  Sewell 
Avery,  virtually  turned  it  into  a  bank 
out  of  fear  of  another  depression. 

Successive  Metropolitan  manage- 
ments did  little  to  reverse  the  trend 
until  Richard  Shinn,  who  retired  last 
February  as  chairman  and  chief  ex- 
ecutive officer,  decided  to  devote  the 
last  four  years  of  his  tenure  to  bring- 
ing the  Met  into  the  era  of  equities, 
equity-based  insurance  products  and 
aggressive    portfolio  management. 


In  1964,  when  The  Prudential  In- 
surance Co.  applied  to  the  Securi- 
ties &  Exchange  Commission  to 
sell  variable  annuity  policies,  Metro- 
politan Life  Insurance  Co.  executives 
shook  their  heads  in  dismay.  Invest- 
ing policyholder's  premiums  in  the 
stock  market  was  obviously  a  danger- 
ous innovation.  "Our  people  felt  it 
was  a  mistake  to  have  a  product  based 
on  common  stock  investments,"  re- 
calls Metropolitan's  current  President 
and  CEO  John  J.  Creedon. 

Times  change.  This  year  Metropoli- 
tan will  start  selling  a  new  version  of 
its  variable  annuity  policy.  It  now 
owns  the  nation's  second-largest  in- 
vestment counselor,  Boston's  State 
Street  Research  &.  Management.  And 
if  you  ask  Creedon  why  he  doesn't 
also  want  to  get  into  the  stock  broker- 
age business  outright  a  la  the  Pru  with 
Bache,  he  responds.  "When  did  I  say  I 
didn't  want  to  get  into  brokerage?" 

The  only  reason  he  can't,  indeed,  is 
New  York  State  law,  which  prohibits 
insurers  from  acquiring  brokers.  That 
may  be  only  temporary  (Governor 
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Metropolitan  Life  's  John  Creedon  and  Robert  Schwartz 
Changing  the  culture  of  a  company. 


Shinn  has  left  behind  two  hand- 
picked  successors:  Robert  G. 
Schwartz  as  chairman  and  chief  in- 
vestment officer  and  Creedon  as 
president  and  CEO,  both  career  Met- 
ropolitan employees. 

The  most  important  step  so  far  has 
been  the  acquisition  of  State  Street 
and  its  portfolio  of  $11  billion  under 
management.  Metropolitan  paid  $85 
million  in  cash  last  January  to  State 
Street's  partners,  most  of  them  Bos- 
ton blue  bloods,  who  stayed  on  to  run 
the  operation.  The  27  partners  can  get 
up  to  $42  million  more  in  bonuses, 
depending  on  performance  over  the 
next  five  years.  What  is  Metropolitan 
getting  for  that  hefty  price?  Creedon 


likes  to  do  a  little  addition:  Add  State 
Street  to  Metropolitan's  $56  billion 
assets,  and  it  nearly  closes  the  asset 
gap  with  $67  billion  Prudential. 
That's  not  entirely  accurate,  of 
course,  since  it  doesn't  include  assets 
managed  by  Prudcntial-Bache.  The 
real  significance  is  in  the  entree  State 
Street  gives  the  Met  into  big-time  eq- 
uity financial  services. 

For  example,  the  management  firm 
will  handle  much  of  the  equity  por- 
tions of  Metropolitan's  separate-ac- 
count pools  of  pension  fund  clients. 
(In  a  separate  account,  the  insurer 
manages  the  money,  but  the  client,  in 
return  for  a  say  in  the  investment  and 
reduced  fees,  takes  the  market  risk). 


Mutual  funds,  another  subject  Metro- 
politan has  avoided,  are  also  an  area 
for  teamwork.  State  Street  runs  three 
open-end  mutual  funds  whose  shares 
could  be  sold  publicly,  under  the  Met- 
ropolitan name,  by  means  of  a  simple 
filing  with  the  SEC. 

"What  the  Met  has  that  we  need  is 
marketing  capability,"  says  George 
Bennett,  president  of  State  Street.  For 
the  Met's  part,  says  Creedon,  "we 
needed  to  get  into  equities  but  decid- 
ed internal  expansion  was  not  practi- 
cal. We  would  have  had  to  build  an 
internal  organization  with  a  different 
philosophy"  than  the  fixed-income, 
secunty-of-principal  one  that  has 
reigned  since  the  Depression.  "Some- 
times it's  as  hard  to  turn  men's  minds 
as  it  is  to  turn  entire  companies." 

Solid  and  conservative  itself,  State 
Street  seems  a  good  match  for  Metro- 
politan. Anything  flashier  might  send 
the  old  insurer  into  shock.  Of  State 
Street's  $9  billion  in  equity  invest- 
ments, about  75%  is  in  big-company 
blue  chips.  High  technology?  Bennett 
is  cautious.  "Most  of  those  stocks 
have  made  quite  a  move  already,"  he 
says.  Consumer-related  marketing 
companies,  even  energy  and  heavy 
manufacturing,  might  be  better  be- 
cause "some  of  them  have  taken  a 
heavy  beating;  it  could  mean  they've 
been  overlooked." 

Bennett  is  proud  of  State  Street's 
performance  in  big  pension  ac- 
counts— up  145%  in  five  years  and 
70%  in  three  years,  versus  gains  of 
93%  and  53%  respectively  in  the 
S&P's  500.  Computer  Directions  Ad- 
visors, which  tracks  149  big  money 
managers,  shows  State  Street  near  the 
median  recently — a  49.4%  gain  in  the 
12  months  ended  Mar.  31. 

Shinn,  Schwartz  and  Creedon  have 
been  changing  the  Metropolitan  cul- 
ture in  other  ways,  too.  The  company 
got  out  of  debit  insurance  in  January 
1982  by  treating  debit  policies  as  fully 
paid.  This  was  less  costly  than  sup- 
porting its  traditional  work  force, 
which  collected  the  pennies-a-week 
premiums  on  small,  Depression-type 
life  policies.  Under  Shinn  the  com- 
pany moved  into  auto  and  homeown- 
er insurance  in  the  early  Seventies; 
last  year  these  two  lines  generated 
$366  million  in  premiums. 

Clearly,  the  Met  is  playing  catch-up 
ball.  It  has  a  long  way  to  go  to  close 
the  gap  with  Prudential — let  alone 
prompt  Merrill  Lynch  or  Citicorp  to 
look  over  its  shoulder.  But  it's  a  start. 
As  Creedon  says,  "For  a  long  time  you 
just  didn't  mention  the  word  'profit' 
in  mutual  life  companies."  Now  all 
that  has- changed.  It  is  a  big  change 
indeed.  ■ 
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Kings.  1  mg  "tar".  0  2  mg  nicotine 
av.  per  cigarette  by  a  recognized 
method  used  by  B&W  and  supported 
by  independent  laboratories. 


The  pleasure  is  back. 

BARCLAY 


Warning:  The  Surgeon  General  Has  Determined 
That  Cigarette  Smoking  Is  Dangerous  to  Your  Health. 


The  Up  &  Comers 


E.T.'s  novelty-store  "finger"  is  made  of  the 
same  stuff  as  Dr.  Michael  DeBakey's  favor- 
ite new  surgical  tubing.  One  company 
makes  both  products. 

"We  can't 
afford  failures" 


Concept  Chairman  Terry  E  Tanner  and  President  James  T.  Treace 

"The  products  were  good,  but  we  tried  to  compete  in  too  many  arenas. 


By  Paul  B.  Brown 

Over  the  past  18  months  the  price 
on  shares  in  tiny  Concept,  Inc., 
has  more  than  trebled,  to  about  $16, 
or  40  times  earnings.  That  would 
please  executives  of  most  companies, 
but  then,  for  better  or  worse,  Concept, 
in  Clearwater,  Fla.,  is  unlike  most 
companies.  At  most,  the  founder  and 
chairman  would  not  spend  part  of  ev- 
ery day  working  down  the  road  as 
another  company's  doctor,  as  Con- 
cept's chairman  did  until  recently.  At 
most  companies  the  move  into  tech- 
nologically advanced  medical  prod- 
ucts would  not  be  financed  by  the 
likes  of  disposable  flashlights  and 
"E.T."  novelties.  And  most  compa- 
nies don't  have  a  new  thermoplastic, 
referred  to  jokingly  as  "Son  of  Flub- 
ber,"  that  has  caused  at  least  one  ana- 
lyst to  predict  a  tenfold  increase  in 
sales — now  $20  million  a  year — with- 
in five  years. 

Concept  as  it  exists  today  differs 
from  what  Chairman  Terry  F.  Tanner, 
then  a  36-year-old  country  doctor  in 
Auburndale,  Fla.,  had  in  mind  when 
he  decided  to  go  into  business  20 
years  ago.  "I  always  was  interested  in 
making  more  efficient  medical  prod- 
ucts," says  Tanner.  While  Tanner 
knew  that  he  wanted  to  go  into  the 
medical  supply  business,  he  didn't 
know  what  he  wanted  to  supply.  A 
meeting  at  his  house  one  Saturday 
afternoon  took  care  of  that. 

"I  invited  15  or  so  doctor  and  den- 
tist friends  for  a  brainstorming  ses- 
sion," Tanner  recalls.  "I  wanted  to  see 
what  the  medical  world  was  waiting 
for.  Our  first  product  came  from  an 
idea  from  a  dentist  who  complained 
that  he  was  always  running  out  of 
batteries  for  the  flashlight  he  used 
during  examinations.  He  said,  'Why 
don't  you  make  a  flashlight  you  can 
throw  away  when  the  batteries  are 
gone?'  " 

The  next  day  Concept's  only  other 
employee — an  engineer  hired  away 
from'  Honeywell,  where  Tanner  was 
company  doctor — built  a  prototype  of 
a  disposable  flashlight,  and  Concept, 
Inc.  was  born. 

In  the  coming  years  other  products 
appeared  the  same  way:  Doctors 
would  tell  Tanner  of  a  need,  and  the 
company  would  fill  it.  The  flashlight 
for  dentists  was  turned  into  the  cor- 
nerstone of  a  consumer  products  divi- 
sion. By  1979  medical  and  nonmedi- 
cal sales  totaled  $11  million. 

Profits,  however,  came  hard.  "Con- 
cept was  being  led  by  the  research 
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division.  That  made  sense.  That's 
what  built  the  company  and  was  in 
keeping  with  the  company's  name," 
says  James  T.  Treace,  Concept's  presi- 
dent and  chief  executive  officer.  "The 
problem  was  that  the  people  doing  the 
research  and.  developing  never 
thought  about  whether  the  marketing 
guys  could  sell  it." 

That  caught  up  with  Concept  in 
1980.  The  company  in  1979  had 
earned  $700,000  on  $11  million  in 
sales.  The  next  year  it  lost  $2.3  mil- 
lion, and  in  1981  it  squeezed  out  a 
$170,000  profit  only  after  heroic  sur- 
gery on  marketing,  research  and  de- 
velopment costs.  Treace  doesn't  deny 
that  a  $5.8  million  stock  offering  in 
1981  was  the  only  thing  that  kept  the 
company  going. 

It  was  shortly  after  that  stock  offer- 
ing that  Concept  hired  Treace,  then 
35,  from  Richards  Medical  Company, 
Inc.  in  Memphis,  an  orthopedic  and 
microsurgical  subsidiary  of  Rorer 
Group.  Treace  had  been  second  in 
command  of  the  $70  million  division, 
and  becoming  top  dog  at  a  company 
with  sales  of  just  $9  million  a  year 
wasn't  cause  for  love  at  first  sight. 

"Concept's  image  in  the  industry 
was  smoky,"  Treace  recalls.  "The 
products  they  made  were  good,  but 
they  were  trying  to  compete  in  too 
many  arenas." 

But  Treace  finally  took  the  job  for 
more  money  and  for  stock  options 
now  worth  about  $500,000.  He  decid- 
ed to  concentrate  on  businesses  in 
which  his  experience  made  him  com- 
fortable: orthopedics  and  microsur- 
gery. Specialists  in  each  buy  $150  mil- 
lion to  $200  million  worth  of  equip- 
ment a  year,  and  the  equipment  sales 
are  increasing  by  at  least  25%  a  year. 
Concept  sold  its  other  businesses. 
After  stripping  Concept  down,  Treace 
added  to  the  professional  medical 
sales  force — it  now  numbers  about 
25 — to  end  the  company's  reliance  on 
outside  dealers. 

Hiring  the  sales  force,  creating  a 
marketing  division  and  beefing  up  re- 
search and  development  has  cost 
money.  Some  of  it  will  come  from  the 
$8  million  or  so  Concept  should  re- 
ceive by  the  time  1 .2  million  warrants 
to  purchase  shares  of  the  company  at 
$7  each  are  exercised. 

The  warrants  were  sold  in  Con- 
cept's 1981  stock  offering  and  are  now 
expiring.  In  the  more  distant  future, 
specialty  medical  products  will  be  fi- 
nanced by  Concept's  consumer  divi- 
sion, which  contributed  one-third  of 
earnings  last  year  with  such  products 
as  the  disposable  flashlight  and  E.T.'s 
finger  light  fan  elongated  digit,  with  a 
light  on  the  end  of  it,  that  attaches  to 


a  finger).  Treace  concedes  that  such 
gimmickry  offends  Concept's  concept 
of  medical  specialization.  But  there  is 
something  good  to  be  said  about  the 
gimmicks,  too:  namely,  that  they 
make  a  lot  of  money — too  much  mon- 
ey right  now  to  justify  the  sale  or  the 
spinoff  of  the  consumer  division. 

"It's  not  really  big  enough  to  be 
called  a  cash  cow;  it's  more  of  a  cash 
goat,"  Treace  jokes.  "But  the  fact  is,  it 
throws  off  a  lot  of  money  and  it 
doesn't  take  very  much  of  manage- 
ment time." 

But  look  again.  E.T.'s  finger  is  really 
out  of  this  world,  after  all.  For  it  was 
made  of  C-Flex  (Concept  flexible  plas- 
tic), a  thermoplastic  designed  to  com- 
pete with  silicon  and  polyvinyl  chlo- 
ride. The  additives  that  make  PVC 
flexible  enough  for  such  diverse  appli- 
cations as  meat  wrapping  and  intrave- 
nous tubing  can  cause  cancer  in  labo- 
ratory animals,  according  to  some 
Food  &  Drug  Administration  studies. 
Concept  developed  C-Flex  as  a  less 
irritating  cuff  for  the  tube  used  to 
keep  a  patient's  windpipe  open  during 
surgery,  but  the  company  has  found 
other  uses  for  C-Flex,  too.  C-Flex  does 
cost  roughly  twice  as  much  as  PVC. 
Yet  a  favorable  review  of  C-Flex  in 
heart  surgery,  by  surgeon  Michael  De- 
Bakey  and  Dr.  George  Noon,  has  ex- 
cited securities  analysts  and  others.  If 
the  use  of  PVC  were  restricted,  they 
ask,  wouldn't  C-Flex  grab  a  bigger 
chunk  of  the  market? 

To  that,  Treace  responds  cautious- 
ly. "I  wouldn't  bet  my  house  on  any- 
thing the  FDA  might  or  might  not  do, 
especially  putting  restrictions  on 
PVC,"  he  says.  "I  am  certainly  not 
going  to  bet  Concept's  house  on  C- 
Flex.  I  don't  think  we  will  be  a  re- 
placement for  PVC.  However,  I  think 
it  will  be  very  competitive  with  sili- 
con." The  medical  market  for  silicon 
amounts  to  some  $1  billion.  C-Flex  is 
now  going  into  mass  production. 

With  the  restructuring  of  the  medi- 
cal division,  Treace  has  created  the 
company  he  wanted.  "I  think  you  will 
see  the  results  trickling  in  in  the 
fourth  quarter,"  he  says.  The  quarter 
ends  Aug.  31.  The  real  test,  he  adds, 
will  be  the  1984  results.  He  expects 
that  year  to  be  a  winner.  "Right  now," 
he  says,  "I  would  pay  our  current 
share  price  for  any  of  three  major 
product  lines  we  have:  orthopedic, 
microsurgery  and  C-flex." 

Treace,  after  all,  was  hired  to  turn 
the  company  around,  and  he's  talking 
as  if  he  has  done  it.  If  he  hasn't,  Con- 
cept's stock  price  may  drop  as  fast  as 
it  has  risen — or  faster.  As  Treace  him- 
self observes,  "At  our  critical  mass, 
we  can't  afford  any  failures." 


Up  from  the  cradle 


Blessings  CEO  David  Lewis 

Doing  what  no  one  else  wants  to. 


Blessings  Corp.  may  long  be  re- 
membered as  the  diaper  service 
company  that  survived  Pampers,  but 
David  Lewis,  chief  executive  officer 
of  the  Piscataway,  N.J.  firm,  talks  as  if 
he  would  just  as  soon  forget  it. 
"That's  just  one  of  four  arms  of  our 
company,"  Lewis  says.  To  underscore 
the  point,  Blessings  banishes  its  dia- 
pering operations  to  the  rear  section 
of  its  annual  report. 

Blessings  remains  the  country's  big- 
gest diaper  service  firm.  And  with  the 
growing  geriatric  market  for  what  the 
industry  terms  "incontinence  prod- 
ucts," diapering  may  well  be  a  growth 
industry.  Still,  Lewis  is  probably  right 
to  emphasize  Blessings'  strengths 
outside  baby  diapers.  Its  plastic  film 
division,  a  manufacturer  of  health 
care  and  agricultural  plastics  with 
sales  of  $24  million  a  year,  actually 
generated  half  of  the  $8  million  of 
Blessings'  overall  sales  growth  in 
1982.  Plastics,  the  Geri-Care  division 
(adult  diapers)  and  Baby  Talk  maga- 
zine together  earned  66%  of  total 
operating  profits  on  less  than  half  of 
Blessings'  overall  revenues.  Baby  dia- 
pering accounted  for  the  cub's  share 
of  the  profits. 

Not  that  being  the  country's  largest 
diaper  service — Blessings  has  28%  of 
the  $120  million  market — is  anything 
to  be  ashamed  of  in  the  age  of  Hug- 
gics,  Luvs,  Pampers  and  other  dispos- 
ables, which  soak  up  80%  of  the  mar- 
ket. Yet  even  the  recent  baby  boomlet 
amounts  to  only  a  tick  upward,  to  3.6 
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A  Marathon 
that  runs 
uphill  and 
downhill. 


Recently,  Xerox  unveiled  a  run- 
ning machine  unlike  any  the 
world  had  ever  seen.  The  Xerox 
1075  Marathon.  The  first  of  a 
new  generation  of  copiers  de- 
signed to  withstand  the  greatest 
tests  of  endurance  and  stamina. 

Now,  the  second  of  this  new 
breed  is  here.  The  Xerox  1035. 

It's  the  world's  first  desktop 
copier  that  has  four  reduction 
and  two  enlargement  modes.  So 
you  can  turn  an  original  into  just 
about  any  size  copy  you  could 
want.  The  1035  will  even  select 
the  best  reduc-  xerox 


tion  or  enlarge-  t  ^flfTR 


But  what  makes 
the  Xeroxl035  Marathon  outrun 
every  competitor  in  its  class  are 
features  you'd  expect  to  find  only 
in  a  big  copier. 

For  instance,  with  the  help  of 
advanced  electronic  technology, 


ment  for  your 
purposes,  auto- 
matically. 


1035 


XEROX 


XEROX 


the  Xerox  1035  copier  is  so  intel- 
ligent, it  can  actually  "think 
through"  difficult  copy  jobs  and 
then  show  you  how  to  do  them. 


8*4x11 
Original 


m  m 


8*4  x  14 
Copy 


11x17 
Copy 


Just  press  the  "Help"  button 
that's  linked  to  a  message  display 
panel,  and  in  plain  English  the 
1035  can  walk  you  through  what 
needs  to  be  done. 

Advanced  electronics  also 
enable  the  Xerox  1035  to  make 
copies  so  crisp  and  clear  they're 
difficult  to  tell  from  the  original. 

And  features  like  five  contrast 
settings  for  colored  or  problem 
originals,  an  optional  sorter,  job 
interrupt  and  two  paper  trays 


make  it  hard  to  believe  that  the 
1035  is  only  a  desktop  copier  at 
a  desktop  copier  price. 
But  when  you  see  how  the 


11x17 
Original 


8*4  x  11 
Copy 


Xerox  1035  is  as  reliable  as  it  is 
advanced,  you'll  also  see  how 
this  Marathon  has  been  designed 
to  run  and  run  and  run. 
Hour  after  hour  after  hour. 


For  more  information,  call  800-648-5888.  operator  654,  or  your  local  Xerox  office,  or  mail  in  this 
ccxipon:  Xerox  Corp.,  Box  24,  Rochester,  New  York  14692. 

□  Please  have  a  sales  representative  contact  me.    □  Please  send  me  more  information. 

NAME 

TITLE 

COMPANY 

ADDRESS 

CITY 

STATE 

654 

ZIP 

PHONE 

153  7-4-83 

Currently  available  in  selected  U.S.  cities. 

XEROX® ,  Marathon.  1075  and  1035  are  trademarks  of 

XEROX  CORPORATION. 


The  Up  &  Comers 

million  births  in  1982,  about  20%  un- 
der the  country's  peak  1957  birth  year 
(Forbes,  Nov.  22,  1982). 

Morris  Bonoff,  whose  father  owned 
a  laundry  service,  started  Blessings  50 
years  ago  during  the  Depression.  Bon- 
off needed  to  support  his  family,  and 
he  asked  himself:  What  could  I  do  that 
nobody  else  wants  to  do  and  just 
might  pay  for?  Answer:  wash  diapers. 
So  Bonoff  entered  the  diaper  biz. 
Shortly  afterward,  he  started  Baby 
Talk  magazine  for  his  customers. 

During  the  post-World  War  II  baby 
boom  the  business  thrived.  And  be- 
cause diapering  brings  upfront  cash, 
Bonoff  found  himself  with  lots  of 
spare  funds.  He  used  it  to  buy  other 
diaperers. 

Procter  &  Gamble's  introduction  of 
Pampers  in  1966  panicked  the  entire 
industry.  Bonoff  hastily  diversified. 
"He  bought  strange  little  businesses 
like  a  dental  supply  company  and  an- 
other firm  that  made  surgical  face 
masks,"  says  Lewis.  "They  dragged 
the  company  down."  In  1974  Bless- 
ings reported  a  $4.4  million  loss  on 
sales  of  $47  million. 

The  next  year  Lewis  was  hired  to 
succeed  Bonoff,  by  then  73.  Lewis  fig- 
ures that  as  a  graduate  of  Yale  and 
Harvard  Law  he  was  eminently  quali- 
fied for  the  diaper  biz.  Lewis  had 
worked  at  West  Point-Pepperell  and 
International  Paper  and  brought  with 
him  to  Blessings  an  old  protege,  fames 
Luke,  a  financial  specialist.  Together, 
Lewis  and  Luke  set  about  simplifying 
the  company. 

Preferred  Dental,  Blessings'  dental 
supply  catalog,  was  one  of  the  first  to 
go.  It  was  losing  $400,000  a  year,  and 
it  was  liquidated.  Lewis  decided  that 
Baby  Talk  was  overstaffed.  "We  kept 
the  three  key  people  and  fired  every- 
one else" — about  two  dozen  employ- 
ees, Lewis  says.  "Earnings  have  in- 
creased every  year  since." 

In  the  end,  four  businesses  were 
trimmed,  leaving  Blessings  almost 
where  it  had  started  back  in  the 
1930s — as  a  diaper  service  company 
with  a  baby  magazine.  The  only  addi- 
tion was  a  small  plastics  business, 
today  Blessings'  strongest  division.  Its 
sales  last  year  increased  by  21%, 
while  operating  earnings  rose  42%. 
That  followed  a  65%  increase  in  oper- 
ating earnings  in  1981 . 

Little  Blessings  competes  with  the 
likes  of  Union  Carbide,  Monsanto  and 
Mobil  in  commodity  plastics  by  serv- 
ing specialty  markets  the  big  compa- 
nies avoid.  Blessings  controls  70%  of 
the  $8.5  million  market  for  plastic 


outer  shields  for  hospital  bed  pads  and 
more  than  80%  of  the  $5  million  plas- 
tic market  for  sanitary  pads.  Blessings 
even  sells  to  makers  of  disposable  dia- 
pers. "If  we  didn't  do  it,"  Lewis  says, 
"someone  else  would." 

The  future  of  Blessings,  Lewis  says, 
lies  in  geriatrics.  While  Blessings'  dia- 
per services  battle  for  customers  and 
skimpy  6%  operating  margins,  $9 
million  (sales)  Geri-Care  (with  80%  of 
its  business  in  incontinence  products 
and  the  rest  in  the  manufacture  of 
baby  diapers)  enjoyed  a  13%  operating 
margin  in  1982,  a  24%  increase  in 
operating  profits  and  a  30%  increase 
in  sales.  Started  in  1978,  Geri-Care 
sells  its  lines  to  linen  supply  and  tex- 
tile companies  for  use  in  hospitals  and 


nursing  homes.  But  Lewis  thinks  the 
home  market  could  be  bigger,  possi- 
bly $5  billion.  He  estimates  there  are 
6  million  home-nursed  incontinents. 
Many  others  now  in  nursing  homes 
could  live  at  home,  he  says,  if  conve- 
nient incontinence  products  were 
made  available. 

But  the  market  won't  be  an  easy 
one  to  tap.  Blessings  faces  competi- 
tion from  Procter  &.  Gamble,  now 
marketing  a  disposable  adult  diaper. 
And  how  do  you  sell  adult  diapers, 
disposable  or  not,  to  homebound  old- 
sters? Maybe  the  answer  lies  in  Bless- 
ings' existing  baby-diaper  services' 
trucks  and  routes.  But  as  Lewis  says, 
"Our  future  is  at  the  other  end  of  the 
age  span." — Laura  Rohmann 


The  best  little  mill  in  Pittsburgh 


Nobody  in  his  right  mind  would 
have  started  a  steel  mill  in  Pitts- 
burgh in  1980,  right?  So,  when  Vince 
DiGiambattista  of  New  Jersey 
showed  up  in  a  suburban  Pittsburgh 
neighborhood  to  rent  a  building  that 
had  been  used  as  a  pornography  ware- 
house and  announced  he  was  going  to 
build  a  steel  mill,  the  neighbors 
sneered  with  disblief.  "You  can  imag- 


ine what  they  thought,"  DiGiambat- 
tista says. 

Today,  while  most  of  the  rest  of  the 
American  steel  industry  still  lan- 
guishes in  recession,  DiGiambattis- 
ta's  Worl-Tech  Metals  &  Composites 
Corp.  is  running  at  a  profit.  The  rea- 
sons are  simple.  DiGiambattista,  a 
metallurgist,  found  a  rather  arcane 
niche  in  the  steel  market  that  could 


Worl-Tecb's  Vince  DiGiambattista 
"We  will  always  be  the  best." 
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be  exploited  with  advanced  technolo- 
gy and  gambled  a  few  hundred  thou- 
sand dollars  to  build  a  tiny  mill  that 
takes  only  four  persons  to  run — him- 
self, his  wife  and  two  employees. 

Worl-Tech  produces  steel  in  pow- 
der form,  perhaps  the  finest  steel  pow- 
der available  in  the  world.  The  pow- 
der, already  alloyed  with  chromium, 
molybdenum  and  tungsten,  is  then 
heated  up  to  1800  degrees  Fahrenheit 
before  it  is  extruded,  or  forced  into  a 
mold,  to  form  billets  of  steel.  The 
billets  are  first  sold  to  specialty  steel 
companies  for  rolling,  then  to  manu- 
facturers who  turn  them  into  the 
highest-quality  cutting  tools  and  dies. 
The  billets  are  the  company's  main 
products,  but  it  also  sells  nickel  and 
cobalt  powders.  DiGiambattista,  who 
holds  seven  patents  in  powder  metal- 
lurgy, got  interested  in  the  technology 
in  1957,  when  he  worked  for  the  Na- 
val Reactor  Board.  Later  he  perfected  a 
new  process  for  manufacturing  tool 
steel  from  powders  that,  in  reducing 
the  number  of  steps  in  the  process  and 
improving  the  yield  of  raw  materials, 
makes  it  possible  to  produce  pow- 
dered steel  profitably  in  small  quanti- 
ties. One  trick  calls  for  liquid  nitro- 
gen, which  can  very  rapidly  cool  mol- 
ten steel  to  produce  a  finer-grained 
powder  and,  hence,  a  harder,  higher- 
quality  tool. 

In  April  1980,  when  DiGiambat- 
tista was  working  as  executive  vice 
president  of  Coast  Metals  Corp.,  he 
decided  to  use  his  expertise  in  pow- 
ders to  start  his  own  business.  "My 
friends  told  me  that  it  was  a  bad  time 
to  start  a  business,"  he  says,  "but  I 
contend  that  there  are  always  an  un- 
limited number  of  reasons  for  not  go- 
ing into  business."  He  started  Worl- 
Tech  with  $20,000  of  his  savings  and 
$200,000  from  a  bank  loan  that  he 
personally  guaranteed.  It  helped  to  get 
the  loan  that  he  already  had  a  contract 
to  turn  out  about  $300,000  worth  of 
tool  steel.  In  1981  Worl-Tech,  still 
privately  held,  earned  $144,000  after 
taxes  on  sales  of  only  $458,000.  But  by 
April  1982  Worl-Tech  was  on  the 
brink  of  bankruptcy. 

What  happened?  Economic  disaster 
visited  the  metals  industry  that  year. 
"Nobody  was  buying  steel  of  any 
type,  including  tool  steels,"  DiGiam- 
battista recalls.  A  small  order  from 
Latrobe  Steel  kept  Worl-Tech  barely 
afloat,  but  old-fashioned  hard  work 
turned  the  rest  of  the  trick.  DiGiam- 
battista once  worked  for  53  days  run- 
ning. "I  worked  12-  to  14-hour  days," 
he  says. "When  your  back  is  against 
the  wall,  you  throw  both  your  mind 
and  your  body  into  the  work."  He 
can't  refrain  from  adding  that  such 


Financial  planning  shouldn't  begin 
with  the  latest  financial  fadL 


While  other  institutions 
are  putting  a  lot  of  advertising 
dollars  behind  the  new  money 
market  vehicles,  we  offer 
something  much  more  sub- 
stantial: our  120  years  of 
investment  experience. 

It's  the  same  reputation, 
in  fact,  we  put  behind  every 
service  we  offer— from  tax 
plans  to  IRA's  and  other 
retirement  programs  to  auto 
and  home  reinsurance. 


The  ability  to  provide  many  financial  services  doesn't 
happen  overnight.  That's  why  you  should  contact  your 
John  Hancock  companies  representative  today. 


We  can  help  you  here  and  now.  Not  just  hereafter. 


In  Geneva 


HOTEL  DES  BERGUES 


Set  on  the  right  bank  of  the  Rhone,  with  a  breathtaking  view 
of  the  Alps  of  Savoy,  this  old  and  beautiful  house  is  part  of  the  city  itself. 
For  some  150  years,  the  Hotel  des  Bergues  has  welcomed 
crowned  heads,  diplomats  and  international  travellers.  M&k 

A  Trusthouse  Forte  Exclusive  Hotel,  tfip 

For  reservations  call  toll-free:  800-223-5672  nationwide; 
212-341-4400  in  New  York  City:  1-800-268-9761  in  Canada:  416-363-6033  in  Toronto. 
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The  Up  &  Comers 


Opti-Copy,  Inc.  's founder  Jack  Wally  and  President  Joe  Wally 
"Okay,  we  got  lemons,  let's  make  lemonade." 


zeal  in  the  steel  business  generally  is 
notable  only  for  its  absence. 

Last  year  Worl-Tcch  produced  only 
200,000  pounds  of  steel  with  its  ca- 
pacity of  500,000  pounds.  But  sales 
have  increased  recently,  and,  al- 
though they  amounted  to  only 
$250,000  in  the  first  quarter,  DiGiam- 
battista  expects  $3.5  million  by  the 
end  of  the  year.  The  company  sells  a 
billet  of  its  tool  steel  for  an  average  of 
$6  a  pound.  The  raw  materials  cost  up 
to  $3.50  a  pound,  and  it  costs  $1.08  to 
process  them.  That  leaves  a  gross 
profit  of  $1.42  a  pound. 

Worl-Tech  has  little  real  competi- 
tion in  much  of  its  market.  DiGiam- 
battista,  who  prefers  working  on  the 
platform,  where  the  steel  gets  poured, 
to  sitting  behind  a  desk,  says,  "Our 
steel  is  in  demand  because  of  its  ex- 
tremely high  quality." 

As  for  his  laggard  competitors,  he 
says,  "They  have  had  no  capital  invest- 
ment for  years.  Is  it  any  wonder  that 
56%  of  our  tool  steel  comes  from  over- 
seas? The  steel  industry  must  regain 
its  position  of  prominence  by  striving 
for  excellence.  For  20  years  it  acted 
like  it  had  no  competition,  and  when  it 
discovered  that  it  indeed  had  competi- 
tion, it  didn't  want  to  compete.  We 
will  never  be  a  giant  mill,"  adds  Di- 
Giambattista  "but  we  will  always  be 
the  best." — Stanley  W.  Angrist 

Our  endangered  forests 

Government  paperwork  continues 
to  be  a  major  problem  for  small 
business, "  begins  a  letter  from  the  U.S. 
Small  Business  Administration  an- 
nouncing a  series  of  hearings  on  the 
subject. 

The  letter  is  accompanied  by  the 
notice  of  the  hearings  that  appeared  i  n 
the  Federal  Register  and  by  a  copy  of 
the  Paperwork  Reduction  Act  of  1980. 
The  Act  is  15  pages  long. — P.B.B. 

"We  don't  need  money" 

Before  Forbes'  printer  could  pro- 
duce this  page,  they  handtaped 
pieces  of  film  containing  type  and  il- 
lustrations onto  a  large  single  paper 
carrier  that  is  used  to  produce  a  single 
sheet  of  positive  film.  The  film  posi- 
tive is  then  exposed  to  make  a  litho- 
graphic printing  plate.  Although  the 
manual  process,  called  stripping,  is 
tedious  and  labor-intensive,  some  big 
magazine  and  book  publishers  still  use 
it.  But  Jack  Wally,  70,  a  former  Life 
contributing  phot  ipher,  is  one  of 
those  who  have  ma,      d  to  automate 


the  stripping  process.  His  privately 
held  Opti-Copy,  Inc.,  in  Lenexa,  Kans., 
sells  a  camera  Wally  invented  in  the 
early  1970s  that  projects  type  and  il- 
lustrations directly  onto  the  prepress 
film  used  to  create  the  plate.  In  seven 
years  Opti-Copy's  sales  have  grown  to 
$8.5  million  a  year,  from  $500,000. 

Wally's  camera  was  years  in  the 
making.  He  hit  on  the  idea  way  back  in 
the  early  1950s,  after  his  father  per- 
suaded him  to  give  up  photography  as  a 
career  and  take  over  the  family  blue- 
print business  in  Kansas  City,  Mo.  In 
those  days,  to  copy  a  blueprint,  you 
still  had  to  apply  the  transparent  hand 
drawing  to  a  sensitized  sheet  of  paper. 
Copying  was  cumbersome  and  slow. 


Tinkering  in  his  basement,  Wally  de- 
signed a  1 05mm  camera  to  photograph 
engineering  drawings.  The  drawings 
on  film  lost  little  resolution,  and  the 
film  was  smaller  and  easier  to  store 
than  large  blueprints.  In  1954  Wally 
began  selling  his  camera  to  engineer- 
ing, architectural  and  other  customers 
who  did  drafting,  such  as  Mobil,  and  to 
and  the  Army  Corps  of  Engineers  for 
making  maps.  By  1972  his  sales  had 
reached  $200,000  a  year. 

And  in  1972  lightning  seemed  to 
strike;  Wally  got  a  call  from  Eastman 
Kodak.  The  photography  giant  then 
was  trying  to  market  paper  printing 
plates  on  which  a  lens  could  directly 
project  images  to  eliminate  prepress 


74 


FORBES,  JULY  4,  1983 


stripping  and  save  exposure  time.  Al- 
though large  companies  such  as  Infor- 
mation International,  Inc.  and  Harris 
Corp.  were  also  in  the  business  of 
automating  prepress  lithography,  after 
extensive  research  Kodak's  technical 
staff  concluded  that  the  most  desirable 
lens  for  projecting  images  onto  its 
plates  would  be  70mm  to  105mm,  and 
Wally's  engineering  camera  was  the 
only  105mm  camera  on  the  market  at 
the  time.  Kodak  suggested  that  Wally 
design  a  camera  to  photograph  multi- 
ple 105mm  images  of  press-ready 
pages  on  one  piece  of  film  that  would 
then  project  directly  onto  Kodak's 
plates.  The  camera  would  provide  an- 
other market  for  Kodak's  plates  and 
would  push  Opti-Copy  into  the  graph- 
ics industry,  a  new  field  for  it.  Wally 
and  his  son,  Joe,  a  Harvard  M.B.  A.  who 
had  become  president  of  Opti-Copy  in 
1970,  went  to  work.  They  invested 
$250,000,  more  than  Opti-Copy's  net 
worth,  into  building  a  prototype. 

A  year  later  the  idea  that  had 
seemed  so  promising  fell  apart.  Al- 
though Opti-Copy  had  built  the  cam- 
era, Kodak  had  failed  to  come  up 
with  a  printing  plate  that  would 
work  with  the  camera.  "We  said, 
'Okay,  we  got  lemons,  let's  make 
lemonade,'  "  says  Joe  Wally,  41.  The 
Wallys  found  soon  enough  that  com- 
mercial printers  were  interested  in 
using  the  camera  to  automate  the 
stripping  process,  and  the  prototype 
was  sold  to  Kingsport  Press,  the  big 
Tennessee  printer,  for  $93,000. 
Growth  came  fast  after  that.  Today 
Joe  Wally  expects  1983  sales  to  reach 
$13  million. 

What  next?  Opti-Copy  is  working 
on  a  new  way  to  copy  and  enlarge 
drawings  done  on  computers.  Now, 
making  a  hard  copy  of  computer-aid- 
ed designs  is  the  slowest  part  of  the 
process.  Opti-Copy  is  perfecting  a  sys- 
tem that  combines  a  laser  plotter  with 
the  engineering  camera  to  swiftly 
make  enlargements. 

And  Kodak  is  back  in  the  picture.  In 
May  Kodak  marketed  a  metal  high- 
speed emulsion  printing  plate  and  has 
asked  the  Wallys  to  develop  a  new 
graphics  camera  for  it.  The  camera 
should  appear  in  September. 

With  its  cozy  market  niche,  its 
technology  and  its  record  of  growth, 
Opti-Copy  looks  like  a  company 
ready  to  go  public.  Not  so.  "Going 
public  is  a  great  ego  trip,"  Joe  Wally 
says,  "but  it  doesn't  make  any  busi- 
ness sense  unless  you've  got  a  specific 
need  for  the  money."  At  a  time  when 
companies  that  have  produced  little 
except  stock  certificates  are  going 
public,  that's  more  than  refreshing. 
It's  downright  inspiring. — Lisa  Gross 
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HOW  TO  CUT 
YOUR  COMPANY'S 
LONG  DISTANCE 
PHONE  BILL 
50%  OR  MORE. 


RC/I 


WATS,  MCI,  SPC,  AT&T,  RCA,  USTC,  ITT,  WU,  SBS. .  our 
brochure  unscrambles  the  alphabet  soup  facing  every  cost- 
conscious  company  seeking  the  best  mix  of  long  distance 
communications  services. 

In  many  cases,  an  RCA  private  line  satellite  channel  is 
the  solution  to  expensive  long  distance  phone  Pills.  But  even 
if  an  analysis  shows  we  can't  help  you,  our  brochure  will. 

To  get  it,  write  Walt  Pioli ,  400 
College  Road  East,  Princeton,       npjl  American 
NJ  08540.  Or  call  (609)  734-4300.  Communications 


F-7 


In  Philadelphia 


An  exclusive  hotel 
in  the  European  Tradition. 

The  Palace  Hotel's 
superb  location  on 
Benjamin  Franklin  Parkway 
makes  it  ideally  placed 
for  both  business  and  pleasure. 
The  business  district  and 
the  City's  famous  museums 
are  minutes  away. 
The  guest  rooms  are 
equally  superb. 
Each  is  the  size  of  a  suite 
and  has  its  own 
private  terrace  overlooking 
Philadelphia's  skyline. 


ATrusthouse  Forte  Exclusive  Hotel 

For  reservations  call  toll-free:  800-223  5672  nationwide: 
212-541 4400  in  New  York  Cilv:  1-800268  9761  in  Canada:416-363  6033  in  Toronto 
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Such  are  the  internal  contradictions  of 
socialism  that  Hungary,  the  Eastern  bloc's 
model  economy,  cannot  make  further 
progress  without  risking  Russian  tanks' 
crunching  hack  into  Budapest. 

The  ultimate 
chastity  belt 


By  Lawrence  Minard 


VI.  Lenin  and  Coca-Cola  sf. 
Can  political  repressi* 


dapest  store  display 
momic freedom  coexist? 


Sandor  Komlos  is  a  Commu- 
nist entrepreneur.  Last  year 
Komlos,  an  energetic  Hungarian 
in  his  late  40s,  quit  his  well-paid  tex- 
tile engineering  job  to  start  Horizont 
Guide,  a  translation  and  guide/inter- 
preter business  organized  under  new 
Hungarian  laws  aimed  at  broadening 
the  country's  cooperative  movement. 
In  its  first  year  in  business,  Horizont 
earned  20%  on  revenues  of  $75,000. 

Is  Komlos  happy,  proud  of  his 
achievement?  No.  He  is  depressed. 
"We  have  many  new  ideas  to  try,"  he 
tells  us  over  sandwiches  in  Horizont's 
cramped  office  on  Budapest's  Victor 
Hugo  Street.  "We  could  make  a  lot  of 
money.  But  we're  not  idiots.  If  you 
make  too  much  money  here,  the  wind 
starts  to  blow  the  wrong  way.  I  won't 
quit,  but  I  wouldn't  start  Horizont 
again." 

Komlos  reflects  for  a  moment  and 
adds:  "I  feel  like  I'm  supposed  to  be  a 
good  virgin  and  have  a  baby  at  the 
same  time." 

How  to  practice  socialism  without 
repressing  the  human  creativity  that 
propels  economies  forward:  This  is 
the  dilemma  facing  Hungary.  The 
country  is  at  a  crossroads.  Should  its 
leadership  slow  the  economic  re- 
forms? Doing  so  would  bring  on  eco- 
nomic stagnation  that  would  prob- 
ably result  in  a  reversion  to  Stalinist 
centralism.  Or  should  it  forge  ahead 
on  a  new  wave  of  reforms — this  time 
political  as  well  as  economic?  Doing 
so  would  risk  the  heavy  hand  of  Mos- 
cow. Not  a  pleasant  choice.  Either 
way  you  lose. 

There  is  no  question  that  Hungary's 
economic  reforms — introduced  in 
1968,  renounced  in  1973  and  reinsti- 
tuted  in  1978 — have  made  Hungary 
the  acceptable  face  of  socialism.  The 
landlocked  little  country  is  poor  in 
natural  resources.  Its  population  is 
only  10.7  million,  and  falling. 

Yet  Hungary  not  only  feeds  itself  but 
also  exports  a  growing  agricultural  sur- 
plus. Hungarian  managers  have  free- 
dom unimaginable  throughout  the  rest 
of  COMECON.  So  do  average  citizens. 
Unlike  other  Eastern  bloc  nations,  here 
the  state  doesn't  jail  citizens  trying  to 
build  a  house  or  earn  an  extra  income 
on  the  side:  Up  to  a  point  it  encourages 
such  activity.  Today  only  26%  of  Hun- 
gary's housing  stock  is  state-owned, 
less  than  in  Britain.  Whereas  the 
streets  of  Moscow  are  dead  and  desert- 
ed in  the  evening,  Budapest  is  alive 
with  private  shops,  jammed  with  pri- 
vate taxis.  There  are  now  around  5,000 
private  restaurants  in  Hungary,  many 
of  them  up  to  New  York  or  Parisian 
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Disintermediation,  Hungarian  style 


Socialist  Hungary  moved  a  step 
closer  to  capitalism  last  March 
when  it  introduced  COMECON's 
first  corporate  bond  market.  First 
into  the  market:  the  Hungarian 
State  Oil  &  Gas  Trust,  which  float- 
ed a  $5  million,  15 -year  issue  to 
build  a  natural  gas  pipeline.  With 
an  11.5%  coupon,  the  freely  nego- 
tiable obligation  was  oversub- 
scribed several  times.  The  next  of- 
fering should  take  place  this  sum- 
mer. Principal  investors:  other 
Hungarian  enterprises  with  sur- 
plus capital. 

Hungary's  new  bond  market  is 
meant  to  do  precisely  what  West- 
ern capital  markets  do:  channel 
scarce  capital  resources  from  less 
productive  to  more  productive 
uses.  This  has  been  a  major  prob- 
lem. With  no  outlet  for  any  profits 
they  might  make,  socialist  manag- 
ers are  forced  to  reinvest  in  their 
own  enterprises  regardless  of  eco- 
nomic prospects.  With  the  bond 
market  they  can  participate  in 
those  sectors  -  of  the  Hungarian 
economy  where  returns  are  high- 
est. This  will  raise  the  whole  coun- 
try's economic  efficiency. 

Thus  far  only  Hungarian  corpo- 
rations can  purchase  bonds.  That's 
a  pity  because  there  is  plenty  of 
cash  in  private  Hungarian  hands 
(much  of  it  generated  on  Hungary's 
semilegal    black    markets).  As 


things  currently  stand,  this  private 
liquidity  tends  to  flow  into  hous- 
ing construction  and  speculation 
and  into  art  and  antiques — -invest- 
ments that  do  nothing  to  bolster 
the  country's  sagging  productive 
capacities.  Americans  will  recog- 
nize the  problem:  Discourage  long- 
term  investment  and  you  subsidize 
speculation. 

Will  the  government  open  the 
bond  market  to  the  public?  We 
asked  Dr.  Tamas  Bacskai  of  the 
National  Bank  of  Hungary,  which 
oversees  the  new  market. 

"Personally,  I  would,"  replies 
Bacskai.  "The  problem  is  not  ideo- 
logical, it's  practical."  Creeping 
capitalism  again. 

The  problem,  Bacskai  explains, 
is  disintermediation.  Hungary's 
big  savings  bank  pays  3%  on  de- 
mand deposits  and  5%  on  one-year 
time  deposits,  against  11.5%  on 
the  new  bonds.  "If  we  allow  the 
public  more  competitive  forms  of 
investment,"  Bacskai  worries, 
"how  will  it  affect  the  liquidity  of 
our  savings  bank  with  all  its  25- 
year  mortgages?  We  could  subsi- 
dize interest  rates.  But  we  are  try- 
ing to  eliminate  subsidies  through- 
out the  economy." 

One  more  example  of  how  at- 
tempts to  resolve  one  socialist  con- 
tradiction generally  open  the  doors 
on  new  contradictions. — L.M. 


standards  (Forbes,  June  20). 

Popular  reading  among  students? 
"Friedrich  Hayek,"  a  Central  Com- 
mittee member  tells  us,  referring  to 
the  intellectual  father  of  Western  con- 
servative politico-economics. 

But  don't  be  misled.  In  political 
terms,  Hungary  remains  a  good  one- 
party  Communist  state.  "There  have 
been  many  economic  reforms  going 
back  to  1957,"  says  Mihaly  Bihari, 
formerly  a  law  professor  at  the  presti- 
gious University  of  Budapest  and  now 
head  of  the  higher  education  depart- 
ment in  the  Ministry  of  Culture,  "but 
there  have  been  no  political  reforms. 

"I  am  quite  convinced,"  Bihari 
adds,  "that  economic  reforms  with- 
out political  reforms  cannot  be  suc- 
cessfully achieved." 

Does  the  contradiction  matter?  Isn't 
Hungary  already  the  happiest  of  the 
"socialist  democracies"?  But  it  does 
matter,  because  Hungary  has  serious 
problems  that  can  be  solved  only  with 
further  growth  of  Hungarian  exports. 
The  Hungarian  economy  is  coping 
with  the  Western  debts  taken  down  to 
insulate  the  country  from  the  1970s' 
OPEC  shocks.  Those  loans  avoided  a 
political  crisis  that  might  have  result- 
ed from  a  falling  standard  of  living.  But 
Hungary  now  groans  under  $6.2  billion 
of  these  loans,  the  highest  net  debt 
burden,  in  per  capita  terms,  of  all  the 
COMECON  states  save  Poland. 
Around  $3  billion  of  its  debts  mature 
between  now  and  1985.  With  its  West- 
ern export  markets  depressed,  and  after 
a  $1.3  billion  run  on  its  hard  currency 
reserves  in  early  1982,  Hungary  was 
virtually  bankrupt. 

Last  September  it  was  forced  to  call 
in  the  IMF  and  agree  to  take  the  IMF's 
usual  medicine:  raise  consumer  prices, 
cut  imports,  raise  exports.  As  a  result, 
capital  spending  will  decline  by  10% 
this  year.  Real  consumer  incomes  will 
fall  2%,  the  first  decline  in  20  years. 

The  good  news  is  that  the  austerity 
program  seems  to  be  working.  Hunga- 
ry's 1982  current  account  deficit  of 
$195  million  was  a  vast  improvement 
over  198 l's  $727  million  deficit.  The 
government's  official  (and  probably 
unrealistic)  projection  for  1983  is  a 
$600  million  surplus.  Impressed,  big 
Western  banks  lent  Hungary  another 
$200  million  last  April. 

The  bad  news  is  that  Hungary's 
problems  run  far  deeper  than  the 
Western  recession  and  the  servicing 
of  its  debt.  As  a  resource-poor  little 
nation,  Hungary  depends  on  trade  for 
growth.  Last  year  around  55%  of  its 
GNP  came  from  trade,  split  about 
evenly  between  Eastern  and  Western 
partners.  Hungary  wants  to  maintain 
a  high  level  of  trade  with  the  West:  It 


is  the  only  way  Hungary  can  partici- 
pate in  the  technological  revolution, 
which  has  largely  bypassed  the  rigidly 
controlled,  artificially  regulated  so- 
cialist economies. 

But  as  good  Communists,  the  Hun- 
garian leadership  seems  bound  to  hon- 
or such  socialist  shibboleths  as  income 
equality  and  job  security.  These,  in 
turn,  tend  to  destroy,  over  the  long  run, 
the  Hungarian  economy's  competi- 
tiveness in  Western  markets. 

"We  have  a  low  rate  of  structural 
change,"  agrees  Dr.  Tamas  Bacskai, 
the  charming  managing  director  of 
the  powerful  National  Bank  of  Hun- 
gary. "Innovation  is  slower  here  than 
in  the  West  because  our  attitude 
toward  maintaining  full  employment 
reduces  the  speed  of  innovation." 
Now,  Bacskai  is  talking  like  a  conser- 
vative capitalist  economist  arguing 
against  "^industrialization"  for  de- 
caying industries.  He  goes  on:  "If  you 
have  a  lot  of  transfer  payments  from 
high-profit  to  low-profit  enterprises, 


then  those  who  want  to  innovate 
don't  have  the  capital  to  do  so.  We 
have  recognized  this  problem  and 
have  created  our  bond  market  to  deal 
with  it"  (see  box). 

Strange  words  from  a  supposed 
Marxist.  But  Dr.  Marton  Tardos,  of 
Budapest's  Institute  of  Economics  and 
one  of  the  founding  intellectuals  be- 
hind the  Hungarian  reforms,  sounds 
even  more  conservative.  "The  re- 
serves for  [state]  intervention  are  ex- 
hausted, "  says  Tardos.  "It  is  not  possi- 
ble to  keep  the  situation  as  it  now  is. 
We  must  change.  The  only  question 
is:  In  what  direction?  The  govern- 
ment says  in  the  direction  of  more 
liberalization,  but  it  is  not  taking  de- 
cisive steps  in  that  direction."  Tardos 
is  not  using  "liberal"  in  the  American 
sense  but  in  the  older,  European 
sense,  meaning  an  unfettered  econo- 
my. Tardos  is  blunt  about  the  conse- 
quences if  Hungary  does  not  move, 
economically  speaking,  to  the  right: 
"If  it  doesn't,"  he  says,  "there  is  a  real 
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IN  AMERICA  THE 
ARCHITECTS  COULD  STILL 
BE  LIABLE  FOR  IT. 


] 


They  might  be  hard  to  find. 

But  they  could  be  liable. 

Because  in  most  states  architects 
an  be  sued  for  the  work  they  did  no 
latter  how  long  ago  they  did  it. 

And  so  can  engineers. 

So  if  a  roof  falls  in  or  a  floor  gives 
jf,  they  or  their  firms,  or  even  their  es- 
(ites,  can  be  brought  to  court  over 
>mething  built  50  years  ago. 

Or  150  years  ago. 

In  fact  even  if  a  roof  doesn't  fall 
,  architects  and  engineers  can  still 
b  involved  in  a  suit. 

After  a  crime  in  a  suburban  mall, 
>r  example,  an  architectural  firm  was 
Dtually  sued  for  designing  a  shop- 
mg  center  that  was  "conducive  to 
chapping." 

And  if  that  seems  absurd,  con- 
fer this:  an  engineer  was  called  in  as 
consultant  on  a  problem  limited  to 
ie  roof  at  the  Hyatt  Hotel  in  Kansas 
ity.  He  was  later  sued  for  failing  to  no- 
:e  structural  weakness  in  the  skywalk 
at  collapsed  there. 

The  point  of  all  this  is  that  the 
reat  of  professional  liability  is  not  only 
al,  but  growing. 

Which  is  why,  at  INA,  a  CIGNA 
ompany,  we  have  a  special  division 


dealing  exclusively  with  this  risk. 

And  we'll  not  only  insure  architects 
and  engineers  for  claims  made  against 
them  while  they're  our  clients,  we  can 
even  cover  their  liability  for  work  they 
did  before  coming  to  us. 

We'll  also  provide  protection  af- 
ter they  retire. 

And,  maybe  most  important, 
we'll  do  everything  we  can  to  help 
them  reduce  their  likelihood  of  being 
sued  in  the  first  place. 

With  seminars  and  manuals  spe- 
cifically on  that  topic. 

And  with  a  highly  specialized  in- 
house  claim  staff  that  may  weli  know 
more  about  the  fine  points  of  design 
liability  than  any  other  group  in  the 
business. 

If  you're  interested  in  this  subject 
and  would  like  more  information, 
please  write  to  Insurance  Company 
of  North  America  at  1600  Arch  Street, 
Dept.  RC,  Philadelphia,  Pa.  19101. 

Or  if  you're  an  architect  or  engi- 
neer and  would  like  to  discuss  your 
specific  situation,  please  call  your 
agent  or  broker. 

After  all,  you  never  know 
when  something  p9HRBB@| 
might  go  d\jojm.  HTfcTi 


A  rock  concert  in  Budapest  sponsored  by  the  Communist  Party 

Do  the  young  understand  the  need  to  soothe  the  Russian  Bear? 


danger  of  an  economic  crash." 

To  its  credit,  and  up  to  a  point,  the 
government  is  listening  to  reformers 
like  Bacskai  and  Tardos.  As  Hunga- 
ry's leading  economist  Janos  Kornai 
makes  clear,  a  fundamental  problem 
with  socialist  economies  is  their  bed- 
rock devotion  to  full  employment  and 
state  planning.  Under  this  system, 
just  as  workers  are  secure  in  their 
jobs,  so  managers  are  secure  in  the 
fact  that  the  paternalistic  state  will 
always  bail  them  out  of  their  mis- 
takes: There  is  no  fear  of  bankruptcy 
in  socialist  economies  and  so  no  ob- 
jective way  to  weed  out  the  inefficient 
from  the  efficient  state  enterprises. 

To  attack  this  contradiction,  Hun- 
gary approved  new  reforms  last 
March.  From  now  on  managers  of 
moneylosing  companies  must  present 
three-year  plans  to  their  relevant  min- 
istries showing  how  they  plan  to  be- 
come profitable. 

If  a  manager  does  not  fulfill  plans? 
"Then  his  work  force  must  be  re- 
grouped elsewhere  and  his  enterprise 
must  be  liquidated, "replies  Dr.  Miklos 
Nemeth,  a  Harvard-educated  econo- 
mist and  member  of  Hungary's  Central 
Committee.  This  kind  of  thing  usually 
happens  automatically  in  the  U.S. — 
witness  the  current  partial  liquidation 
of  International  Harvester — but  is 
scarcely  possible  under  socialism. 

Nemeth  thinks  there  are  22  enter- 
prises, employing  nearly  50,000  work- 
ers, that  may  be  forced  to  close.  But 
whether  the  Hungarian  trade 
unions — whose  leaders  talk  reform 
but  are  said  by  the  reformers  to  retard 
seriously  the  reform  process — will  al- 
low bankruptcies  and  sackings  is  any- 
one's guess. 

Another  reform  approved  this  year 
aims  at  facilitating  the  dumping  of 
inept  managers.  Under  it,  all  top  man- 
agerial positions  will  be  open  to  appli- 
cations, with  the  applications  openly 
discussed.  Successful  applicants  will 
be  awarded  contracts  of  no  more  than 
five  years.  If  they  fail  to  perform,  no 
reappointment.  That,  at  least,  is  the 
theory.  In  practice  there  are  obstacles. 
One  such  is  the  problem  of  compensa- 
tion. What  reward  compensates  the 
manager  for  putting  himself  at  risk? 

In  the  West  a  major  part  of  the  an- 
swer to  that  question  is  money  and 
the  goods  and  perks  that  come  with 
money.  That's  not  so  easily  given  in  a 
socialist  country.  A  top  Hungarian 
manager  earns  3,  occasionally  4, 
times  an  average  worker's  salary  of 
$1 10  a  month.  But  the  manager  must 
devote  all  his  energy  to  his  job;  it's  his 
only  income.  His  workers  put  in  eight 
hours  at  a  fairly  leisurely  pace  and 
then  forage  for  another  job  in  the  par- 


allel economy,  which  can  easily  dou- 
ble their  official  wages. 

Easily.  A  Hungarian  journalist 
friend  tells  us  of  a  woman  friend. 
She's  a  divorcee  with  a  young  child. 
She  earns  $1 10  a  month  as  a  lecturer 
at  Karl  Marx  University,  against  her 
daily  living  costs  that  add  up  to  $250  a 
month.  Luckily  she  has  a  washing 
machine — and  a  friend  with  a  thriving 
business  supplying  dresses  to  Buda- 
pest's private  boutiques.  The  dress- 
maker needs  someone  to  dye  fabrics. 
So  the  divorcee  spends  2Vi  hours  a  day 
dyeing  fabric  in  her  washing  machine, 
for  which  she  earns  $500  a  month. 

W.  hy  should  a  seasoned  Hungarian 
manager  break  his  back  exporting 
if  his  daughter  can  earn  twice  as  much 
watching  a  washing  machine  go 
round?  The  solution  seems  simple  to 
a  Westerner:  Double  or  quadruple 
managerial  wages.  Let  entrepreneurs 
like  Horizont  Guide's  Komlos  keep  a 
big  chunk  of  what  they  earn  rather 
than  stifling  them  with  marginal  in- 
come tax  rates  that  can  hit  90%  on 
monthly  income  over  $200. 

The  solution  is  simple  but  danger- 
ous. "For  three  decades  Hungarians 
have  believed  in  flat  income  distribu- 
tion," explains  a  top  Western  diplo- 
mat stationed  in  Budapest.  "If  you 
suddenly  allow  wider  income  differ- 
entiation, you  break  that  basic  social 
contract."  So  equality  gets  in  the  way 
of  prosperity.  Envy  triumphs  over 
common  sense. 

Such  contradictions  are  every- 
where. Increase  prices,  and  consum- 
ers grumble.  Increase  wages,  and  in- 
flation takes  off.  Force  inefficient 


companies  into  bankruptcy,  and 
bosses  and  workers  alike  are  at  your 
throat.  This  is  why  the  Culture  Min- 
istry's Mihaly  Bihan  says  he  is  "quite 
convinced  that  economic  reforms 
without  political  reforms  cannot  be 
successfully  achieved."  That's  a  safe- 
ly abstract  way  of  saying  that  the  offi- 
cial political  doctrine  of  egalitarian- 
ism  is  holding  down  the  standard  of 
living.  So  you  can't  make  the  econom- 
ic change  without  making  the  politi- 
cal change  at  the  same  time. 

The  real  problem,  though  Bihan 
skirts  it,  is  that  democratic  socialism 
is  a  contradiction  in  terms.  You  can 
have  socialism.  Or  you  can  have  de- 
mocracy. But  you  can't  have  both, 
because  socialism  is  essentially  an 
elitist  system.  All  societies  must 
make  decisions.  The  difference  lies  in 
who  makes  the  decisions,  based  on 
what  information.  Democratic  soci- 
eties are  efficient  because  decision- 
making is  broadly  based  and  relies  on 
a  free  flow  of  information,  whereas  in 
socialist  societies  decisions  are  made 
by  a  few  Party  elite,  based  on  how 
they  think  the  masses  think  and  what 
they  think  is  good  for  the  masses. 

"In  socialist  societies,"  says  Bihari, 
"it  is  the  privileged  few  who  decide 
what  interests  to  take  into  account 
when  they  make  their  decisions.  And 
they  themselves  are  interested  parties. 
So  there  is  the  danger  that  when  they 
make  their  decisions  they  don't  take 
into  account  the  real  interests  but  false 
interests.  The  result  of  this  generally  is 
bad  decisions.  And  once  a  bad  decision 
has  been  made,  there  is  no  immediate 
corrective  mechanism." 
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5  1962  Toyota  Moio'  Saie&.  U  S  A  np  

When  racing  driver  Dan 
Gurney  drove  a  Toyota  Supra 
around  Willow  Springs  International 
Raceway,  he  was  impressed. 

As  Dan  put  Supra  through  its 
paces,  he  commented,  "This  Supra 
handles  better  than  some  race 
cars  I've  driven:'  It  felt,  as  he  put 
it,  "like  it  had  been  there  before:' 

What  makes  Supra  such  a  su- 
perb performer?  Features  like 
4-wheel  independent  suspension. 
Variable  assist  power  rack  and 
pinion  steering.  Extra  wide 
225/60HR14  tires  on  14"x7"  alumi- 
num alloy  wheels.  And  4-wheel 


ventilated  disc  brakes. 

Supra  s  Twin-Cam  Six  also  made 
Dan  say  "Wow!"  Until  now,  double 
overhead  cams  were  found  only  on 
the  most  exotic  sports  cars.  Supra  s 
electronically  fuel-injected  power 
plant  gives  you  soul-stirring  perform- 
ance, without  constant  maintenance. 

Inside,  the  "Wow!"  continues. 
With  a  driver's  Sport  Seat  that  custom- 
forms  tdyour  body  with  8  different 
adjustments  —  even  pneumatically 
regulated  lumbar  support!  Supra 
comes  standard  with  a  5-speed  over- 
drive transmission.  And  its  optional 
4-speed  electronically-controlled 


OH  WHAT  A  FEELING 


automatic  overdrive  transmission  is 
truly  revolutionary!  Shift  points  are 
selected  by  a  micro  computer  for 
maximum  performance  and  econ- 
omy. You'll  see  this  "next  generation" 
automatic  on  other  cars  years  from 
now  —  Supra  has  it  today! 

The  Toyota  Supra.  The  car  that 
shook  up  the  automotive  world 
last  year  returns  with  even  more  of 
the  right  stuff! 

BUCKLE  UP-  IT'S  A  GOOD  FEELING! 


ON  THE  TRACK,  SUPRA  FEELS 
LIKE  IT'S  BEEN  THERE  BEFORE: 
—DAN  GURNEY 


Socialist  realism  in  a  sculptor's  studio 
(above  )  and  Hungary's  shrewd  political 
realist,  Premier  /duos  Kdddr  (right),  who 
has  pleased  Moscow  by  keeping  reins  tight 
on  politics,  looser  on  the  economy 

The  only  long-term  hope  for  the 
socialist  societies,  Bihari  concludes, 
"is  to  create  basic  conditions:  free 
speech,  free  press,  the  freedom  to  es- 
tablish political  parties — a  bill  of 
rights,  in  other  words,  the  same  as  in 
Britain  or  France  or  America.  Until 
these  rights  are  introduced,  our  basic 
problems  will  remain.  .  .  .  Democracy 
liberates  the  creativity  and  initiative 
of  human  beings  and  makes  clear  the 
opposition  of  interests  and  conflicts. 
If  we  [socialist  states]  want  to  handle 
these  conflicts,  it  is  absolutely  neces- 
sary to  talk  about  them  openly." 

W'  hich  would  mean  the  end  of  so- 
cialism. Bihari  doesn't  say  that, 
but  the  implication  is  clear  to  anyone 
who  knows  something  both  of  the 
East  and  the  West.  It  is  a  mark  of  the 
Kadar  regime's  relative  freedom  that 
Bihari  can  express  such  thoughts 
openly  and  (we  hope)  with  impunity. 

But  there  are  limits.  Ask  Miklos 
Haraszti  about  free  speech.  Haraszti, 
38,  is  one  of  Hungary's  leading  intellec- 
tuals and  dissidents;  his  book,  A  Worker 
in  a  Worker's  State,  has  been  translated 
into  12  languages  but  has  never  been 
allowed  publication  in  Hungary. 

For  the  past  year  Haraszti  and  five 
fellow  dissidents  have  been  publish- 
ing a  quarterly  journal  called  Beszelo 
(the  word  means  speaking  freely  in  a 
place,  like  a  prison,  where  freedom 
does  not  exist).  In  Beszelo  the  dissi- 
dents called  for  political  reforms  to 
protect  Hungary's  economic  reforms. 
But?  the  police  have  been  harassing 


him,  and  Haraszti  and  his  fellow  edi- 
tors now  stand  accused  of  printing 
without  a  license  and  are  awaiting  the 
state's  decision  to  proceed  to  a  trial. 
("I  doubt  there  will  be  a  trial,"  says  a 
Western  diplomat.  "The  government 
would  get  too  much  bad  publicity  and 
have  to  answer  too  many  questions 
from  its  Western  bankers.") 

Perhaps  for  this  reason,  Haraszti 
was  willing  to  talk  with  Forbes. 
"Without  political  reforms,"  Har- 
aszti said,  "Hungary  is  always  on  the 
brink  of  falling  back  into  Stalinism.  I 
think  it  will  necessarily  fall  back." 
Why?  Because  he  thinks  the  govern- 
ment is  neither  willing  nor  able  to 
make  the  necessary  reforms,  which 
would  involve,  to  a  considerable  de- 
gree, the  rebourgeoisification  of 
Hungarian  society. 

When  they  read  their  (forbidden  in 
Russia)  Hayek,  Hungarian  intellectu- 


als will  not  miss  the  poignancy  of 
Hayek's  statements  that  socialism, 
far  from  being  the  wave  of  the  future, 
is  essentially  a  reversion  to  autocratic 
feudalism.  In  Hungary's  case  the 
autocracy  is  relatively  benevolent, 
thanks  to  the  reigning  autocrat,  wily 
Janos  Kadar.  One  who  knows  him 
says  Kadar,  now  71,  "has  excellent 
color  and  is  very  animated,  even  late 
at  night."  Still,  71  is  getting  on,  espe- 
cially for  a  man  who  smokes  a  pack  of 
cigarettes  an  hour,  as  Kadar  does.  Will 
the  next  autocrat  be  as  benevolent? 

And  how  much  more  benevolent  can 
Kadar  get  ?  His  regime  has  begun  to  pay 
a  limited  amount  of  attention  to  politi- 
cal reform  and  now  awaits  proposals 
from  Imre  Pozsgay,  the  reform-minded 
president  of  Hungary's  Patriotic  Peo- 
ples Front.  The  best  guessing  among 
Western  observers  in  Budapest  is  that 
Pozsgay  will  propose  that  all  seats  for 
Hungary's  parliament  be  contested  by 
at  least  two  candidates,  not  necessarily 
Party  members.  Interesting  but  not 
especially  significant:  Western  diplo- 
mats and  Hungarians,  privately,  ex- 
plain that  the  parliament  is  now  basi- 
cally a  rubber-stamp  organization  that 
meets  four  times  a  year  for  one  or  two 
days  each  session.  No  one  expects  par- 
liament's role  to  be  significantly 
changed.  It  would  be  too  dangerous. 

"The  limits  in  action  are  apparent," 
says  a  top-level  Western  diplomat. 
"There  are  limits  that  cannot  be  ex- 
ceeded. Hungarians  live  in  the  over- 
hang of  Soviet  power.  They  are  trying 
to  take  steps  on  the  political  side  that 
the  Soviets  will  permit  and  still  make 
Hungary  a  more  attractive,  livable 
place.  What  happens  here  and 
throughout  Eastern  Europe  is  that  you 
push  up  against  the  limits  until  some- 
one says  stop.  That's  how  change  hap- 
pens in  Eastern  Europe,  and  will  con- 
tinue to  happen.  There  is  avenue  for 
change  in  Eastern  Europe,  but  it's  the 
Hungarian  or  Bulgarian  avenue,  not 
the  Polish  avenue.  A  lot  of  people  in 
the  U.S.  don't  understand  that." 
Meaning:  Don't  push  the  Bear  too 
hard;  he  has  fangs. 

But  many  Hungarians,  the  young  in 
particular,  don't  understand  it  either. 
What  they  do  understand  is  the  inher- 
ent impossibility  of  creating  a  dynam- 
ic economy  within  the  rigid  confines 
of  socialism.  As  entrepreneur  Komlds 
put  it  so  well,  you  can't  be  a  virgin  and 
have  a  baby  at  the  same  time. 

But  socialist  virginity  has  the  sanc- 
tion of  Soviet  military  power;  Russian 
tanks  are  its  ultimate  chastity  belt. 
Under  these  circumstances,  the  Hun- 
garians can  probably  forget  about  fur- 
ther improvements  in  their  living 
standards  and  in  their  freedoms.  ■ 
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Economically  speaking,  Japan 
and  the  U.S.  are  in  a  tough  race. 
And  where  are  the  Europeans? 
Where  indeed? 


Can  Europe 
catch  up? 


By  Lawrence  Minard 

Travel  the  US.  and  ask  top  businessmen  about 
their  problems,  and  you'll  get  this  lament  again 
and  again:  We're  falling  behind  our  foreign 
competition  Foreign  competition?  Do  they 
mean  German  and  British  and  French  and  Italian-  Not  at  all 
Press  the  point  and  it  turns  out  that  what  the  American  execu- 
tives worry  about  most  is  not  foreigners  in  general  but  specifi- 
cally the  Japanese.  This  does  not  suggest  they  are  contemptuous 
of  the  Europeans,  only  that  they  recognize  the  real  contest  is 
between  ourselves  and  the  Japanese  There's  no  getting  away 
from  it:  The  Europeans,  whatever  their  skills  and  their  past 
accomplishments,  arc  Jailing  behind  in  a  world  where  the  old 
technologies  count  for  less  and  the  new  technologies  count 
for  more. 

After  four  years  covering  Europe  for  us.  Laurence  Minard  has 
just  returned  to  the  U.S.,  where  he  will  run  our  West  Coast 
Bureau.  On  the  eve  of  his  return,  we  asked  Minard  to  write  an 
article  on  the  subject  Can  Europe  keep  up,  economically,  with 
Japan  and  the  U.S.? Minard's  response  follows. 

The  answer,  I  fear,  is  no.  The  economic  center  of  gravity 
has  been  shifting  away  from  the  Old  World  and  toward 
the  New  World  for  over  a  century,  and  the  shift  shows 
every  sign  of  persisting.  Europe  will  emerge,  eventually, 
from  its  current  structural  crisis.  There  will  be  pockets 
of  prosperity,  many  opportunities  for  American  business. 
Europe  will  remain  rich  in  culture,  a  wonderful  place  to 
visit  or  to  retire  to.  But  it  will  fall  further  behind  in  the 
race  with  its  major  competitors.  I  hope  I  am  wrong.  A 
relatively  stagnant  Europe,  unable  to  deliver  to  the 
expectations  of  its  citizens,  is  good  news  only  for  Yuri 
Andropov  and  his  crew. 

Europe's  problems  lie  in  its  recent  successes.  The  Com- 
mon Market  countries  are  completing  an  era  of  unparal- 
leled growth  that  followed — and  was  stimulated  by — the 
unparalleled  destruction  and  misery  of  world  war.  Urban- 
izing and  rebuilding,  France  has  grown  at  6%  annually 
since  1950;  Germany,  at  over  6%;  Italy,  at  7%.  Compare 
these  annual  growth  rates  with  the  U.S.'  3%  since  1950. 
Even  Britain,  for  long  "the  sick  man  of  Europe,"  is  prosper- 
ous beyond  anyone's  prc-World  War  II  i 
dreams. 

So  Europe  feels  rich  again,  but  not 
the  way  the  Europe  of  old  did.  This 
one  is  like  a  prosperous  businessman 
who  has  grown  weary  of  business  and 


The  road  to  complacency 


The  economies  of  Europe,  following  the  unparalleled 
misery  and  destruction  of  world  war,  are  completing  a 
period  of  unparalleled  growth.  The  economies  of  the 
ten  members  of  the  Common  Market  have,  by  and 
large,  grown  at  a  faster  rate  than  that  of  the  U.S.  The 
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result  is,  by  historical  standards,  unparalleled  pros-  also  threatens  the  ability  of  the  Common  Market  coun- 

perity.  The  comparative  well-being  is,  in  turn,  in  danger  tries  to  keep  their  standards  of  living  on  a  par  with 

of  breeding  complacency  and  an  unwillingness  to  those  in  the  U.S.  and  Japan.  Mind-set  is  critical.  Where 

change.  Failure  to  grow  not  only  jeopardizes  prospects  the  U.S.  and  Japan  are  clearly  impatient  with  slow 

for  young  Europeans  just  entering  the  job  market  but  growth,  Europe  seems  almost  resigned  to  it. 
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The  flip  side  of  unemployment 


The  problem  of  unemployment  is  nearly  pandemic,  worse  still'  is  the  recent  inability  of  Common 
Europe's  numbers  would  be  worse  if  new  "guest  Market  economies  to  create  new  jobs,  despite  their 
workers"  were  still  coming  in.  But  making  things    overall  growth. 
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would  like  to  retire  to  enjoy  the  finer  things  of  life.  The 
portfolio  is  solid,  the  family  provided  for,  the  house  in  the 
sun  paid  for.  Who  wants  to  spend  the  next  40  years  at  the 
breakneck  pace  of  the  last  40? 

Americans,  when  they  have  enough,  tend  to  want  more. 
But  Europeans,  in  general,  are  more  easily  satisfied. 

Forty  years  ago  Joseph  Schumpeter  wrote  eloquently  of 
the  dangers  facing  societies  whose  material  wants  have 
been  met,  and  he  could  well  have  been  writing  about 
Europe  in  the  1980s.  "A  more  or  less  stationary  state 
would  ensue  [he  wrote  in  Capitalism,  Socialism  and  Democ- 
racy]. There  would  be  nothing  left  for  entrepreneurs  to  do. 
They  would  find  themselves  in  much  the  same  situation 
as  generals  would  in  a  society  perfectly  sure  of  permanent 
peace.  .  .  .  Socialism  of  a  very  somber  type  would  almost 
automatically  come  into  being.  Human  energy  would  turn 
away  from  business.  Other  than  economic  pursuits  would 
attract  the  brains  and  provide  the  adventure." 

As  Nobel  laureate  Sir  Arthur  Lewis  pointed  out  (Forbes, 
June  20),  Schumpeter  may  have  been  too  gloomy  about 
capitalism's  prospects.  But  he  may  not  have  been  all  that 
far  off  the  mark  as  far  as  Europe — his  native  continent — 
was  concerned. 

You  can  almost  feel  the  blood  turning  thin.  Listen  to 
leading  European  businessman  Eckert  van  Hooven,  mem- 
ber of  the  board  of  managing  directors  of  Germany's  behe- 
moth-like Deutsche  Bank.  Said  van  Hooven  at  a  European 
banking  conference  in  March: 

"The  banking  profession  clearly  has  the 
expertise  to  sail  into  the  new  world  of  elec- 
tronic banking,  but  not  without  paying  a 
price.  If  the  price  means  giving  up  the  iden- 
tity of  the  banking  profession  as  we  know  it 
today,  then  to  me  the  price  is  too  high." 
There  it  is  in  a  nutshell:  We  Europeans 
have  it  good  now,  why  risk  radical  change?  Unfortunately, 
we  all  live  in  a  dynamic  world  where  stability  can  probably 
be  achieved  only  by  risking  stagnation. 

Short-term  growth  prospects  do  not  look  very  good 
anywhere  in  the  world.  But  where  Japan  and  the  U.S.  are 
clearly  impatient  with  the  slow  growth,  Europe  seems 
almost  to  accept  it.  This  worries  the  economists  in  the 
Paris  headquarters  of  the  Organization  for  Economic  Co- 
operation &.  Development.  Through  1984  they  forecast 
U.S.  and  Japanese  growth  at  3.5%  to  4%,  vs.  1.5%  to  2% 
for  Europe.  "The  longer  slow-growth  continues  in  Eu- 
rope," the  OECD  economists  write  in  the  latest  OECD 
Economic  Outlook,  "the  greater  the  risk  that  it  will  become 
self-perpetuating.  Growth  expectations,  like  inflation  ex- 
pectations, can  persist  for  some  time.  .  .  .  But  as  expecta- 
tions of  a  sluggish  outlook  for  sales  become  more  en- 
trenched, it  could  prove  extremely  difficult  to  revitalize 
the  corporate  sector  and  encourage  it  to  invest  on  the  scale 
needed  to  make  significant  inroads  into  unemployment." 

In  several  important  industries  the  Europeans  have  al- 
ready lost  the  race  with  the  Americans  and  the  Japanese. 
Using  Forbes'  100  Largest  Foreign  Companies  roster  of 
leading  non-U. S.  companies  (p.  124),  I  do  some  quick 
productivity  calculations  for  the  international  automobile 
industry.  Last  year  it  took  239, 100  Volkswagen  workers  to 
generate  $15.4  billion  in  sales — $64,000  in  sales  per  work- 
er. VW  profits  came  to  just  $402  per  worker.  France's 
Renault  and  Peugeot  generated  sales  of  $72,800  and 
$54,700  per  worker,  respectively,  and  both  lost  money. 

Yet  Ford  and  General  Motors,  hardly  models  of  produc- 
tivity, both  squeezed  over  $90,000  in  sales  from  each  of 
their  workers.  Ford  lost  money,  but  GM  earned  almost 
$1,500  per  worker. 
The  Japanese,  of  course,  are  way  out  in  front.  Honda 


earned  $6,260  per  worker  on  sales  of 
$193,000  per  worker.  Nissan  Motor  Co. 
made  $7,425  per  worker  on  sales  of 
$284,800  per  worker. 

One  sees  the  same  pattern  for  chemicals 
and  electronics,  not  to  mention  steel  manufacturers.  In 
virtually  every  line  the  Japanese  sell  and  earn  far  more  per 
worker  than  the  Americans  (though  IBM  is  an  outstanding 
exception),  but  the  Americans  sell  and  earn  far  more  than 
the  Europeans. 

There  are  obvious  exceptions.  Sweden's  widely  diversi- 
fied Volvo,  for  example,  which  now  accounts  for  12%  of 
Sweden's  GDP  and  is  run  by  forceful  Pehr  Gyllenhammar. 
Or  the  Scandinavian  drug  companies.  Or  Britain's  GEC. 
But  these  are  exceptions  that  tend  to  prove  the  rule. 

Europe's  defenders,  of  course,  will  argue  that  these  pro- 
ductivity figures  simply  suggest  what  everyone  knows, 
that  Europe  is  churning  through  a  deep  structural  crisis. 
After  all,  there  are  now  nearly  12  million  unemployed  in 
Europe.  Once  they  are  reemployed,  won't  they  buy  more 
Volkswagens  and  Philips  videotape  recorders  and  general- 
ly bolster  Europe's  anemic  profits? 

But  reemployed  where?  The  charts  on  page  86  do  not 
make  pleasant  reading.  Rather  than  concentrate  on  unem- 
ployment, the  charts  look  at  employment  as  well.  Yes, 
unemployment  in  the  U.S.,  as  in  Europe,  has  been  climb- 
ing. But  in  the  U.S.  employment  has  also  been  climbing, 
indicating  that  the  U.S.  economy  creates  new  jobs  as  fast 
as  it  obliterates  old  jobs.  But  in  Europe  the  employment 
curves  often  are  essentially  flat  if  not  falling. 

No  one  expects  European  unemployment  to  fall  soon. 
As  Britain's  then-Chancellor  Sir  Geoffrey  Howe  recently 
told  Forbes:  "Unemployment  is  bound  to  remain  high  and 
bound  to  be  slow  coming  down."  If  anything,  unemploy- 
ment will  probably  rise  in  France  and  Germany,  both  of 
which  have  been  slower  than  Britain  to  grapple  with  the 
structural  crisis.  The  European  steel  industry  still  employs 
497,000  workers,  only  36%  fewer  than  in  1975 — and  that 
includes  British  Steel,  which  has  cut  its  work  force  by 
more  than  half  in  three  years.  American  steel  employ- 
ment, by  contrast,  has  fallen  by  nearly  50%. 

Why  is  Europe  so  slow  to  create  new  jobs?  One  impor- 
tant reason  is  that  Europe  has  little  in  the  way  of  venture 
capital  markets.  In  Germany,  for  example,  the  giant  banks 
control  the  flow  of  funds  to  business,  with  the  big  German 
combines  getting  top  priority.  Munich's  Siemens  typically 
accounts  for  12%  of  the  German  market's  turnover. 
France  has  nationalized  its  banks  and  many  of  its  largest 
companies:  No  one  should  be  surprised  if  state-owned 
companies  have  first  call  on  state-owned  banks'  funds.  In 
Italy,  small  business  thrives,  but  only  if  it  remains  very 
small  and  invisible  to  the  tax  collector. 

On  this  particular  horizon,  Britain  is  a  bright  spot.  Its 
Unlisted  Securities  Market  was  composed  of  only  115 
companies  worth  $2  billion  when  I  first  wrote  about  it 
(Forbes,  Oct.  25,  1982).  Today  it  is  nearly  200  companies 
worth  over  almost  $2.5  billion,  Britain,  the  nation  of 
shopkeepers,  is  becoming  commercial  again  under  Mrs. 
Thatcher,  just  returned  to  power  in  a  historic  landslide 
victory. 

On  the  labor  front,  however,  the  cloud  is  still  over 
Britain.  Forbes'  European  Bureau  is  located  in  London's 
Financial  Times  Building,  where  I  observe  the  daily  work- 
ings of  this  great  newspaper.  For  the  past  week  the  Finan- 
cial Times  has  not  been  published.  Why  not?  Because  24 
press  operators  have  called  a  wildcat  strike,  demanding 
(among  other  things)  a  6%  addition  to  the  $25,300  a  year 
(about  half  their  editor's  salary)  they  already  get  for 
what  amounts  to  a  three-day  week.  The  strike  has,  of 
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do  you  want  your 

future  telephone  to  do? 


More  and 
more,  new  tele- 
phone services 
are  being  created 


As  phone  services  expand, 

ITT's  System  12 
telephone  exchanges  will 

expand  with  them.     system— will  auto- 


reservation). 
Telephone 
alarm 


oday— many  of  which  could  be 
introduced  more  quickly  and  eco- 
nomically through  ITT's  revolutionary 
System  12  telephone  exchanges. 
Which  services  would  you  choose? 
An  electronic  telephone  direc- 
tory—so your  phone  can  look 


up  and  dial  the  numbers  you  want. 
Shopping  from  home— a  TV 
screen  on  your  phone 


show  you  a  selection,  you'll  order 
by  pushbutton. 

Electronic  mail— you'll  send 
and  receive  correspondence 


by  a  printing  device  linked  to  your 
ohone. 

Financial  services— everything 
from  automatic  bill-paying,  to 


stock  purchases  and  financial  man- 
agement all  by  pushbutton. 

Newspaper  by  phone— a  ter- 
minal in  your  home  will  select 


the  news,  receive,  and  display  or 
print  the  morning  paper  while 
you're  sleeping. 

Instant  travel  service— your 
phone  will  flash  updated  train 


and  airline  schedules  on  a  computer 
screen  (and  then  request  your 


matically  signal  a  moni- 
toring center  when  your  home 
alarm  goes  off. 

Some  of  these  services  are 
already  available,  but  they're  just 
the  beginning. 

Still  other  extraordinary  cus- 
tomer features  will  be  coming  your 
way  before  long,  including  many 
not  even  invented  yet. 

Whatever  the  precise  changes 
in  tomorrow's  services,  they  can  be 
easily  accommodated  by  our 
System  12  telephone  exchanges. 

These  systems  are  totally 
unique,  totally  digital. 

And  they're  so  flexible  that 
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be  added  easily 

Which  makes  our  System  12 
exchange  the  only  exchange  in 
the  world  built  to  handle  anything 
the  future  brings. 

No  matter  what. 

For  more  information  about 
our  continuing  commitment  to 
advanced  telephony  contact  ITT 
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Raleigh,  N.C.  27604.  (919)  872-3359. 
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course,  been  a  great  shot  in  the  arm  for  Dow 
Jones'  new  Wall Street Journal/Europe. 

Doesn't  the  FT  have  contracts  with  its 
workers?  It  does.  But  in  Britain,  collective 
agreements  are  not  legally  enforceable.  Any 
British  union  can  ignore  its  contract  with  impunity.  This 
is  absurd.  Yet  not  even  the  Thatcher  regime  has  dared  try 
to  reform  it. 

Why  aren't  Europe's  unemployed  rioting  in  the  streets, 
or  at  least  demonstrating  in  the  parks?  Because  the  Europe- 
an welfare  states  take  good  care  of  them.  A  sacked  German 
worker  gets  68%  of  his  aftertax  salary  for  12  months,  after 
which  he  gets  58%  indefinitely.  An  unemployed  British 
worker,  married,  with  a  child,  gets  around  $80  a  week  from 
the  state  (plus  rent  assistance,  plus  hefty  redundancy  pay- 
ments from  his  company)  for  as  long  as  he  is  jobless. 

These  stabilizers  keep  the  peace,  but  at  huge  costs.  In 
1981,  before  its  unemployment  really  hit  the  fan,  Ger- 
many paid  out  DM20  billion  (around  $9  billion)  in  unem- 
ployment cash  and  noncash  benefits.  Britain  currently 
pays  out  around  $8  billion.  ^^^^^^^^^^^ 

Financing  the  European  welfare  ?  ;% 

state  is  a  burden  that  can  only  grow 
with  stagnation.  As  if  the  burden 
isn't  already  heavy  enough.  In  the 
U.S.  and  Japan,  for  example,  a  hefty 
but  manageable  12.7%  and  12.3%, 
respectively,  of  workers'  incomes  are 
siphoned  off  into  social  security  cof- 
fers. In  Italy  the  figure  is  16%,  in 
Germany  it  is  21%  and  in  France  it  is 
34%.  Only  Britain,  at  10%,  is  healthy 
in  this  regard. 

The  Europeans  complain  about  the 
U.S.'  soaring  budget  deficits,  which  they  argue  will  keep 
their  inflation  rates  and  interest  rates  high  and  their  cur- 
rencies weak  and  unstable.  But  look  at  the  chart  on  page 
92.  It  shows  various  countries'  government  deficits  in 
relation  to  gross  savings.  The  U.S.  deficit-to-savings  ratio 
(24%)  is  indeed  high — but  this  is  thanks  largely  to  our 
defense  budget. 

Even  without  heavy  defense  spending,  the  European 
nations  are  running  very  heavy  deficits  of  their  own.  Since 
1978  France's  deficit-to-savings  ratio  has  nearly  doubled, 
to  16%.  Germany's  rate,  too,  has  almost  doubled,  to  over 
21%.  Italy  (which  will  probably  be  the  next  major  head- 
ache for  the  bankers)  now  runs  a  deficit  equal  to  nearly  half 
its  national  savings.  Only  Britain  and  Japan  have  cut  these 
ratios:  down  by  half,  to  9.5%,  for  Japan;  down  by  a  third,  to 
13.5%,  for  Britain. 

If  European  companies  continue  shedding  labor,  as  they 
must,  then  the  welfare  burdens  can  only  increase.  This 
means  choking  off  even  further  the  European  companies' 
ability  to  finance  the  new  research  and  investment  they 
will  need  to  compete  with  the  U.S.  and  Japan. 

The  Europeans  are  good  inventors  but  mediocre  devel- 
opers and  marketers.  They  permit  the  Americans  and 
Japanese  to  turn  the  profits  on  European  inventiveness — as 
happened  with  the  videotape  recorder  (first  marketed,  in 
1972,  by  Holland's  Philips),  or  with  CAT  scanners,  invent- 
ed by  Britons  and  now  made  in  Japan  and  the  U.S.  French 
and  British  scientists  invented  the  powerful  Prologue  lan- 
guage that  the  Japanese  are  now  using  in  their  push  to  win 
the  market  for  fifth  generation  computers. 

In  1979,  the  most  recent  year  for  which  international 
comparisons  are  available,  the  Europeans  were  roughly  on 
a  par  in  terms  of  research  and  development  spending  with 
the  U.S.  and  Japan.  All  spend  between  1.9%  and  2.5%  of 
GNPs  on  R&D.  But  in  critical  new  product  areas  the 


If  European  companies  con- 
tinue to  shed  labor,  as  they 
must,  then  the  welfare  bur- 
dens can  only  increase.  This 
means  choking  off  yet  fur- 
ther the  European  compa- 
nies' ability  to  finance  the 
new  research  and  invest- 
ment they  will  need  to  com- 
pete with  the  U.S.  and  Japan. 


Europeans  seem  to  be  falling  ever  further  behind. 

Microchips,  for  example.  Daniel  Klesken,  a  technology 
analyst  and  partner  at- San  Francisco's  Montgomery  Securi- 
ties, tracks  and  projects  market  shares  in  memory  chips. 
For  the  16K  RAM  (the  chip  that  holds  16,000  bits  of 
information),  whose  peak  sales  years  were  1978-82,  Kles- 
ken says  Japan  had  40%  of  the  market,  Europe  3%.  But  for 
the  current  chip  generation,  the  64K  RAM,  whose  peak 
market  will  be  1981-86,  the  analyst  expects  Europe  to  get 
just  1%  of  the  market  while  Japan  grabs  70%.  The  market 
for  the  late  1980s  will  belong  to  the  256K  RAM.  Klesken 
thinks  Japan  will  walk  away  with  most  of  that  business, 
with  the  Europeans  getting  none  of  it. 

Not  that  the  U.S.  can  sit  back.  Its  market  share  in  chips 
has  also  fallen,  to  around  30%  for  the  64K  RAM,  from  57% 
of  the  16K  RAM  market.  But  many  experts  counter  that 
what  the  U.S.  lacks  in  manufacturing  capability  it  makes 
up  for  in  ability  to  use  and  adapt  the  chips  in  innovative 
ways  that  are  still  beyond  the  group-think  Japanese.  Thus, 
for  example,  British  Telecom  is  set  to  pay  £100  million  for 
^^^^^^^^^^  IBM's  computerized  telephone  billing 
9  t^ftefc^V*  system.  The  Japanese  weren't  even  in 
the  running  on  this  one. 

The  Europeans  know  they  have  a 
problem.  A  recent  report  projects  Brit- 
ain alone  could  surfer  a  £1  billion 
deficit  in  information  technology 
trade  by  1990,  vs.  a  £150  million  defi- 
cit today.  They  are  fighting  back,  after 
a  fashion.  Strategy:  Throw  big  govern- 
ment and  big  business  money  at  the 
problem. 

Last  December  the  Common  Mar- 
ket's  bureaucrats  and  a  dozen  big 
companies  cobbled  together  the  European  Strategic  Pro- 
gram for  Research  &  Development  in  Information  Tech- 
nologies (ESPRIT).  In  May  the  European  Commissioners 
increased  ESPRIT's  funding  to  $1.3  billion,  to  be  split 
about  evenly  between  European  governments  and  big 
companies  over  the  next  five  years. 

As  an  American,  however,  I  feel  that  the  Europeans  need 
government  funding  much  less  than  they  need  a  good  shot 
in  the  arm  for  the  entrepreneurial  spirit.  As  it  is  they  are 
just  throwing  money  at  problems — much  as  the  U.S.  tried 
doing  with  its  social  problems  in  the  Sixties  and  Seventies. 

"The  Alvey  report,"  says  Frank  Land,  professor  of  sys- 
tems analysis  at  the  London  School  of  Economics,  refer- 
ring to  a  British  report  urging  the  government  to  fund  a 
£350  million  effort  to  catch  up  with  the  U.S.  and  Japanese 
in  advanced  information  technologies  (the  government 
has  agreed),  "has  defined  what  is  probably  the  best  possible 
program  for  an  Information  Technology  Concorde."  He 
adds:  "There  is  little  evidence  that  a  pure  technology-push 
approach  can  work  in  a  situation  where  markets  are  uncer- 
tain and  undefined." 

What  is  important,  says  Land,  is  not  the  manufacturing 
source  of 
use  and  adap 

is  that  no  government  program  can  force  its  citizens  to 
think  innovatively. 

To  put  it  another  way,  the  factors  leading  to  a  relative 
decline  or  ascent  of  nations  do  not  fit  neatly  into  an 
economist's  model.  It  is  a  problem  that  historians  and 
sociologists  are  in  many  ways  better  equipped  to  work  on 
than  economists. 

The  great  French  historian  Fernand  Braudel  casts  strong 
light  on  the  relative  decline  of  Europe  when  he  says,  'in 
effect,  that  "Europe"  is  unfortunately  a  fiction. 

Braudel:  "A  great  power  is  only  possible  if  Europe 
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if  new  technologies,  but  the  knowledge  of  how  to  I 
adapt  the  technologies.  The  implication,  of  course, 
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constitutes  itself  like  the  U.S.  But  we  are  a 
long  way  from  that.  Europe  didn't  happen  at 
the  time  of  de  Gaulle.  There  was  no  enthu- 
siasm for  Europe.  Too  bad  for  France.  Too 
bad  for  Europe."  Virtually  every  day  Europe- 
an papers  carry  fresh  stories  of  lamb  wars,  steel  wars, 
cognac  wars.  Britain  subsidizes  French  farmers  and  Re- 
nault. French  farmers  attack  Spanish,  Italian  and  British 
trucks. 

If  anything,  the  centrifugal  forces  now  straining  the 
Common  Market  will  likely  grow  in  the  years  ahead,  as 
individual  states'  national  policies  diverge,  depending  on 
the  speeds  at  which  their  economies  move  through  the 
technological  restructuring  process.  So  much  for  "Europe" 
in  the  sense  of  a  unified  economy.  The  fragile  appearance 
of  unity  was  probably  only  narrowly  preserved  last  spring 
when  the  Germans  (who  have  the  most  to  lose)  agreed  to  a 
sharp  5.5%  revaluation  of  the  mark  against  the  French 
franc.  That  minimized  the  devaluation  of  the  French  franc 
(the  third  since  Mitterrand  took  power)  and  saved  some 
face  for  Mitterrand. 


Hollow  complaint 


Europe  complains  bitterly  about  U.S.  deficits.  But  with- 
out a  comparable  defense  burden,  France  and  Germany 
have  sharply  higher  deficit-to-savings  ratios,  too.  Only 
Japan  and  Britain  have  cut  this  ratio. 
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Temporarily.  France's  deficits  and  inflation  continue  to 
grow.  The  franc  continues  to  slide.  There  will  probably 
have  to  be  another  realignment  of  currencies  within  the 
European  Monetary  System,  perhaps  as  early  as  this  fall. 
The  Germans  may  not  be  so  kind  next  time. 

Mitterrand  has  hardly  any  options;  he  is  boxed  in.  He 
can  forget  about  his  plans  to  remake  French  society.  If  not, 
he  will  have  to  impose  new  controls,  erect  new  protection- 
ist walls — as  he  did  in  March  when  he  made  it  virtually 
impossible  for  Frenchmen  to  spend  their  holidays  outside 
France. 

I  recently  suggested  to  a  young  Danish  businessman 
that  Americans,  suffocating  under  a  $240.5  billion  defense 
budget,  might  one  day  turn  isolationist. 

"Good,"  said  the  Dane.  "I  hope  that  happens." 

This  is  the  same  attitude  held  by  the  250,000  Brits  who 
demonstrated  last  Easter  against  deploying  the  cruise  mis- 
sile. It  is  also  held  by  Germany's  new  Green  Party,  which 
now  controls  5.4%  of  the  German  Bundestag,  a  small 
percentage,  but  with  grave  importance  at  the  margin. 
Putting  wish  before  wisdom,  many  Europeans  have  con- 
vinced themselves  that  if  only  the  Americans  would  not 
be  so  belligerent,  the  Soviets  would  turn  into  pussycats. 

Essential  reading  for  anyone  hoping  to  understand 
Britain  is  Rice  University  historian  Martin  Wiener's 
recent  English  Culture  and  the  Decline  of  the  Industrial  Spirit, 
1850-1980.  Wiener  shows  that  commercial  society's  val- 
ues have  historically  rubbed  all  British  classes  the  wrong 
way.  Wiener  quotes  an  English  writer  in  1926:  English- 
men dislike  America,  he  wrote,  because  of  "the  Ameri- 
can's worship  of  size,  speed,  mechanism  and  money."  To 
this  day  many  Britons  of  all  stripes  treat  their  bona  fide 
entrepreneurs — men  like  Jimmy  Goldsmith  and  Tiny 
Rowland — as  pariahs. 

In  a  sense,  Europe  is  too  civilized  for  its  own  good.  As 
Allan  Woltz,  the  American  who  runs  Britain's  LRC  Inter- 
national, told  a  Forbes  reporter,  "The  difficult  thing  about 
changing  business  attitudes  in  England  is  the  same  thing 
that  makes  them  such  fine  people.  They're  so  civilized  and 
polite.  They  care  so  much  about  offending  someone  that  it 
works  against  decisions  you  have  to  make  to  run  a  success- 
ful business.  They  just  don't  want  to  be  unpleasant. 

"It's  hard  to  get  them  to  move  on  something,  especially 
when  it  offends  their  paternalistic,  civilized  and  polite 
relationships." 

The  British  revulsion  against  vulgar  commercialism  is 
held,  to  varying  degrees,  throughout  Europe  today.  It  is  a 
curious  mixture  of  envy  and  moral  self-righteousness, 
spawned  of  a  preference  for  order  over  progress.  As  the 
Deutsche  Bank's  van  Hooven  said,  if  the  price  of  change 
means  giving  up  the  identity  of  the  banking  profession  as 
he  knows  it  today,  "then  for  me  the  price  is  too  high." 

Unlike  the  U.S.,  Europe  is  complacent.  Contrast  the 
difference  in  the  way  the  two  societies  have  reacted  to 
Japanese  industrial  competition.  The  Europeans  are  re- 
sentful and  sullen — a  thinly  disguised  racist  atti-  t> 
tude.  The  predominant  American  reaction  is 
quite  different.  Americans  are  worried  and  are     JV  \. 


spending  their  time  figuring  out  how  the  Japa- 
nese do  it  and  how  best  to  beat  them  at  their 
own  game. 

There  is  an  unmistakable  aura  of  twilight 
about  Europe. 


/ 
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TAKE  ON  BIG  ORDERS 
WITHOUT  TAKING  RISKS. 


WITH  KELLY  SERVICES. 

Congratuiations-orders  are  coming  in  at  last! 

But  with  them  come  big  questions. 

Is  now  the  time  to  hire  full-time?  What  if  those 
orders  don't  keep  coming?  Will  today's  hiring 


merely  trigger  tomorrow's  layoffs? 

Kelly  Services  can  be  a  safeguard 
in  these  unpredictable  times. 

Because  with  qualified  help  in  over  100  job  cate- 
gories, Kelly  can  match  the  right  person  to 
your  particular  job  requirements.  And  it's  guar- 
anteed 100%. 
So  if  it  turns  out  that  those  big  orders  keep 
pouring  in-and  you  can  begin  hiring  full-time 
help  with  confidence-terrific.  Having  Kelly 
temporaries  will  give  you  the  time  to 
find  out  for  sure.  And  the  time 
find  the  right 
-timers.  (You  won't  have 

first  people 
through  the  door.) 

really  want  to 
your  risks,  go 
Kelly. 

ive  your  local 
Kelly  office  a  call 
today. 


The 

Kelly  Girl 
People 


01983  KeUy  Services,  Inc. 
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•vord  processing,  inventory  control,  spread 
\heet,  scientific  research  and  more.) 
•  And,  we  have  an  international  network 
w  dealers  and  factory-trained  specialists 
o  give  you  all  the  service  and  support  you'll 
wer  need. 

»  So  if  you  want  a  big  name  and  a  price  to 
latch,  go  ahead  and  call  good  old  What's- 
heir-Name. 


i 
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But  if  power,  speed,  expandability,  and 
price  mean  anything  to  you,  there's  only 
one  number  you  need  to  remember: 

800-854-8406.  (In  California,  call  collect 
714-641-0383.) 

ALPHA  MICRO 

E verything  a  computer's  supposed  to  be.  Except  expensive. 


Do  gloomy  times  for  Japan  s  innovative 
trading  companies  indicate  a  long- 
looked-for  slowing  of  its  commercial  suc- 
cess? Dont  be  absurd. 


Outward  bound 


By  Kathleen  K.  Wiegner 

Japan's  multitalented  trading 
companies,  leading  edge  of  Japa- 
nese trade  expansion  since 
Commodore  Perry  sailed  into  Tokyo 
Bay  in  1853,  are  encountering  rough 
seas.  Profits  are  way  off  for  such  fa- 


miliar names  as  Mitsubishi  Corp.  and 
C.  Itoh  &  Co.  And  venerable  Mitsui  &. 
Co.  last  year  reported  its  first  loss  in 
35  years. 

Cause  of  the  trouble-  Basically,  the 
results  of  an  unwelcoming  world 
challenging  further  growth  of  Japan's 
exports.  And  it's  more  than  a  sudden 


squall.  President  Yohci  Mimura  of 
Mitsubishi — the  largest  of  the  nine 
major  trading  companies  or  sogo  slx>- 
sha  (see  table)  — told  the  Foreign  Cor- 
respondents Club  in  Tokyo  last  year 
that  "changes  in  Japan,  and  in  the 
world  economy  as  a  whole,  have  had  a 
profound  impact  on  the  functions  and 
operations  of  the  integrated  trading 
company,  especially  over  the  past  sev- 
eral years." 

These  are  important  companies. 
Taken  together,  the  nine  traders'  vol- 
ume last  year  came  to  around  S368 
billion,  some  30%  of  Japan's  gross  na- 
tional product.  Their  troubles  are  a 
cause  for  concern  in  Tokyo.  But  lest 
Japan's  trade  competitors  console 
themselves,  as  they  so  frequently  do, 
with  fuzzy  notions  that  the  island  na- 
tion's economic  prowess  is  peaking, 
they  should  remember  that  for  every 
challenge  there  is  a  response.  And  the 
trading  companies  have  lost  none  of 
the  adaptability  that  has  seen  them 
through  other  crises  over  the  past 
hundred  years. 

To  be  sure,  the  gloom  of  the  mo- 
ment is  real.  Takashi  Sakai,  Los  Ange- 
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A  SI 30  million  power  plant  under  construction  in  Queensland,  Australia.  The  general  contractor  '  The  traders  at  C.  Itoh. 
When  adversity  comes,  become  a  true  multinational. 
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Japan's  big  nine 


For  the  general  traders,  whose  money  is  made  moving  huge  vol- 
umes with  razor-thin  margins,  lack  of  growth  can  be  painful  in  the 
extreme.  Profitability  can  vary  widely  because  thin  margins,  cou- 
pled with  high  fixed  costs  (85%  to  90%  of  annual  expenses),  make 
them  extremely  vulnerable  to  even  slight  declines  in  volume  or 
any  miscalculation  on  expensive  large-scale  projects. 


Company 


Sales  (as  of  March  1982) 


Profits 


Mitsubishi  Corp 
Mitsui  &  Co  Ltd 
C  Itoh  &  Co  Ltd 
Marubeni  Corp 
Sumitomo  Corp 


bill 


ion 


$67 
60  billion 

56 
52  b 
50  b 


bill 


ion 
llion 
llion 


$96  million 
69  million  (loss) 

23  million 

24  million 
71  million 


llion 


ho  Iwai  Co  Ltd  34  b 
)  Menka  Kaisha  Ltd 

;matsu-Gosho  Ltd  15  b 

limen  Co  Ltd  13  billion 


17  billion 
llion 


26  million 
8  million 
527,000 
7  million 


les-based  senior  vice  president  of  C. 
Itoh  &  Co.  (America),  plucks  a  book 
from  a  stack  of  Japanese  bestsellers  on 
his  desk:  "This  one  is  called  The  Em  of 
Winter,"  he  says,  "and  is  about  the 
trading  companies.  It  is  very  pessi- 
mistic. No  spring  expected." 

Recent  shifts  in  Japan's  business 
have  all  been  adverse  to  the  compa- 
nies. Whereas  years  ago  the  traders 
were  responsible  for  Japan's  direct  for- 
eign investments — securing  supplies 
for  home  industry  through  such  large- 
scale  developments  as  coal  mines, 
pulp  mills  and  petrochemical 
plants — recent  foreign  investment 
has  been  by  Japanese  manufacturers 
worried  about  protectionism.  "If 
manufacturers  make  a  direct  invest- 
ment, they  won't  need  the  trading 
companies,"  says  Sakai. 

The  traders'  old  standbys — steel, 
aluminum  and  petrochemicals — are 
being  phased  out  of  Japan's  export 
plans.  And,  increasingly,  even  those 
manufacturers  who  export  are  going 
directly  to  the  market  with  their  own 
sales  organizations.  Few  exports  of 
autos,  television  sets,  stereos,  watch- 
es or  cameras  are  handled  any  longer 
by  the  trading  companies.  In  the  high- 
growth,  high-technology  industries, 
the  general  traders  have  been  by- 
passed, as  they  often  lacked  the  un- 
derstanding required  to  sell  and  pro- 
vide service  for  goods  like  computers 
or  telecommunications  equipment. 

Meanwhile,  the  trading  companies' 
expenses — as  with  all  service  compa- 
nies their  main  asset  is  skilled  man- 
power— continue  to  increase.  It's  the 
other  side  of  lifetime  employment — a 
blessing  when  a  company  can  retain  a 
man  it  takes  ten  years  to  train,  but  a 
source  of  hard-to-dismiss  overhead 
when  business  volumes  drop. 

So  how  are  the  trading  companies 
seeking  to  overcome  adversity?  They 
are  becoming  Japan's  first  true  multi- 
nationals. In  1980  U.S. -based  subsid- 
iaries of  the  sogo  sbosha  handled  ex- 
ports from  the  U.S.  valued  at  over  $22 
billion,  an  estimated  10%  of  world- 
wide U.S.  exports.  Around  25%  of 
those  exports  went  to  countries  other 
than  Japan.  Mitsui,  for  example,  ex- 
ports U.S.  grain  to  Europe.  The  U.S. 
subsidiary  of  Nissho  Iwai  arranges  for 
the  manufacture  of  Nike  athletic 
shoes  in  Korea  and  Taiwan  and  also 
handles  letters  of  credit  and  customs 
clearance  for  the  Beaverton,  Ore. 
manufacturer  C.  Itoh  is  the  general 
contractor  for  a  $130  million  power 
plant  rising  in  Queensland,  Australia. 
Itoh,  too,  with  24  subsidiaries  and  af- 
filiates in  the  U.S.,  imports  and  dis- 
tributes Mazda  and  Isuzu  auto- 
mobiles, exports  Beechcraft  airplanes 


Conversion:  22(>  yen  to  the  dollar 

and  manufactures  chain  link  fence  in 
California  and  pipe  in  Michigan.  In 
1982  C.  Itoh  did  $7.6  billion  in  the 
U.S.  and  contributed  $701  million  to 
the  U.S.  balance  of  payments. 

The  traders  are  stressing  third- 
country  deals  that  do  not  involve  Ja- 
pan— U.S.  power  plant  equipment  ex- 
ported to  the  Philippines,  for  exam- 
ple, or  Canadian  pulp  to  Europe.  The 
traders  are  also  expanding  their  direct 
overseas  investment,  in  part  to  assure 
more  of  these  third-country  deals: 
When  a  trader  invests  in  a  hydroelec- 
tric project  in  Indonesia,  Pertamina, 
the  government-owned  oil  company, 
looks  favorably  on  that  trader  when 
he  comes  looking  for  oil.  In  addition, 
such  direct  investments  may  produce 
dividends  if  the  venture  is  profitable, 
helping  to  offset  break-even  general 
trading  activity. 

The  companies  are  also  becoming 
more  substantive,  often  majority  eq- 
uity partners  in  manufacturing,  natu- 
ral resource  development  and  service 
projects  abroad.  Mitsubishi  is  a  part- 
ner with  Royal  Dutch/Shell  and  the 
Brunei  government  in  an  LNG  plant 
in  Brunei.  Mitsui  owns  45%  of  Alu- 
max.  Joint  ventures  are  also  formed 
for  specific  products,  as  in  the  case  of 
Mitsui  and  Allied  Group,  which  have 
such  a  venture  to  sell  electricity-con- 
ducting alloy  in  Asia. 

But  high  technology  is  where  future 
growth  is,  so  the  traders  have  been 
trying  to  change  from  being  knowl- 
edgeable only  about  commodities  to 
understanding  computers  as  well. 
Nissho  Iwai  Corp.  has  a  tie-up  with 
the  U.K.'s  Monotech  Laboratories  to 
introduce  the  company's  biotechnol- 
ogy research  to  Japanese  concerns. 
Kanematsu-Gosho  has  taken  a  differ- 
ent tack.  Last  year  it  formed  a  joint 
venture  with  ComputerLand  to  help 


Source:  Japan  Company  HidhIIhkiL'  19M.i. 

the  U.S. -based  computer  retailer  set 
up  stores  in  Japan.  Kanematsu-Gosho 
puts  up  50%  of  the  financing  and  gets 
50%  of  the  profits.  This  year,  with 
IBM  Japan,  it  formed  Nippon  Office 
Systems,  to  handle  office  equipment, 
including  the  IBM  personal  computer. 
Kanematsu-Gosho  has  a  65%  stake  in 
this  venture. 

In  the  U.S.,  Sumitomo  Corp.  and  C. 
Itoh  have  set  up  subsidiaries  to  mar- 
ket and  sell  computers  and  computer- 
related  gear  under  their  own  company 
names.  Sumicom,  based  in  Tustin, 
Calif.,  recently  introduced  a  16-bit 
personal  computer  built  for  the  com- 
pany by  Matsushita  in  Japan.  "Our 
value  added,"  says  Walter  Schramm, 
general  manager  of  Sumicom,  "is  to 
add  the  applications  software  and  pro- 
vide sales,  service  and  marketing." 
Schramm  says  he  will  be  looking  at 
more  products  to  add  to  the  Sumicom 
line — and  not  only  Japanese  products. 

C.  Itoh  Electronics,  based  in  Los 
Angeles,  began  by  handling  small 
printers,  disk  drives,  computer  moni- 
tors and  keyboards.  Apple,  for  exam- 
ple, used  a  C.  Itoh  printer  when  it 
showed  its  new  Lisa  computer  last 
winter.  "The  goal  was  to  do  things 
differently  than  the  typical  sogo  sbo- 
sha," says  Vice  President  Robert 
Cowan.  "So  we  launched  an  effort  to 
develop  our  own  products  to  match 
the  requirements  of  this  market."  C. 
Itoh's  printers  may  be  made  in  Japan, 
but  everything  else  is  done  here  in  the 
U.S.  "We  aim  to  be  a  manufacturing 
and  marketing  company,"  says  C. 
Itoh  (America)  President  Shigeru 
Goto,  "  but  without  manufacturing 
facilities.  Originally,  we  concentrated 
on  marketing  the  good  products  of 
other  manufacturers.  Now  why  not 
use  their  manufacturing  facilities  for 
products  we  design?" 
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Investors  rely  on  it. 


When  continental  Europe's  leading  institutional 
investors  purchasing  U.S.  shares  were  asked  about 
reading  preferences,  their  number  one  choice  was  the 
International  Herald  Tribune. 

Eighty-five  percent  of  these  investors  reported  that 
they  read  the  Trib.  In  Switzerland,  the  hub  of 
international  finance,  91%  of  the  respondents  were 
readers  of  the  IHT. 

The  world's  only  global  newspaper,  the 
International  Herald  Tribune  reaches  more  than  a 
third  of  a  million  readers  each  day  in  164  countries. 
Not  all  of  them  are  institutional  investment 
professionals.  But  most  of  them  are  involved  with 
financial  decision-making  on  an  international  level  — 
for  themselves,  and  for  the  firms  and  organizations 
whose  fortunes  they  guide. 


Consider  these  just-released  facts  about  IHT 
readers: 

•  65%  are  in  management  positions 

•  48%  are  at  senior  management  level 

•  23%  are  CEO's,  Owners  or  Proprietors 

•  75%  own  shares,  Eurobonds  or  other  bonds 

•  64%  are  involved  in  corporate  purchasing 
decisions 

•  81%  have  one  or  more  university  degrees. 
No  wonder  that  28  out  Europe's  top  30  banks 

advertised  in  the  International  Herald  Tribune  last 
year.  Or  that  close  to  600  financial  advertisers 
regularly  place  messages  on  the  Trib's  well-read  pages. 

These  leaders  in  the  field  of  international 
investment  rely  on  the  International  Herald  Tribune. 

Shouldn't  you? 
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Innovative  investing  is  a  grand  tra- 
dition with  the  traders,  who  first  built 
Japan's  textile  industry  and  then 
formed  themselves  into  powerful  in- 
dustrial-banking groups  called  zai- 
batsu  in  the  half-century  after  Perry's 
arrival.  Another  U.S.  military  man, 
General  Douglas  MacArthur,  disman- 
tled these  powerful  combines  after 
World  War  II,  but  even  the  most  pow- 
erful— Mitsui  and  Mitsubishi — were 
allowed  to  re-form  during  the  1950s. 
Meanwhile,  the  smaller  sogo  shosha 
played  a  key  role  in  capital-short 
postwar  Japan,  providing  advance  pay- 
ments or  trade  credits  to  manufactur- 
ers who  could  not  find  credit  on  their 
own.  With  the  rise  of  heavy  industries 
like  steel,  autos  and  shipbuilding,  the 
sogo  shosha  innovated  once  more,  or- 
ganizing joint  investment  and  re- 
source development  ventures  with 
countries  that  supply  raw  materials 
in  exchange  for  long-term  contracts 
for  coal,  iron  ore  or  metals.  With 
economic  recovery  and  the  growth 
of  mass  consumer  markets  in  Japan, 
the  traders  began  handling  consum- 
er goods. 

Sure,  they  sometimes  lose.  Mitsui's 
multibillion-dollar  Iranian  petro- 
chemical project  was  first  stalled  by 
the  Iranian  revolution  and  then  by  the 
Iran-Iraq  war.  Mitsui's  loss  last  year 
was  a  consequence  of  having  to  set 


aside  a  loss  reserve  of  $160  million  for 
its  Iranian  project.  If  the  project  re- 
mains uncompleted,  Mitsui  may  be 
stuck  with  uninsured  losses  estimat- 
ed to  be  as  much  as  $500  million. 

But  the  skills  of  such  companies 
are  well  matched  for  the  increasing 
role  of  services  and  the  growing  re- 
quirement of  flexibility  in  the  world 
economy.  A  typical  sogo  shosha's  op- 
eration resembles  a  large  global  ex- 


C.  Itoh,  with  24  subsidiar- 
ies and  affiliates  in  the 
U.S.,  imports  and  distrib- 
utes Mazda  &  Isuzu  auto- 
mobiles, exports  Beechcraft 
airplanes  and  manufac- 
tures chain  link  fence  in 
California  and  pipe  in 
Michigan.  In  1982  C.  Itoh 
did  $7.6  billion  in  the  U.S. 


change,  with  tens  of  thousands  of 
brokers  working  around  the  clock. 
Via  this  network,  traders  match  sup- 
ply and  demand,  arrange  for  the 
transactions  and  often  the  financing 
and  foreign  exchange  as  well.  Thus 
excess  copper  ore  in  Peru  can  be 
matched  with  a  smelter  in  Japan 
whose  finished  ingots  have  already 
been  matched  with  a  wire  factory  in 


India.  This  large  internal  market  al- 
lows for  bartering  of  goods  and  ser- 
vices among  a  company's  various  di- 
visions, a  power  no  single  company 
making  a  single  line  of  products 
could  hope  to  wield.  The  closest 
thing  the  U.S.  has  to  sogo  shosha  are 
the  international  grain  traders  like 
Continental  Grain  or  Cargill,  al- 
though Congress  last  year  set  up  the 
Export  Trading  Act.  Like  the  grain 
traders,  the  Japanese  trading  compa- 
nies are  repositories  of  intelligence 
reports  ranging  from  political  evalua- 
tions to  market  studies  and  weather 
reports  that  could  affect  commodity 
pricing.  "We  have  C.  Itoh  America, 
not  CIA,"  jokes  Sakai.  These  ser- 
vices are  now  for  sale  to  countries 
other  than  Japan. 

Troubles  today?  Simply  another 
challenge.  "From  my  experience," 
says  C.  Itoh's  Shigeru  Goto  philo- 
sophically, "it  has  never  been  an  easy 
task  for  the  sogo  shosha.  The  role  of 
the  trading  company  has  been  ques- 
tioned for  more  than  25  years.  But  we 
are  still  here,  we  have  to  survive." 
And  the  same  goes  for  the  nation  the 
sogo  shosha  represent.  The  truth  Ja- 
pan's trade  partners  should  keep  in 
mind  is  that  they  are  competing  most 
of  all  with  tough,  shrewd  business- 
men. That's  the  challenge;  what  will 
be  their  response?  ■ 


Wire  into  the  business  circuit  in  San  Antonio. 


High-tech  industries  are  charging  into  the  future,  and  moving  to  San  Antonio  today.  Joining  companies  that  are  profit- 
ing in  San  Antonio,  such  as  Southwest  Research  Institute,  Advanced  Micro  Devices,  Tandy  Corporation  and  Datapoint. 
They  profit  from  the  high  productivity  of  an  energetic,  trainable  work  force.  The  resources  offered  by  nine  colleges  arid 
universities.  And  a  citywide  commitment  to  corporate  expansion  and  relocation.  Join  these  high-tech  companies  that 
mean  business  in  San  Antonio.  And  wire  into  a  winner.  k     A  d 

For  an  Executive  Summary  and  more  information,  contact  mMMOBKm 
Terry  Button,  President,  San  Antonio  Economic  Development  Foundation,  iX'*!Pl*Jf'f 
P.O.  Box  1628,  San. Antonio,  Texas  78296,  (512)  226-1394.  "  I  I  I  I  " 


SPECIAL  REPORT 
SPOTLIGHT  ON  INTERNATIONAL  BUSINESS 


The  year  the 
tide  went  out 


Last  year  wasn't  a  good  one 
for  foreign  investment.  For 
the  first  time  in  the  post- 
World  War  II  period,  the 
flow  of  direct  investments 
overseas  from  the  U.S.  declined — fall- 
ing by  $3  billion  to  around  $225  bil- 
lion. The  rush  of  foreigners  to  invest 
here  slowed,  too.  That  figure,  which 
swelled  by  30%  in  1981,  was  up  a 
modest  11%  in  1982,  to  $100  billion. 

These  numbers,  which  come  from 
the  Department  of  Commerce,  aren't 
perfect,  because  of  the  vagaries  of  in- 
tercompany accounting  procedures. 
But  they  do  reflect  the  impact  of  the 
recession  and  turmoil  in  the  oil  mar- 
ket on  worldwide  capital  flows.  In 
1981,  for  example,  oil  fueled  much  of 
the  growth  in  foreign  investments  in 
the  U.S.  One  deal  alone — the  Kuwaiti 
purchase  of  Santa  Fe  International — 
pumped  in  $2.5  billion. 

Last  year,  however,  there  were 
three  important  changes.  Most  sig- 
nificant, perhaps,  was  the  strong  dol- 
lar, which  tended  to  make  foreign  pur- 
chases more  expensive.  In  addition, 
falling  oil  prices  dried  up  acquisition 
interest  by  foreign  petroleum  compa- 
nies. Finally,  the  sorry  state  of  the 
economy  reduced  a  potent  source  of 
capital  investment  for  foreign  corpo- 
rations— reinvested  earnings  of  their 
U.S.  affiliates.  From  a  high  of  $6.2 
billion  in  1980,  this  figure  shriveled  to 
near  zero  in  1982. 

The  foreign  operations  of  U.S.  mul- 
tinationals were  squeezed,  too.  Rein- 
vested earnings  peaked  at  $19  billion 
in  1979,  but  last  year  the  figure  was 
less  than  one-third  that  amount.  Add 
a  continuing  spate  of  divestitures  and 


1982  was  less  than  a  banner  year  for 
foreign  investment  by  U.S.  firms, 
even  though  a  strong  dollar  made  pur- 
chases relatively  cheaper  than  in  the 
recent  past. 

Is  this  a  harbinger  of  things  to 
come?  "Instead  of  a  lot  of  new  U.S. 
companies  surging  overseas  like  you 
saw  in  the  late  1960s  and  early  1970s, 
most  everybody  is  over  there,"  says 
economist  David  Belli  of  the  Depart- 
ment of  Commerce's  Bureau  of  Eco- 
nomic Analysis.  "You  won't  see  tre- 
mendous growth  from  now  on  out." 

On  the  other  hand,  the  political  en- 
vironment is  encouraging  foreigners 
to  invest  in  the  U.S. — but  not  for  the 
reasons  you  might  think. 

Many  outsiders  worry  about  the 
growth  of  protectionism  and  want  to 
beat  out  any  looming  entry  restric- 
tions. "It's  a  similar  situation  to  15  or 
20  years  ago  when  U.S.  companies 
established  facilities  within  the  Com- 
mon Market  in  order  to  get  inside  the 
external  tariffs,"  explains  John  Hein, 
an  economist  at  the  Conference 
Board.  Also,  of  course,  foreign  corpo- 
rations like  the  Reagan  Administra- 
tion's pro-business  attitude,  a  marked 
contrast  to  that  of  some  European 
governments. 

The  continued  strength  of  the  U.S. 
dollar,  however,  poses  problems  for 
all  calculations  about  future  capital 
flows.  On  a  trade-weighted  average, 
the  dollar  appreciated  a  remarkable 
10.2%  last  year  against  the  currencies 
of  15  of  the  nation's  major  trading 
partners.  Now,  even  though  many 
currency  traders  feel  a  decline  is  im- 
minent, they  don't  expect  that  alone 
to  trigger  major  growth  in  foreign  in- 


vestment. "It  will  help  after  the  dollar 
has  fallen  but  not  while  it  is  moving 
down,  because  people  do  not  like  to 
commit  their  resources  to  a  declining 
currency,"  says  Peter  Andreae,  a  di-. 
rector  of  Kleinwort  Benson  Invest- 
ments, Ltd.  in  London. 

In  Andreae's  opinion,  there  will  be  a 
"gradual  decline  in  the  relative  attrac- 
tiveness of  the  U.S.  as  a  field  for  in- 
vestment" over  the  next  six  to  nine 
months.  A  drop  in  the  dollar  could  set 
this  off,  but  it's  the  political  situation 
that  worries  him:  "The  view  from 
London  is  strong  disappointment  that 
U.S.  deficits  have  not  been  tackled." 

Many  foreigners  see  this  in  sharp 
contrast  to  the  approach  of  the  conser- 
vative leadership  in  West  Germany 
and  the  landslide-reelected  Margaret 
Thatcher.  Both  Britain's  Tories  and 
W.  Germany's  Christian  Democrats 
make  no  bones  about  cutting  deficits. 
"In  the  next  two  or  three  years  there 
will  be  a  divergence  between  conser- 
vative countries  like  the  U.K.,  Ger- 
many and  Japan,  with  good  prospects 
of  beating  inflation,  and  the  U.S., 
which  is  not  conservative  in  its  fi- 
nancing," Andreae  concludes. 

If  that  is  true,  don't  be  surprised  to 
see  solid  inflows  of  capital  into  the 
U.S.  this  year  and  perhaps  moderate 
outflows,  as  U.S.  multinationals  keep 
much  of  their  own  investment  at 
home.  Over  the  longer  term,  however, 
Britain  may  no  longer  be  the  "sick 
man"  of  Europe,  and  there's  even  the 
possibility  that  investors  may  soon 
look  for  opportunities  along  the 
Thames,  in  Duesseldorf,  Tokyo,  or 
even  Singapore,  just  as  they  search  the 
Sunbelt  today. — Jon  Schriber 
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Here  come 
the  Canadians 


Iast  year  revenues  of  the  100  largest 
Iforeign  investments  in  the  U.S. 
grew  a  scant  7%.  But  Seagram  Co. 
Ltd.  of  Canada  moved  into  first  place 
over  both  Anglo  American  Corp.  of 
South  Africa  and  the  Royal  Dutch/ 
Shell  Group.  Seagram's  21%  stake  in 
Du  Pont  put  it  on  top,  in  part,  because 
of  Du  Pont's  Conoco  acquisition. 

At  the  bottom  of  the  list,  mean- 
while, another  Canadian  firm,  Stein- 
berg Inc.,  squeaked  into  last  place.  It 
owns  an  American  supermarket  chain 
with  $497  million  in  revenues.  Stein- 
berg replaces  Germany's  Hoesch 
A.G.,  which  divested  itself  of  Enviro- 
tech,  the  pollution  controls  company, 
and  moved  off  our  roster.  Also  dearly 


departed  are  such  familiar  names  as 
Massey-Ferguson  Ltd.,  which  ranked 
78th  last  year;  Imetal,  a  French  metals 
company  that  owns  66%  of  Copper- 
weld;  and  Cominco  Ltd.,  the  Canadi- 
an mining  firm.  All  fell  victim  to  de- 
clining revenues. 

Newcomers  include  the  U.K.'s 
Pilkington  Brothers,  which  ranks 
47th  by  having  grabbed  a  one-third 
interest  in  Libbey-Owens-Ford  last 
year.  "Winterthur"  Swiss  Insurance 
Co.  also  took  over  Republic  Financial 
Services  to  become  a  runner-up. 

There  were  other  notable  changes. 
Renault  pulled  up  to  the  number  10 
slot  from  13  last  year  by  capturing 
20%  of  Mack  Truck,  a  stake  it  now 


plans  to  increase  to  45%.  At  the  same 
time,  Imperial  Chemical  Industries 
fell  to  60  from  22  after  selling  its  share 
of  Fiber  Industries  to  Celanese.  Final- 
ly, Rhone-Poulenc  drops  to  116  from 
35  after  shedding  Morton  Thiokol. 

What  kinds  of  investments  do  for- 
eigners like?  Chemicals,  energy  and 
metals  are  well  represented.  As  for  the 
international  flavor,  the  U.K.  has  the 
most  companies,  33  with  major  in- 
vestments, followed  by  Canada  with 
24.  Kuwait  even  rates  one  full  entry 
(Santa  Fe  International)  and  a  piece  of 
another  (30%  of  Korf  Industries).  Not 
surprisingly,  however,  Canada  has  by 
far  the  largest  investment  position 
here.  Its  total  revenues:  $57  billion. 


The  100  largest  foreign  investments  in  the  U.S. 


% 

Revenue 

Net  income 

Assets 

Foreign  investor  Country 

US  company 

owned 

Industry 

(millions) 

[millions) 

[millions) 

1  Seagram  Co  Ltd1  Canada 

Joseph  E  Seagram  &  Sons 

100% 

spirits  &  wines 

$  1,564 

$237.0 

$  4,482 

EI  du  Pont  de  Nemours1 

21 

chemicals,  energy 

33,223 

894.0 

24,343 

34,787 

2  Anglo  American           South  Africa 

Corp  of  So  Africa  Ltd1 

Minerals  es)  Resources1  Bermuda 

Phibro-Salomon1 

26 

metal  trading,  brokerage 

26,703 

337.0 

39,669 

Engelhard  Corp1 

27 

metals 

2,019 

64.8 

775 

Adobe  Oil  &  Gas1  2 

28 

energy 

203 

24.6 

387 

Inspiration  Consol  Copper3 

50 

copper 

165 

-24.2 

223 

Terra  Chemicals2 

100 

fertilizer 

273 

-2.5 

213 

Charter  Consolidated1  UK 

National  Mine  Service' 

51 

mining  equipment 

177 

4.5 

120 

29,540 

3  Royal  Dutch/  Netherlands 

Shell  Oil1 

69 

energy 

20,062 

1,605.0 

21,376 

Shell  Group1  UK 

Scallop  Corp 

100 

energy 

Billiton  Exploration 

100 

metals 

1,560 

NA 

544 

Billiton  Metals 

100 

metals 

Ocean  Minerals 

30 

metals 

21,622 

4  British  Petroleum  Pic1  UK 

Standard  Oil  Ohio' 

53 

energy 

13,152 

1,879.0 

16,016 

BP  North  America 

100 

energy 

NA 

NA 

2,000E 

13,152 

5  Mitsui  &  Co  Ltd1  Japan 

Alumax 

45 

aluminum 

1,004 

38.7 

1,159 

Mitsui  &  Co  USA 

100 

multicompany 

5,802E 

NA 

271 

6,806E 

'Publicly  traded  m.l)  S.    \Shares  held  by  Inspiration  Resources.    'North  American  operations.  E 

Estimate    A:  Annualized.    NA:  Not  available    Note:  Some  foreign  investors 

listed  own  U.S.  companies  indirectly  through  companies  in  italics 
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The  100  largest  foreign  investments  in  the  U.S 


% 

Revenue 

Net  income 

Assets 

Foreign  investor 

Country 

US  company 

owned 

Industry 

(millions) 

(millions) 

(mil)iom 

6  Flick  Group 

Germany 

WR  Grace' 

28% 

multicompany 

$6,128 

$319.5 

 1 

$4,916 

7  B.A.T  Industries  Pic1 

UK 

BATUS 

100 

paper,  retailing,  tobacco 

5,165 

214.0 

3,745 

8  Generate  Occidentale 

France 

Grand  Union 

100 

supermarkets 

4,137 

24.7 

756 

Diamond  International 

100 

packaging,  lumber 

781 

23.9 

1,173 

4,918 

9  Tengelmann  Group 

Germany 

Great  A&PTea' 

51 

supermarkets 

4,608 

21.4 

1,093 

10  Regie  Nationale  des 

France 

American  Motors' 

46 

automotive 

2,878 

-153.5 

1,607 

Usines  Renault 

Mack  Truck 

in 
2U 

automotive 

l,zyz 

— o2.o 

/  22 

4,170 

1 1  Beneficiaries  of  US 

Netherlands 

North  American  Philips' 

61 

electronics 

3,168 

73.6 

1,826 

Philips  Trust 

Signetics 

100 

semiconductors 

325 

NA 

NA 

3,493 

12  Bayer  AG1 

Germany 

Mobay  Chemical 

100 

chemicals 

1,132 

-8.3 

1,213 

ivlllLS  LdUOrjlOIlCS 

i  nn 

health  care 

1 ,  U  /  o 

n  ft 

— U.  o 

i  ,UZ  1 

Compugraphic' 

79 

photocomposition 

276 

7.7 

232 

Helena  Chemical 

100 

chemicals 

Haarmann  &  Reimer 

100 

chemicals 

816 

NA 

NA 

Agfa-Gevaert 

1  MM 
1UU 

photographies 

3,300 

13  Unilever  NV1 

Netherlands 

Lever  Brothers 

100 

consumer  goods 

Thomas  J  Lipton 

i  nn 
1UU 

r  1 

rood 

3,132 

on  c  ^ 

44/ 

National  Starch  &  Chem 

100 

adhesives,  starch 

14  Volkswagenwerk  AG1 

Germany 

Volkswagen  of  America 

100 

automotive 

2,454 

-143.1 

1,000E 

Tnumph-Adler  (N.  Amer) 

100 

office  equipment 

600E 

NA 

NA 

3,054 

15  Midland  Bank  Pic 

UK 

Crocker  National  Corp1 

57 

banking 

2,894 

71.6 

24,939 

16  Hongkong  &  Shanghai 

Banking  Corp1 

Hone  Kong 

Marine  Midland  Banks' 

51 

banking 

2,412 

87.0 

20,239 

17  Schlumberger  NV1 

Neth  Antilles 

Schlumberger  Technology 

100 

oilfield  svs,  electronics 

2,400 

NA 

2,400 

18  Nestle 

wi  t7p  r  I  ann 

O  W  1  L  .  A  1  1  1 1  1  1  LI 

Nestle 

100 

fo  d 

Libby,  McNeill  &  Libby 

100 

food 

Stouffer  Corp 

i  nn 

food,  restaurants 

2,341 

NA 

NA 

Alcon  Laboratories 

100 

drugs 

Beech-Nut 

100 

food 

Other  companies 

100 

food,  drinks,  health  care 

19  Brascan  Ltd1 

Canada 

Scott  Paper' 

24 

paper  products 

2,293 

74.5 

2,382 

20  Petrofina  SA 

Belgium 

American  Petrofina' 

75 

energy 

2,242 

54.4 



1,166 

Petrofina  Delaware 

100 

oil  &  gas  exploration 

49 

25.3 

289 

2,291 

21  Canadian  Pacific  Ltd1 

Canada 

Soo  Line  Railroad' 

56 

railroad 

299 

15.3 

526 

Canadian  Pacific 

Canada 

Canadian  Pacific  Enter- 

100 

agric  products,  minerals, 

1,926 

19.8 

1,752 

Enterprises  Ltd 

prises  US 

china 

2,225 

22  Francaise  des  Petroles 

France 

Total  Petroleum  NA ' 

Canada 

Total  Petroleum 

100 

energy 

2,200E 

NA 

8901 

'Publicly  traded  in  U.S.  "Shares 

held  by  Inspiration  Resources.    'North  American  operations.  E: 

Estimate    A:  Annualized    NA:  Not  available.    Note:  Some  foreign  investors 

listed  own  U.S.  companies  indirectly  through  companies  in  italics. 
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The  100  largest  foreign  investments  in  the  U.S. 


%  Revenue      Net  income  Assets 

Foreign  investor  Country  US  company  owned    Industry  (millions)       (millions)  (millions) 


'.3  George  Weston  Ltd1 

|       Loblaw  Cos1 

Canada 
Canada 

Interbake  Inc 
Stroehmann  Brothers 
Eastern  Fine  Paper 
Peter  J  Schmitt 
National  Tea 

100% 

100 

100 

100 

100 

biscuits 
bakery 

paper  products 
food  wholesaling 
supermarkets 

$  375 

i  Tin 

1, 1 11 

2,097 

NA 
NA 

NA 
NA 

'A  CIBA-GEIGY  Ltd 

Switzerland 

CIBA-GEIGY  Corp 
ILFORD  Corp 

100 
100 

chemicals,  drugs 
photographic  products 

1,965 
44 
2,009 

NA 
NA 

$1,493 
21 

!5  Grand  Metropolitan1 

UK 

GrandMet  USA 
Intercontinental  Hotels 

100 
100 

tobacco,  drinks  &  food 
hotels 

1,347 
449 
1,796 

$77.9 
NA 

1,053 
589 

I  Barclays  Bank  Pic 

UK 

Barclays  American 
Barclays  Bank  NY 
Barclays  Bank  Calif 

100 
100 
100 

financial  services 

banking 

banking 

1,773 

-56.0 

11,833 

17  Imperial  Group  Pic1 

UK 

Howard  Johnson 
Country  Poultry 
Lea  &  Perrins 

100 
50 
86 

hotels,  restaurants 

food 

sauces 

725 
1,000 A 
30E 
1,755E 

NA 
NA 
NA 

NA 
NA 
NA 

18  Commercial  Union       UK  Commercial  Union  Corp     100      insurance  1,655        -144.0  2,662 

Assurance  Pic 


!9  BASF  AG1 

Germany 

BASF  Wyandotte 

Badische 

BASF  Systems 

Fritzsche  Dodge  &  Olcott 

Knoll  Pharmaceutical 

100 
100 
100 
100 
100 

chemicals 
man-made  fibers 
magnetic  media 
flavors  &.  fragrances 
drugs 

895 
501 
85 
76 
61 
1,618 

5.4 
-0.2 
NA 
NA 
NA 

735 
483 

75 
132 

24 

10  Dalgety  Pic 

UK 

Dalgety  Foods 
Martin-Brower  Co 
Pig  Improvement  Co 
Modern  Maid  Food 

100 
100 
100 
100 

frozen  foods 
distribution 
pig  breeding 
food  coatings 

1,600E 

NA 

230E 

10  Kuwait  Petroleum 

Kuwait 

Santa  Fe  International 

100 

oil  drilling 

1,600E 

170.0E 

1,500E 

12  Consolidated  Gold 
Fields  Pic1 

UK 

Amcon  Group 
Newmont  Mining1 

100 

25 

drilling  rigs,  mining 
mining 

846 
712 
1,558 

-12.7 
48.6 

1,011 
1,947 

(3  Thomas  Tilling  Pic 

UK 

Thomas  Tilling 

100 

multicompany 

1,520 

NA 

758 

14  Hoechst  AG1 

Germany 

American  Hoechst 

100 

chemicals 

1,506 

3.0 

1,242 

(5  Delhaize  Le  Lion  SA 

Belgium 

Food  Lion1 
Food  Giant 

51 
100 

supermarkets 
supermarkets 

947 
544 
1,491 

21.9 
NA 

213 
NA 

16  Financiere  Credit 

Switzerland 

First  Boston1 

43 

investment  banking 

1,395 

93.0 

17,324 

Suisse-First  Boston 


!7  Royal  Insurance  Pic  UK 

Royal  USA 

100 

insurance 

1,380 

15.9 

2,378 

18  Hanson  Trust  Pic1  UK 

Interstate  United 

100 

food  services 

372 

13.1 

76 

Hygrade  Food  Products 

100 

meat  processors 

307 

10.3 

56 

Endicott  Johnson 

100 

shoe  mfg,  retailing 

288 

27.5 

Ames  Company 

100 

hand  tools 

71 

10.9 

183 

Carisbrook  Industries 

100 

fabric,  yarns 

219 

21.7 

97 

Seacoast  Products 

100 

fish  oil  &  meal 

43 

-3.6 

42 

1,300 

Jublicly  traded  in  U.S.  2Shares  held  bv  Inspiration  Resources.  'North  American  operations.  E:  Estimate.  A:  Annualized  NA:  Not  available.  N<?te: Some  foreign  investors 
sted  own  U.S.  companies  indirectly  through  companies  in  italics. 
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National  Westminster.  The  Action  Bank. 

In  the  biggest  international  banking 
centre  it  towers  above  the  rest. 


National  Westminster's  network  of 
3,200  branches  is  larger  than  that 
of  any  other  bank  in  Britain. 

So  perhaps  it's  not  surprising  that 
we  also  rank  among  the  biggest  banks 
in  the  world. 

There's  only  one  way  a  bank  can 
grow  like  that.  By  providing  customers 
with  an  unparalleled  wealth  of  know-how 


and  initiative. On  demand.We  believe 
no  other  bank  can  take  wiser  or  more 
decisive  action  on  your  behalf.  And  we 
believe  no  other  bank  can  make  a  better 
claim  to  be  "The  Action  Bank'! 

If  you'd  like  to  test  that  claim  simply 
contact  the  manager  of  our  nearest  office. 

We're  big  enough  to  take  it  and  act 
on  it. 


The  100  largest  foreign  investments  in  the  U.S. 


Foreign  investor 

Country 

US  company 

% 
owned 

Industry 

Revenue 
(millions) 

Net  income 
(millions) 

Assei 
(millic 

39  Noranda  Mines  Ltd1 
MacMillan  Bloedel  Ltd' 

Canada 
Canada 

Noranda  Inc 
MacMillan  Bloedel 

100% 
100 

aluminum 
forest  products 

$  651 
631 
l, Lai 

NA 
NA 

$1,13^ 
55 

40  Henkel  KGaA 

Germany 

Henkel  Corp 
Amchem  Products 
Clorox' 

100 
100 

23 

chemicals 
chemicals 
household  products 

400E 

867 
1,267E 

NA 
$45.1 

541 

41  Trade  Development 
Bank  Holding 

Luxembourg 

Republic  NY  Corp1 

61 

banking 

1,249 

70.5 

9,280 

42  Bell  Canada1 

Northern  Telecom  Ltd' 

Canada 
Canada 

Northern  Telecom 

100 

telecommunications 

1,226 

NA 

911 

43  Alusuisse 

Switzerland 

Maremont 

Consolidated  Aluminum 
Lonza 

Hey  ward-Robinson 
Ormet 

i  nn 

1UU 

88 
100 
100 

58 

auto  parts 
aluminum 

aluminum,  electrodes 
engineering,  consulting 
aluminum,  electrodes 

AA^ 

765 
1,210 

M  A 

NA 

78; 

44  Northern  Foods  Pic 

UK 

Bluebird  Inc 
Keystone  Foods 

100 
80 

meat  products 
meat,  poultry 

700E 
510 
1,210E 

NA 
NA 

N/ 

45  Moore  Corp  Ltd1 

Canada 

Moore  Business  Forms 
FN  Burt  Company 

100 
100 

business  forms 
packaging 

1,202 

NA 

671 

46  Thyssen  Group1 

Germany 

Budd  Co 

100 

auto  parts,  RR  equip, 
machine  tools 

1,197 

NA 

N/ 

47  Pilkington  Brothers 
Pic 

UK 

Libbey-Owens-Ford1 
Solec  Intl 
CemFIL 

30 
80 
90 

glass 

photo-optical 
building  materials 

1,099 
70 
1,169 

16.0 
NA 

83(1 
N/ 

47  Vendex  International 
BV 

Netherlands 

Dillard  Dept  Stores' 
HI  Wilson  Co' 

51 
21 

retailing 
retailing 

711 
458 
1,169 

22.0 
5.6 

371 
32(1 

49  Ahold  NV1 

Netherlands 

BI-LO 

Giant  Food  Stores 

100 
100 

supermarkets 
supermarkets 

807 
349 
1,156 

NA 
NA 

NJ 
N/ 

50  The  BOC  Group  Pic 

UK 

Airco 

Mountain  Medical  Equip 

100 

52 

gases 
oxygen 

1,135 
14 
1,149 

43.0 
1.7 

1,240 
li 

51  Akzo  NV1 

Netherlands 

Akzona 

Other  companies 

100 
100 

chemicals,  fibers 
drugs,  chemicals 

1,141' 

NA 

85C 

52  Thyssen-Bornemisza 
NV 

Netherlands 

Thyssen-Bornemisza 

100 

diversified  mfr 

1,113 

NA 

3,141 

53  General  Electric 
Pic 

UK 

AB  Dick 
Alco  Power 
Picker  Intl 
Other  companies 

100 
100 
80 
100 

office  equipment 
diesel  engines 
medical  equip  &  systems 
electronics 

300E 
65E 
615 
125E 
1,105E 

NA 
NA 
NA 
NA 

NA 
8C 
30C 
NA 

54  F  Hoffmann-La  Roche 

Switzerland 

Hoffmann-La  Roche 

100 

drugs,  chemicals 

1,100E 

NA 

NA 

55  Akan  Aluminium  Ltd 

1  Canada 

Alcan  Aluminum 

100 

aluminum 

1,093 

-1.0 

671 

'Publicly  traded  in  U.S.    -'Shares  held  by  Inspiration  Resources.    'North  American  operations  E 
listed  ow  n  I' S  companies  indirectly  through  companies  in  italics. 
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The  100  largest  foreign  investments  in  the  U.S.  |bfc~*& 

i  Foreign  investor 

Country 

US  company 

/o 

owned 

Industry 

Revenue 
(millions) 

Net  income 
(millions) 

Assets 
(millions) 

56  Pechiney  Ugine 
Kuhlmann 

France 

Howmet  Aluminum 
Howmet  Turbine 
Components 

100% 
100 

aluminum  products 
engine  castings 

$  534 
529 

1,063 

$34.4 

$  744 

57  Six  European  Banks 

6  countries 

European  American  Bncp 

100 

banking 

1,061 

30.4 

8,325 

58  Elf  Aquitaine  Group 

France 

Elf  Aquitaine  Inc  100 
Other  companies  34-100 

chemicals,  energy,  mining 
energy,  drilling,  drugs 

933 
106E 
1,039 

NA 
NA 

NA 
NA 

59  Siemens  AG1 

Germany 

Siemens  Corp 
Siecor  Inc 
Siemens-Allis 
Other  companies 

100 
50 
85 

100 

medical,  electronics 
telephone,  fiber  optics 
power  engineering 
communications 

1,016 

NA 

NA 

60  Imperial  Chemical 
IndV 

UK 

ICI  Americas 

Corpus  Chnsti  Petrochem 

100 

38 

drugs,  chemicals 
chemicals 

1,000E 
NA 

NA 
NA 

NA 
NA 

61  Swiss  Reinsurance  Co 

Switzerland 

N  Am  Reinsurance 
N  Am  Reassurance 
SwissRe  Life  Ins 
Other  companies 

100 
100 
100 
100 

insurance 
insurance 
insurance 
insurance 

588 
104 
190 
99 
981 

23.0 
10.0 
-3.1 
20.4 

1,662 
496 
58 
279 

62  Bank  of  Tokyo  Ltd1 

Japan 

Bank  of  Tokyo  Trust 
California  First  Bank1 

100 

76 

banking 
banking 

483 
493 
976 

9.5 
9.7 

4,135 
4,156 

63  Power  Corp  of  Canada 

Canada 

Great- West  Life  Assur 

96 

insurance 

950E 

NA 

2,540E 

64  Canadian  Imperial 
Bank  of  Commerce1 

Canada 

Canadian  Imperial  Bank 
of  Commerce 

100 

banking 

938E 

NA 

5,300E 

65  Franz  Haniel  &  Cie 

Germany 

Scrivner  Inc 

100 

wholesale/retail  foods 

911 

11.1 

138 

66  Canada  Development 
Corp 

Canada 

Savin1 
Polysar  Inc 
Canterra  Coal 
Canterra  Petroleum 

57 
100 
100 
100 

office  equipment 

petrochemicals 

coal 

energy 

469 

379 
35E 
12E 

895 

-32.2 
NA 
NA 
NA 

407 
178 
NA 
NA 

67  Standard  Chartered 
Bank  Group 

UK 

Union  Bank 

100 

banking 

.859 

31.0 

7,545 

68  General  Accident  Fire 
&  Life  Pic 

UK 

General  Accident  Ins  Am 
Camden  Fire  Assurance 
Penn  Gen  Insurance 
Potomac  Ins  of  Illinois 

100 
100 
100 
100 

insurance 
insurance 
insurance 
insurance 

848 

81.8 

1,835 

69  Davy  Corp  Pic 

UK 

Davy  Inc 

100 

construction,  engineering 

843 

4.2 

260 

70  Saint-Gobain 

France 

CertainTeed  Corp1 

57 

building  supplies 

827 

-7.1 

617 

71  Imasco  Ltd1 

Canada 

Hardee's  Food  Systems 
Shoppers  Drug  Mart 
Tinder  Box  Intl  Ltd 

100 
100 
100 

fast  food 

health  &  beauty  prods 
tobacco  products 

807 

14E 
821 

NA 
NA 

364 
NA 

72  Natl  Westminster 
Bank  Pic 

UK 

Natl  Bank  North  Amer 

100 

banking 

818 

17.5 

6,807 

73  Johnson  Matthey  Pic 

UK 

Johnson  Matthey 
Investments 

100 

jewelry,  metal 
fabrication 

800 

NA 

364 

Publicly  traded  in  U.S     "Shares  held  by  Inspiration  Resources     'North  American  operations  V. 
isted  own  U.S.  companies  indirectlv  through  companies  in  italics. 
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The  100  largest  foreign  investments  in  the  U.S. 


Foreign  investor 


Couniry 


US  company 


% 

owned  Industry 


Revenue 
(millions) 


Net  income  Asset 
(millions)  (millio 


74  Bowater  Corp  Pic' 


UK 


Bowater  North  America  100% 
Catawba  Newsprint  51 
Bowater  Computer  Forms  100 


lumber,  pulp  &  paper 
newsprint 
business  forms 


$786 


NA       $  82C 


75  Sun  Life  Assurance  Canada 
Co  of  Canada 


Sun  Life  Assurance  (US)  100 

Suncan  Equity  Services  100 

Suncan  Benefit  Services  100 

Mass  Financial  Services  100 


insurance 
financial  services 
financial  services 
financial  services 


771 


NA 


2,988 


76  Manufacturers  Life 
Insurance 


Canada 


Manufacturers  Life  Ins 


100 


insurance 


770E 


NA 


2,794 


77  United  Biscuits 
(Holdings)  Pic 


UK 


Keebler 

Specialty  Brands 


100      baked  goods 
43      spices,  salad  dressing 


674 
87 
761 


$31.3 
5.0 


325 
38 


78  Beecham  Group  Pic1  UK 


Beecham 

Jovan 

DAP 


100      drugs,  consumer  prods 
100      cosmetics,  fragrances 
100  sealants 


750 


NA 


70C 


79  Nova1  Canada 

Husky  Oil  Ltd'  Canada  Husky  Oil  Co 


100      energy,  steel,  charcoal 


747 


NA 


79  Ultramar  Pic 


UK 


Ultramar  American  Ltd       100  energy 


747 


NA 


81  Genstar  Ltd1 


Canada 


Genstar  USA 


100      bldg  matls,  financial  serv 


742 


NA 


82  Daimler-Benz  Group  Germany 


Freightliner 
Euclid 


100  automotive 
100  automotive 


520 
191 
711 


NA 
NA 


83  Sandoz  Ltd 


Switzerland 


Sandoz  United  States 
Ex-Lax  Pharmaceutical 


100  food,  drugs,  seeds,  chem 
100  healthcare 


705 


NA 


84  Electrolux  AB 


Sweden 


Dometic  Inc 


100  appliances 


697 


NA 


85  Nationale-Neder- 
landen  NV 


Netherlands 


GeorgiaUS 

100 

insurance 

326 

31.8 

Peerless  Insurance 

100 

insurance 

152 

0.7 

Security  Life  Denver 

100 

insurance 

83 

31.2 

Midwestern  United  Life 

88 

insurance 

68 

4.2 

Wisconsin  National  Life 

100 

insurance 

35 

4.1 

Netherlands  Insurance 

100 

insurance 

20 

0.9 

684 


86  Ennia  NV 

Netherlands 

National  Old  Line 

100 

insurance 

63 

7.5 

Equity  National  Ins 

100 

insurance 

16 

1.3 

American  Old  Line 

100 

insurance 

2 

0.6 

Extendicare  Ltd 

Canada 

Annapolis  Life  Ins 

100 

insurance 

536 

NA 

Coronet  Life  Ins 

100 

insurance 

Medco  Centers 

100 

insurance 

54 

NA 

671 


87  Olympia  &  York 
Developments  Ltd 


Canada 


Abitibi-Price 
Landmark  Land1 
Brinco 

Royal  Trustco 

Trizec 

Rouse1 


94  forest  products 

29  recreation 

52  mining,  energy 

24  banking 

37  property  development 

25  property  dev,  banking 


190 
81 
11 
71 
151 
164 
668 


NA 
2.1 
NA 
3.4 
NA 
8.1 


88  Allianz  Versicherungs  Germany 
AG 

Allianz  of  America 
Munich  Amer  Reinsurance 
Munich  Amer  Reassurance 

100 

45 
45 

insurance 
insurance 
insurance 

449 
121 
41 
611 

11.0 
7.0 
0.6 

1,615 
323 
76 

89  Rio  Tinto-Zinc  Pic1  UK 

US  Borax  &  Chemical 

100 

chemicals 

350E 

NA 

350 

Indal  US 

59 

building  products 

250 

NA 

170 

600E 

'Publicly  traded  in  U.S.    'Shares  held  by  Inspiration  Resources    3North  American  operati 
listed  own  U.S.  companies  indirectly  through  companies  in  italics. 

>ns.  1 

i:  Estimate    A:  Annualized 

NA:  Not  available.    Note:  S( 

ime  foreign  invest* 
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The  100  largest  foreign  investments  in  the  U.S. 

:oreign  investor 

Country 

US  company 

o/ 
/o 

owned 

Industry 

Revenue 
(millions) 

Net  income 
(millions) 

Assets 
(millions) 

)  IFI  International 
SA 

Luxembourg 

Moog  Automotive 
Chicago  Rawhide 
River  Cement 
Income  International 
Hercules  Cement 
Signal  Cement 

100% 
100 

40 
100 

46 

46 

auto  parts 
auto  parts 
cement 

industrial  components 

cement 

cement 

$600 

NA 

NA 

I  Sobey  Group 

Canada 

Hannaford  Brothers1 

25 

food  distribution 

559 

$  7.9 

$  125 

1  AGO  Holdings  NV 

Netherlands 

Life  Investors' 

63 

insurance 

558 

27.3 

1,353 

3  TransCanada 
PineLines1 
P 

Canada 

Great  Lakes  Gas 
Transmission 

50 

gas  pipeline 

536 

25.1 

401 

t  Cadbury  Schweppes 
Pic1 

UK 

Cadbury  Schweppes  USA 

100 

food 

534 

NA 

238 

5  Baron  Edmond  de 
Rothschild 

Switzerland 

BanCal  Tn-State1 

30 

banking 

521 

8.7 

3,839 

5 Ivaco 


Canada 


Laclede  Steel' 

40 

steel 

178 

Atlantic  Steel 

100 

steel 

Capitol  Wire  &  Fence 

100 

steel 

Florida  Wire  &  Cable 

84 

steel 

336 

National  Wire  Prods 

60 

steel 

New  York  Wire  Mills 

100 

steel 

Niagara  Lockport  Inds 

100 

paper  machine  clothing 

NA 


126 


257 


514 


7  Volvo  AB 


Sweden 


Volvo  White  Truck 
Hamilton  Bros  Petroleum' 


100 

25 


automotive 
energy 


342 
169 
511 


-14.0 
9.0 


177 
362 


3  Fiat  SpA 


Italy 


Fiat-Alhs 
Hesston  Corp' 


80  construction  equip 
50      agricultural  equip 


307 
202 
509 


-26.1 
-7.9 


237 
144 


9  Thorn  EMI  Pic 


UK 


Thorn  EMI  (US) 


100      music,  films,  electronics 


500E 


NA 


NA 


90  Steinberg  Inc1 


Canada 


Smitty's  Super  Valu 


100  supermarkets 


497 


8.2E 


194 


And  the  25  runners -up 


Foreign  investor 


Country 


US  company 


o/ 
/o 

owned  Industry 


Revenue  Net  income  Assets 
(millions)     (millions)  (millions 


91  Syntex1 

Panama 

Syntex 

100 

drugs 

495 

NA 

396 

92  Otto  Versand 

Germany 

Spiegel  Inc 

100 

catalog  retailing 

485 

5.3 

447 

93  "Winterthur"  Swiss 

Switzerland 

Republic  Financial  Services  100 

insurance 

481 

25.5 

938 

Insurance  Company 

94  LM  Ericsson 

Sweden 

Anaconda-Ericsson 

50 

telec.ommun  equipment 

470 

NA 

476 

Telef  onaktiebolaget 1 

Ericsson  Programatic 

31 

computer  software 

7 

NA 

3 

477 

95  Hawker  Siddeley 

UK 

Lister  Diesels 

100 

engine  assembly 

15 

NA 

11 

Group  Pic1 

FASCO 

100 

electrical  equipment 

152 

5.0 

110 

Onan 

37 

engines 

250E 

NA 

180E 

Carlton  Inds 

UK 

KW  Battery 

100 

industrial  batteries 

20E 

NA 

NA 

Hawker  Siddeley  Can 

Canada 

Corinth  Machinery 

100 

sawmill  equip,  pumps 

Dosco 

100 

mining  equipment 

30 

NA 

25 

Tree  Farmer  Equipment 

100 

foresting  equipment 

^67E 

jblicly  traded  in  U.S.    ^Shares  held  bv  Inspiration  Resources.    'North  American  operations 

i:  Estimate    A:  Annualized  NA: 

Not  available.    Note:  Some  foreign  investors 

ted  own  U.S.  companies  indirectly  through  companies  in  italics. 
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And  the  25  runners -up 


%  Revenue  Net  income  Ass< 

Foreign  investor                    Country            US  company                          owned  Industry  (millions)       (millions)  (millij 

106  Inco  Ltd1                    Canada          International  Nickel           100%  metals  . 

Huntington  Alloys             100  metals  products  ^bi>            INA  31  4q 


107  Fujitsu  Ltd1 

Japan 

Amdahl1 

24 

computers 

462 

$4.9 

56 

108  ASEA  Group 

Sweden 

ASEA  (USA) 

100 

elec  &  industrial  equip 

461 

NA 

Nj 

109  Matsushita  Electric 
Industrial  Co1 

Japan 

Matsushita  Electric 
Corp  of  America 

100 

electronics 

460E 

NA 

85 

110  Olsen,  Lehmkuhl 

Norway 

Timex 

100 

watches 

450E 

NA 

N 

Families 


110  Sony  Corp1 

Japan 

Sony  Corp  (US) 

100 

consumer  electronics 

450E 

NA 

N 

112  L'Air  Liquide1 

France 

Liquid  Air  Corp1 

61 

industrial  gases 

449 

27.5 

53 

113  Babcock  Intl  Pic1 

UK 

ACCO/Babcock 

100 

diversified  mfg 

440 

NA 

28 

114  S  Pearson  &  Son  Pic 

UK 

Midhurst  Corp 
Pearson  Longman  (US) 
Cedar  Point1 

100 
100 

25 

oil  services  &  equipment 
publishing 
amusement  parks 

365E 

69 
434E 

NA 
10.6 

N 

N. 

115  Intl  Thomson  Org  Ltd  Canada 

International  Thomson 

100 

publishing,  travel,  energy 

432 

NA 

46 

116  Rhone-Poulenc  SA 

France 

Rhone-Poulenc 
Dysan  Corp1 

100 
20 

chemicals 

data  processing  equip 

281 
143 
424 

NA 

9.0 

N 

M 

117  Guest,  Keen  & 

UK 

Guest,  Keen  &  Nettlefolds 

100 

automotive,  steel 

418 

NA 

N. 

Nettlefolds 


118  Societe  Auxiliare 

France 

Spaw-Glass 

51 

building 

273 

NA 

N 

D'Entreprises 

Continental  Heller 

72 

building 

82 

NA 

N 

Pinkerton  &  Laws 

40 

building 

60 
415 

NA 

N 

119  Koninklijke 
Wessanen  NV 


Netherlands 


Marigold  Foods 
Friwessa 
Real  Veal 
Crowley  Foods 


100  dairy 

100  vegetable  oil 

100  animal  feed 

100  dairy 


400E 


NA 


N 


120  Jefferson  Smurfit 
Group  Ltd 


Ireland  Alton  Packaging 

Smurfit  Industries 


100  packaging 
100  packaging 


398 


12.1 


24 


121  IDB  Bankholding 
Corp  Ltd 


Israel  Israel  Discount  Bank  NY  100 

PEC  Israel  Economic  Corp  100 


banking 

Israeli-related  ventures 


373 
22 
395 


14.4 
NA 


3,07 


11 


122  BBC-Brown  Boveri       Switzerland     BBC  Brown  Boveri  100      power  equipment  390  NA  35 


123  Willy  Korf 

Govt  of  Kuwait 

Germany 
Kuwait 

Korf  Industries 

70 
30 

steel,  technology 

380E 

NA 

nJ 

123  SKF  AB 

Sweden 

SKF  Industries 

96 

bearings,  auto  parts 

380 

NA 

N 

125  Asamera 

Canada 

Asamera  Oil 
Asamera  Minerals 

100 
100 

energy 
mining 

375 

NA 

13 

Publicly  traded  in  U.S  "Shares  held  by  Inspiration  Resources.  JNorth  American  operations  E:  Estimate  A:  Annualized  NA:  Not  available.  Note:  Some  foreign  invesfl 
listed  own  U.S.  companies  indirectly  through  companies  in  italics. 
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V  THE  SILICON  VALLEY,  JOB  TURNOVER 
S  23%.  IN  THE  SILICON  GLEN,  JOB 
URNOVER  IS  6%.  THERE'S  VERY  LITTLE 
OAMING  IN  THE  GLOAMING. 


The  Scottish  work  ethic,  in  brief,  works. 

Ask  anyone  in  the  Silicon  Glen-Scotland's  cen- 
'  belt  of  over  230  electronics  companies. 

The  Great  Scots  give  you  a  stable,  productive 
rkforce,  with  over  200  years  of  technological  tradition. 

In  fact,  these  two  centuries  have  created  the 
st  highly  educated  workforce  in  all  Western  Europe. 
yh  universities  producing  more  graduates  per  capita 
1  a  high  percentage  of  science  and  technical  degrees. 

Which  is  one  reason  why  Scotland  is  America's 
it  launchpad  for  technology  in  Europe. 

(Scotland,  as  part  of  both  the  U.K.  and  the 


European  Economic  Community,  gives  you  tariff-free 
access  to  the  worlds  largest  single  market.) 

And  Scotland's  unique  combination  of  both 
government  and  private  financing  gives  you  excellent 
short-term,  mid-term  and  long-term  advantages. 

In  New  York,  dial  the  Scottish  Development 
Agency  at  (212)867-1066.  San  Francisco,  (415)774-6569. 
Houston,  (713)461-2289.  Chicago  (312)490-0445/6. 

You'll  receive  our  new  publications  on  Euro- 
pean site  selection  and  Scottish  labor  productivity  and 
stability-and  specific  facts  on  how  your  company  can 
have  custom-shaped  advantages. 

SCOTTISH  DEVELOPMENT  AGENCY  \ 


THE  GREAT  SCOTS. 

URVEYORS  OF  FINE  TECHNOLOGY  SINCE  1765. 


ces:  1982  SDA  Survey  &  1982  AEA  Survey. 


"The  Great  Scots"  is  a  service  mark  of  the  Scottish  Development  Agency. 


The  future  depends 
on  the  creativity 
of  the  present. 

Today,  your  international  bank  must 
be  creative.  Therein  lies  the  strength  of 
tomorrow. 

Creativity  in  the  application  of  all 
resources  available  is  vital  to  finding 
possibilities  where  others  see  problems. 

Deutsche  Bank  offers  this  creative,  yet 
circumspect  approach  to  your  financial 
needs:  based  on  more  than  100  years  of 
experience  in  every  field  of  international 
banking,  the  adaptability  of  our  staff,  and 
our  presence  in  54  countries  around  the 
world.  Plus  the  strength  of  total  assets  of 
more  than  US  $  83  billion,  ranking  us 
among  the  world's  ten  largest  banks. 

Put  us  to  the  test. 


Deutsche  Bank 


Advanced  banking  for  more  than  a  century. 

Central  Office  Frankfurt  am  Main/Dusseldorf  Branches  abroad  Antwerp.  Asuncion. 
Barcelona.  Brussels.  Buenos  Aires.  Hong  Kong,  London.  Madrid.  Milan.  New  York.  Osaka. 
Paris.  Sao  Paulo.  Tokyo.  Representative  Offices  Bahrain.  Bogota.  Cairo.  Caracas.  Chicago. 
Costa  Rica.  Istanbul.  Johannesburg.  Lagos,  Los  Angeles.  Mexico.  Moscow.  Nagoya.  Nairobi. 
Peking.  Rio  de  Janeiro,  Santiago.  Sydney,  Tehran.  Tokyo.  Toronto.  Subsidiaries:  Geneva. 
Hong  Kong.  London.  Luxembourg.  Singapore.  Toronto,  Zurich 


Hard  times... 
in  any  language 


[ultinationals,  the  pride  of  U.S. 
industry,  suffer  like  everyone 
else  in  a  recession.  But  after  1982  they 
might  consider  suing  for  assault  and 
battery.  Total  revenues  of  the  top  100, 
a  figure  that  usually  posts  a  solid  gain, 
fell  nearly  3%  to  $1.2  trillion. 

Even  companies  gaining  in  rank  did 
so  primarily  because  their  revenues 
fell  less  rapidly  than  someone  else's. 
Still,  there  were  exceptions:  Smith- 
Kline  Beckman,  for  one,  up  23,  to  101, 


had  gains  on  strong  sales  and  its  merg- 
er with  Beckman  Instruments. 

On  the  downside,  however,  Interna- 
tional Harvester  fell  from  46  to  86  by 
selling  its  construction  equipment 
and  transmission  operations. 

Other  firms  disappeared  from  this 
list  completely.  These  include  Black 
&  Decker,  Foster  Wheeler,  Norton  Si- 
mon, Revlon,  Signal  and  Sterling 
Drug — victims  of  the  weak  economy. 
Replacements,   meanwhile,  include 


four  banks — Crocker  National,  First 
Interstate,  Mellon  National  and  Re- 
public New  York — and  Allegheny  In- 
ternational. Why  such  a  big  financial 
presence?  Increased  foreign  loans,  as 
was  the  case  at  Crocker,  can  be  a 
factor  in  helping  a  bank  show  up  on 
this  list.  First  Interstate's  debut 
comes  for  different  reasons:  The  bank 
boosted  foreign  holdings  by  keeping 
short-term  money  parked  in  Japan 
and  Europe. 


The  100  largest  U.S.  multinationals 


Foreign 

Total 

Foreign 

Total 

Foreign 

operating 

operating 

Foreign 

Foreign 

Total 

Foreij 

revenue 

revenue 

as  %  of 

profit* 

profit* 

as  %  of 

assets 

assets 

as  %  1 

Rank 

Company 

(millions) 

(millions) 

total 

(millions) 

(millions) 

total 

(millions) 

(millions) 

total 

1 

Exxon 

$69,386 

$97,173 

71.4% 

$2,208 

$4,343 

50.8% 

$29,914 

$62,289 

48.C 

2 

Mobil 

37,778' 

60,969' 

62.0 

8802 

1,3802 

63.8 

18,802 

36,439 

51.6 

3 

Texaco 

31,118 

46,986 

66.2 

8332 

1,2812 

65.0 

12,956 

27,114 

47.8 

4 

Standard  Oil  Calif 

16,957 

34,362 

49.3 

4042 

1,3772 

29.3 

8,861 

23,465 

37.8 

5 

Phibro-Salomon 

16,600 

26,703 

62.2 

2182 

33  72 

64.7 

4,600 

39,669 

11.6 

6 

Ford  Motor 

16,526 

37,067 

44.6 

460- 

-6582 

P/D 

14,327 

21,956 

65.3 

7 

IBM 

15,336 

34,364 

44.6 

1,6462 

4,4092 

37.3 

14,122 

32,541 

43.41 

8 

General  Motors 

14,376 

60,026 

23.9 

-1072 

9632 

D/P 

12,288 

41,363 

29.7 

9 

Gulf  Oil 

11,513 

28,427 

40.5 

3002 

9002 

33.3 

7,625 

20,436 

37.3 

10 

E  I  du  Pont  de  Nemours 

11,057 

33,223 

33.3 

4886 

1,491" 

32.7 

5,911 

24,343 

24.3 

11 

Citicorp 

10,865 

17,814 

61.0 

4482 

7232 

62.0 

73,3 16J 

121,482' 

60.4 

12 

Intl  Tel  &  Tel3 

9,824 

21,922 

44.8 

851 

1,194 

71.3 

9,914 

29,172 

34.i 

13 

BankAmerica 

8,051 

14,955 

53.8 

253; 

389s 

65.0 

54,847J 

119,8694 

45.8 

14 

Chase  Manhattan 

6,207 

10,171 

61.0 

2152 

3072 

70.0 

41.387 

80,863 

51.1 

15 

Dow  Chemical 

5,544 

10,618 

52.2 

143 

356 

40.2 

5,260 

11,807 

44.3 

16 

General  Electric 

5,490' 

27,192' 

20.2 

395* 

1,8172 

21.7 

5,373 

21,615 

24.9 

17 

Sun  Co 

4,901' 

15,739' 

31.1 

546 

706" 

7.7 

2,399 

12,019 

20.C 

18 

Standard  Oil  Indiana 

4,862' 

28,389' 

17.1 

6182 

1,826J 

33.8 

6,470 

24,289 

26.6 

19 

Occidental  Petroleum 

4,715' 

18,527' 

25.4 

3456 

5486 

63.0 

3,502 

15,773 

22.2 

20 

Safeway  Stores 

4,380 

17,633 

24.8 

842 

1602 

52.5 

1,052 

3,891 

27.0 

'Unless  otherwise  indicated.    1  Includes  other  income.    2Net  income    'Includes  proportionate  interest  in  unconsolidated  subsidiaries  or  investments  'Average 
assets,    income  before  securm  gains  or  losses.    6Profit  before  interest  and  after  taxes.    "Pretax  income.    "Excludes  international  transportation.  'Estimate. 
""Excludes  Canada.    "Continuing  operations  before  taxes    P/D:  Profit  over  deficit.    D/P:  Deficit  over  profit.    NA:  Not  available. 
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WE'VE  GOT 
CONNECTIONS 

IN  ALL  THE 

RIGHT  PLACES. 


Frank  B.  Hall,  the  Protection  Connection™  company  is  plugged  in  to  the  finest  insurance  markets 

and  service  facilities  in  the  world.  As  the  inventive  international  insurance  services  firm, 
our  global  connections  and  worldwide  influence  protect  corporations  of  all  sizes  in  every  industry. 
On  land  or  at  sea,  Frank  B.  Hall  is  the  favorite  of  thousands.  Join  the  multinationals. 
Join  us.  We'll  use  all  the  right  connections  in  all  the  right  places  to  creatively  manage 
your  risks,  everywhere  in  the  world.  Because  we're  the  outlet  for  your  most 
ominous  and  far-reaching  insurance  problems. 

FRANK  B.  HALL  &  CO.  Has 

The  Protection  Connection  is  a  trademark  and  service  mark  of  Frank  B.  Hall  &  Co.  Inc.  ©  Frank  B.  Hall  &  Co  Inc.,  1983.  All  rights  reserved. 


There  is  only  one  thing 
more  important  than  excellence. 

Maintaining  it. 

Every  year,  Westing  house  elevators, 
escalators  and  people-mover  systems  move 
more  than  twice  as  many  people  as  all  of 
America's  airlines,  bus  lines  and  railroads 
combined.  Making  sure  those  millions  reach 
their  destinations  safely  and  reliably  demands 
a  special  attention  to  excellence. 

At  Westinghouse,  that  means  planned 
maintenance.  Westinghouse  people  use 
sophisticated  tools  and  their  analytical  skills 
to  spot  potential  problems  before  they  occur. 
And  we  can  improve  the  performance  of 
existing  equipment  by  applying  advanced 
technologies. 

Our  commitment  to  service  is  global. 
Thousands  of  Westinghouse  service  special- 
ists in  more  than  60  countries  are  helping 
business  and  industry  to  maintain  excellence. 
Westinghouse  has  the  largest  self-contained 
service  group  in  the  defense  electronics 
industry.  And  in  power  generation,  we  have 
over  40  service  programs  aimed  exclusively 
at  keeping  the  reliability  of  electric  turbine- 
generators  high. 

In  everything  we  do,  Westinghouse  is 
more  than  100,000  people  around  the  world 
dedicated  to  quality  and  excellence. 


The  100  largest  U.S.  multinationals 


Foreign  Total 


Foreign 

Total 

Foreign 

operating 

operating 

Foreign 

Foreign 

Total 

Fore 

revenue 

revenue 

as  %  of 

profit* 

profit* 

as  %  of 

assets 

assets 

as  % 

Rank 

Company 

(millions) 

(millions) 

total 

(millions) 

(millions) 

total 

(millions) 

(millions) 

tot 

21 

J  P  Morgan 

3>4,26S 

3)  0,885 

/Co  no/ 
02. U  /o 

ff     0  Q  32 

J>  283 

$  3y4 

71  00/ 
/  1 .8  /o 

^30  O07 

CCQ  CQ7 
J>58,5y  / 

56. 

22 

Eastman  Kodak 

4,181 

i  n  o  l  c 
10,815 

38./ 

3no 
302 

1  Q/Cn 
1,86U 

1  /C  0 

16.2 

0  070 
2,y /o 

1  n  /  1  a 
10,614 

0  0 
28 

23 

Manufacturers  Hanover 

3,929 

7  /  ACi 

/,640 

r  1  a 

51.4 

1 ,1 72 
14/^ 

0  nc  2 

2y5 

A  O  Q 

4y.8 

3n  301 
30,321 

/  A  f\A  1 

64,041 

/i  7 
47. 

24 

Procter  &  Gamble 

3  717 

3, 161 

1  1  GO/1 

i  i,yy4 

3  10 

31.2 

88 

7772 

III 

1  1  3 

1 1 .3 

1  7nn 
1,  /UU 

7  c  1  n 
/,51U 

0  0 
22 

25 

Xerox 

3,630 

8,456 

42.9 

1512 

4242 

35.6 

3,531 

7,668 

46 

26 

Goodyear 

3,336 

o  /on 

O  O  A 

Tin 

21U 

71  c 

f  lb 

TO  A 

0  0  nn 
2,20y 

C    1  C\A 

5/lV4 

,1 0 
42 

27 

Phillips  Petroleum 

J,  042 

i  c  /no 

1  C\  A 

iy.4 

1  1  nn 

1,  iyy 

1  in  1 

CO  0 

oZ.o 

O  7C/C 

2,  /56 

i  *•*  nn*7 

0  0 

22. 

28 

Union  Carbide 

3  n  i  n 
.1,010 

y,UoZ 

17C 
2/D 

/C7 

OD  f 

A  1  O 

41  .y 

3   1  OQ 

3,  iyo 

wi/i/ 
1U,oIo 

3n 

30. 

29 

United  Technologies 

0  oo  c 

1  H  C77 

TIC 

Zl  .J 

1  14 

4Z/ 

ZO.  / 

0  OH/1 

2,2U4 

7  OOQ 
(  ,770 

0  7 

2/. 

30 

Colgate-Palmolive 

2,859 

4,888 

58.5 

223 

394 

56.6 

1,055 

2,574 

41. 

31 

Dart  &  Kraft 

1    O  AC 

2,o4d 

y,y  /4 

1  Q  C 
Zo.5 

ini 

oUl 

O/'  1 

3  c  n. 

i  a  i  n 
1,41U 

1  7 

If  . 

32 

Coca-Cola 

Z,o/U 

zC  o  cn 

/IT  7 

4Z.  / 

Ooo 

/cn  /i 

1  -1 10 

47yzo 

zy. 

33 

CPC  International 

o  /: /L/C 

/i  no  l 

OD.l 

TOO 

A  A  Q 

44o 

04.3 

1  C/i  n 

Z,41o 

/  T 

OO. 

34 

Pan  Am  World  Airways 

Z,OZ4 

071/ 

7H  /C 
/(J.O 

—  4y 

3  1/1 

—0  14 

1  C  /C 

IN  A 

T  /CO/C 

z^oyc) 

IN. 

35 

Tenneco 

2,594 

14,979 

17.3 

354 

1,862 

19.0 

2,761 

17,378 

15. 

36 

Bankers  Trust  New  York 

0  C07 

2,58/ 

4,6/  / 

55.3 

1 13 

OOQ2 

223 

en  7 
5U.  / 

01  i  /i  0 
21,  i4y 

/in  /io 7 
411,42/ 

CO 

52. 

37 

Minn  Mining  &  Mfg 

O  CT7 

2,52/ 

6,601 

38.3 

3  c  3 
353 

1  r\A  0 
1,048 

337 

33./ 

1  /C73 

1,6/3 

C   C  1  /I 

5,514 

3n 
30. 

38 

R  J  Reynolds  Inds 

2,484 

1  n  nn/ 

io,yo6 

00  0 
22.8 

155 

1  Cdyl 

1,5V4 

n  7 

9.7 

1   A  O  O  K 

1,422 

1  n  3  c  c 
10,355 

1  3 
13. 

39 

Johnson  &  Johnson 

O   /i  c  7 

2,45/ 

c  7/*  1 
5,/61 

/!  O  / 

42.6 

A  A  / 

446 

OCA 

854 

coo 
52.2 

1  7 1  n 
1,/10 

a  0  1  n 
4,210 

,1  n 
40. 

40 

Chemical  New  York 

2,426 

5,515 

44.0 

104' 

269s 

38.7 

18,662 

48,275 

38. 

41 

Atlantic  Richfield 

o  in 

0  /C  A  /CO 

26,462 

0.8 

on2 
2U 

1  /C7/C2 

1,6/6 

1  0 
1 .2 

1  /CO  /C 

1,626 

0  1   /C3  3 

21,633 

7 

/J 

42 

I?  ■!  1 7  1 1 ,'     ..  1  -  . .  ~  1_ 

r  W  Woolwortn 

o  Ton 
2,28V 

C    1  O  /I 

5, 124 

/I  /I  7 

44.  / 

1  r\A 
104 

O  C  7 

25/ 

/in  c 
40.5 

no/ 

y86 

0  /i  00 

30 

3y. 

43 

GTE 

O  IOC 

2, 135 

i  0  n/  / 
12,066 

17  7 

1  /./ 

/  c 1 

65 

836 

7  0 

1.0 

3   3  7/ 

3,3/6 

00  0  n  /i 
22,294 

1  c 

15. 

44 

Continental  Illinois 

o  i  in 
2,130 

c  nnn 

5,yoo 

3/C  1 

36.1 

c  1  2 
51 

702 
la 

f  C  A 

65.4 

1/1    7C  3V 

14, /53 

.1 0  onn 

42,8yy 

3  A 

34. 

45 

Getty  Oil3 

2,119 

12,762 

16.6 

826 

1,794 

46.0 

1,838 

11,404 

16. 

46 

Sperry 

0    1  1  /I 

2, 1 14 

C  C71 

5,5/1 

370 

3/.y 

0  13 

213 

/7  1 

631 

3  3  Q 
33.8 

0  nn2 
2,01)3 

C  1A1 

5,343 

37 

61. 

47 

Beatrice  Foods 

2,1 12 

9,188 

23.0 

1// 
166 

777 

773 

01  c 

21.5 

nn3 

903 

730 
4, 732 

1  n 

19. 

48 

General  Foods 

o  no o 
2,088 

0  0  c  1 
8,351 

0  c  n 
25.0 

1  nn 
10V 

/*  3  /i 
634 

170 

1 7.2 

1  n3n 

1,039 

3  0/ 1 
3,861 

0^ 
26. 

A  A 

4v 

Halliburton 

o  n/  o 
2,062 

/,282 

28.3 

0  on 
280 

or/ 

856 

307 
32.  / 

1  /  73 
1,6/3 

c  coo 
5,582 

30. 

50 

American  Express 

2,033 

8,093 

25.1 

208 

907 

22.9 

9,124 

28,311 

32. 

51 

— :  r-  

First  Chicago 

l  nno 

i,yy8 

4,402 

AC  A 

45.4 

A  A  2 

44 

1  3  7 1 
13/ 

30  1 
32.1 

1/1   C  7  3 

14,5/3 

3  c  07/ 
35,8/6 

/in 
40. 

c  O 

5Z 

Fluor 

1,995 

*7  15/ 

/,336 

27.2 

157 

A  O  7 

42/ 

3/0 
36.8 

1  nnn 
1,009 

A   7/1 1 

4,701 

0  1 
21. 

CO 

53 

Nabisco  Brands 

1   C\  A  1 

i,y4i 

c  071 
5,8/1 

33.1 

194 

/"  3  C 

635 

3  n  / 
30.6 

1    O  O  A 

1,224 

3  /no 
3,6y2 

3  3 
33. 

54 

r^..„.     lil/r»«l  /I 

irans  world 

i,yo5 

C    1  OO 

5,108 

070 
3/. 3 

1  7C 

1  /5 

i/i/i 
144 

101  c 
121.5 

1  n3  3 
1,033 

3  -if 
3,536 

00 

2y. 

55 

Monsanto 

1,842 

6,325 

29.1 

80 

541 

14.8 

1,209 

6,077 

19. 

DO 

 :  71  

American  Brands 

1,826 

A   C  /  0 

4,563 

/inn 
40.0 

166 

700 

/82 

010 
21.2 

1    3  70 

1,3/2 

/  0  c  / 

6,256 

0 1 

21. 

C7 

3/ 

Pfizer 

l,8i6 

O   /I  C  /I 

3,454 

co  / 
52.6 

0  nn 

2yy 

615 

A  O  f 

48.6 

1  733 

3  7/1  O 

6,1 'Vy 

/i£ 

46. 

DO 

Hewlett-Packard 

1  7Cfl 

i,/5y 

4,254 

/ii  0 
41.3 

O  C  O  7 

252 

/  7/  7 

6/6 

373 
37.3 

nc  0 

958 

3  /i  7n 
3,4/U 

0  7 

2/. 

cn 

3  V 

Sears,  Roebuck3 

l,/55 

31,044 

C  7 

5./ 

-36 

0  3n2 
830 

D/r 

1    1  A  O 

1,142 

3  7  nc  7 

3/, 05/ 

o 

3. 

60 

Burroughs 

1,738' 

4,186' 

41.5 

288 

306 

94.1 

1,375 

4,123 

33. 

61 

1,737 

3,526 

49.3 

231 

473 

48.8 

1,339 

3,373 

3n 

39. 

02 

American  Intl  Group 

i  /  c  c  10 
1,655 

3,563 

46.4 

0  0  m  0 
289 

479 

/n  7 

60.3 

3  nno  10 

3,993 

n  ion 

9,120 

/i  3 
43. 

/i3. 

K  mart3 

i  /  cn 
1,650 

1  "7  /  C  7 

1  /,65/ 

n  0 

9.3 

002 
28 

0  /  0 1 
262 

1  n  7 
10./ 

/  c  / 
656 

7  con 
/,520 

Q 

8. 

A/I 

Chrysler 

1    C  AO 

1,548 

10,045 

15.4 

o  c  1 1 

-35" 

/oil 

—68" 

51.5 

1,314 

/  O  /  A 

6,264 

0  1 

21. 

65 

Honeywell 

1,502 

5,490 

27.4 

160 

427 

37.5 

1,148 

4,471 

25. 

00 

Union  Oil  California 

i  cm  l 
1,501 

in  cc/i 
10,556 

1  A  O 

14.2 

57J 

on  a  1 
804z 

7  1 

/.I 

1  0  i  / 
1,216 

0  c  1  1 
8,51 1 

1  A 

14. 

0/ 

Allied  Corp 

1    A  7n 

i,4/y 

/  1/7 

6, 16/ 

24.0 

677 

785 

86.2 

1  n  1  n 

1,010 

/  O  70 

6,272 

1  ✓ 
16. 

08 

Bank  of  Boston 

1,456 

2,745 

53.0 

252 

1242 

20.2 

7,9824 

17,506J 

A  C 

45. 

ov 

PepsiCo 

1,451 

7,499 

19.3 

22 

698 

3.2 

1,266 

4,197 

30. 

70 

American  Home  Products 

1,412 

4,582 

30.8 

256 

1,047 

24.5 

699 

2,832 

24. 

71 

Deere 

1,402 

4,608 

30.4 

-63 

136 

D/P 

1,180 

5,936 

19. 

72 

Digital  Equipment 

1,383 

3,881 

35.6 

215 

585 

36.8 

1,118 

4,024 

27. 

73 

Consolidated  Foods 

1,372 

6,039 

22.7 

937 

TIT 

34.2 

780 

2,399 

32. 

74 

H  J  Heinz 

1,371 

3,689 

37.2 

126 

362 

34.8 

811 

2,130 

38. 

75 

Continental  Group3 

1,356 

5,564 

24.4 

63 

339 

18.6 

666 

5,727 

11. 

'Unless  otherwise  indicated    'includes  other  income.    2Net  income    includes  proportionate  interest  in  unconsolidated  subsidiaries  or  investments.    'Average  assets. 
'Income  before  security  gains  or  losses.    "Profit  before  interest  and  after  taxes.    "Pretax  income.    "Excludes  international  transportation.    'Estimate.    '"Excludes  Canada 
1  'Continuing  operations  before  taxes.    P/D:  Profit  over  deficit.    D/P:  Deficit  over  profit.    NA:  Not  available. 
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If  you  have  to  send  a 
package  a  long  way,  we  now 

have  25  shortcuts. 


Five  new  countries  so  far  this  year,  plus  expanded  service  to  Brazil. 


International  Express  Mail  Service  from  the  Post 
Office  can  deliver  your  package  to  any  of  the  25  coun- 
tries we  now  serve— including  the  five  we  added  this 
year— in  just  1  -3  days.  And,  to  Brazil,  we  now  offer  on- 
demand  service.  That  means  you  can  send  a  package 
there  without  having  to  make  arrangements  in  advance. 

We're  the  highest-priority  overseas-mail  delivery 


service  tied  into  an  international  postal  network.  This 
means  your  package  not  only  gets  top-priority  handling 
here— but  over  there  as  well. 

So  next  time,  contact  your  Express  Mail 
Post  Office  for  more  information.  And  send  a  fl 
package  a  long  way— without  taking 
a  long  time. 


Service  now  available  to  the  following  countries: 


Argentina 

Australia 

Bahrain 

Belgium* 

Bermuda 

Brazil 


Canada 
China,  Peoples 
Republic  of 
France 
Hong  Kong 
Israel 
Japan* 


Korea,  Republic  of 

Kuwait 

Malaysia 

Netherlands 

Qatar 

Singapore 

South  Africa 


Spain 

Switzerland 

Taiwan 

Tunisia 

United  Kingdom 
West  Germany* 


*Only  Custom  Designed  Service  available  to  these  countries. 


INTERNATIONAL  EXPRESS  MAIL  SERVICE 


Packages  delivered  around  the  world  in  1-3  days. 


)  USPS  1983 


The  100  largest  U.S.  multinationals 

 a 

T 

Foreign 

■  Total 

Total 

Fnrpi  en 

I  Ml  CI     1 1 

l  >  1  '  L  1  .1  l  1  1 1  t> 

Foreign 

Foreign 

Total 

Foreign 

revenue 

revenue 

as  %  of 

profit* 

profit* 

as  %  of 

assets 

assets 

as  %  of 

Rank 

Company 

[millions) 

(millions) 

total 

(millions) 

(millions) 

total 

(millions) 

(millions) 

total 

76 

Scott  Paper3 

$1,355 

$3,648 

37.1% 

$  -40 

$  74 

D/P 

$  1,120 

$3,270 

34  3°, 

77 

Warner-Lambert 

1,352 

3,246 

41.7 

282 

597 

47.2% 

953 

2,906 

32.8 

78 

Merck 

1,349 

3,063 

44.0 

229 

603 

38.0 

1,536 

3,648 

42.1 

79 

Texas  Instruments 

1,330 

4,327 

30.7 

130 

213 

61.0 

807 

2,631 

30.7 

80 

Irving  Bank 

1,317 

2,277 

57.8 

48s 

835 

57.8 

10,900* 

19,514 

55.9 

81 

W  R  Grace 

1,274 

6,128 

20.8 

1907 

6047 

31.5 

821 

4,916 

1  &  7 

82 

Murphy  Oil 

1,269' 

2,682' 

47.3 

952 

1582 

60.1 

1,126 

2,990 

37.7 

83 

Caterpillar  Tractor 

1,250 

6,469 

19.3 

-17 

-253 

6.7 

1,090 

7,201 

15.1 

84 

Gillette 

1,241'° 

2,239 

55.4 

166'" 

319 

52.0 

968'° 

1,667 

58.1 

85 

Motorola 

1,230 

3,786 

32.5 

58 

304 

19.1 

688 

2,833 

24.3 

86 

International  Harvester 

1,227 

4,292 

28.6 

-62 

-281 

22.1 

551 

3,699 

1  4  Q 

87 

Gulf  &  Western  Inds3 

1,224 

6,423 

19.1 

188 

482 

39.0 

1,9009 

10,902 

17.4 

88 

Bristol-Myers 

1,223 

3,600 

34.0 

211 

657 

32.1 

848 

2,756 

30.8 

89 

American  Cyanamid 

1,220 

3,454 

35.3 

662 

1322 

50.0 

794 

2,997 

26.5 

90 

Avon  Products 

1,219 

3,001 

40.6 

158 

415 

38.1 

693 

2,233 

31.0 

91 

Firestone 

1,209 

3,869 

31.2 

89 

99 

89.9 

851 

2,672 

Ol.O 

92 

Westinghouse  Electric 

1,185 

9,745 

12.2 

86 

709 

12.1 

807 

8,427 

9.6 

93 

Philip  Morris 

1,166 

9,102 

12.8 

119 

1,638 

7.3 

1,486 

9,692 

15.3 

94 

Allegheny  International3 

1,157 

3,167 

36.5 

92 

234 

39.3 

579 

2,104 

27.5 

95 

Ralston  Purina 

1,155 

4,803 

24.0 

10 

255 

3.9 

360 

2,114 

17.0 

96 

TRW 

1,149 

5,132 

22.4 

135 

426 

31.7 

829 

3,125 

26.5 

97 

Security  Pacific 

1,100 

4,491 

24.5 

742 

2342 

31.6 

9,184 

36,991 

24.8 

98 

Carnation 

1,095 

3,382 

32.4 

73 

335 

21.8 

358 

1,712 

20.9 

99 

Marine  Midland  Banks 

1,093 

2,412 

45.3 

412 

872 

47.1 

8,436 

20,239 

41.7 

100 

Litton  Industries 

1,093 

4,942 

22.1 

125 

581 

21.5 

454 

3,837 

1 1.8 1 

And  the  25  runners  up 

Foreign 

Total 

Foreign 

Total 

Foreign 

operating 

operating 

Foreign 

Foreign 

Total 

Foreigj 

revenue 

revenue 

as  %  of 

profit* 

profit* 

as  %  of 

assets 

assets 

as  %  c 

Rank 

Company 

(millions) 

(millions) 

total 

(millions) 

[millions) 

total 

(millions) 

millions) 

total 

101 

SmithKline  Beckman 

$1,087 

$2,969 

36.6% 

$227 

$671 

33.8% 

$  839 

$2,858 

29.41 

102 

Eli  Lilly 

1,065 

2,963 

35.9 

782 

4122 

18.9 

937 

3,155 

29.7 

103 

Control  Data 

1,060 

4,292 

24.7 

111 

220 

50.5 

993 

6,912 

14.4 

104 

Quaker  Oats 

1,052 

2,712 

38.8 

90 

272 

33.1 

552 

1,477 

37.41 

105 

Kimberly-Clark 

1,037 

2,946 

35.2 

79 

288 

27.4 

1,079 

2,664 

40.5 

106 

Singer 

1,004 

2,523 

39.8 

17 

81 

21.0 

680 

1,422 

47.81 

107 

City  Investing 

1,000 

5,771 

17.3 

90 

428 

21.0 

835 

7,555 

11.1 

108 

Ingersoll-Rand 

974 

2,775 

35.1 

48 

187 

25.7 

751 

2,403 

31.3^ 

109 

Hercules3 

970 

2,858 

33.9 

75 

143 

52.4 

781 

2,180 

35.8| 

110 

United  Brands 

969 

3,973 

24.4 

-9 

39 

D/P 

522 

1,265 

41.31 

111 

Armco3 

966 

6,279 

15.4 

64 

68 

94.1 

712 

6,208 

11.5 

112 

Dresser  Industries 

942 

4,166 

22.6 

77 

323 

23.8 

763 

3,311 

23.0 

113 

RCA3 

930 

9,338 

10.0 

527 

3217 

16.2 

933 

12,932 

7.2 

114 

American  Standard 

929 

2,125 

43.7 

80 

103 

77.7 

565 

1,520 

37.2! 

115 

Mellon  National 

857 

2,355 

36.4 

432 

1342 

32.1 

7,781 

20,294 

38.3. 

116 

Kellogg 

853 

2,367 

36.0 

652 

2282 

28.5 

496 

1,297 

38.2 

117 

First  Interstate 

846 

4,608 

18.4 

192 

2212 

8.6 

8,124 

40,884 

19.9| 

118 

Schering-Plough 

838 

1,818 

46.1 

112 

300 

37.3 

804 

2,429 

33.1 

119 

Anderson,  Clayton 

832 

1,681 

49.5 

192 

552 

34.5 

327 

909 

36.0 

120 

Crocker  National 

826 

2,894 

28.5 

492 

722 

68.1 

7,234 

24,939 

29.01 

121 

Republic  New  York 

823 

1,249 

65.9 

482 

712 

67.6 

5,991 

9,280 

64.6 

122 

Levi  Strauss 

821 

2,572 

31.9 

77 

334 

23.1 

407 

1,621 

25.1 

123 

Morrison-Knudsen 

819 

2,361 

34.7 

53 

147 

36.1 

239 

893 

26.8 

124 

Borg-Warner 

801 

3,195 

25.1 

57 

227 

25.1 

402 

2,463 

16.3 

125 

Combustion  Engineering 

800 

3,570 

22.4 

412 

1582 

25.9 

588 

2,824 

20.81 

•Unless  oiherwise  indicated      ,    hides  other  income.    2Net  income.    'Includes  proportionate  interest  in  unconsolidated  subsidiaries  or  investments.    ^Average  assets. 

'Income  before  security  gains  -  1  >  >ses. 

'Profit  before  interest  and  after  taxes. 

Pretax  income.    "Excludes  international  transportation.  'Estimate. 

'"Excludes  Canada. 

'Continuing  operations  before  taxes.    P/D:  Profit  over  deficit. 

D/P:  Deficit  over  profit. 

NA:  Not  available. 
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\nother  view  of  a  chemical  company.  Sequence  12 


WORKMEMOR 


N  TOGO 


Will  Rodzewich,  student,  talks  about  his  father,  chemist  with  Henkel's  Amchem  Products,  Inc.,  Ambler 

'Dad's  work  at  Henkel  taught  me  a 
lot  about  winning!' 


I  'A  winner  sees  an  answer  for  every 
problem,  a  loser  sees  a  problem  in  every 
knswer.'  That's  what  my  football  coach 
always  told  us,  and  by  that  definition, 
ny  dad  is  a  winner. 

\s  a  chemist  i  n  Research  and  Development 
vith  Amchem  Pioducts,  a  division  of 
-lenkel  Corporation,  dad  faces  a  lot  of 
situations  where  it  would  be  easy  to  lose, 
t's  his  job  to  come  up  with  products  that 
prepare  metal  to  accept  paint,  and  keep 
hat  paint  on  through  the  worst  kind  of 
invironmental  and  wear  circumstances. 
\nd  the  problem  is  compounded  by 
:ustomer  plant  conditions,  and  the  state 
)f  the  raw  metal,  and  many  other  factors. 
Whatever  kind  of  problem  it  may  be, 
tad  always  seems  to  come  up  with  the 
mswer.  That's  why  dad  travels  so  much  - 
within  the  U.S.  and  in  foreign  countries 
is  well.  He  goes  to  customer  plants  all 


over  the  world  to  solve  their  metals 
treatment  problems. 

One  of  his  trips  was  to  a  Henkel  company 
in  Germany  which  had  been  licensed 
to  use  Amchem's  technology  more  than 
twenty-five  years  ago.  So  when  Henkel 
acquired  Amchem  in  1979,  dad  said, 'it's 
a  natural  combination'.  I  think  he  was 
right.  Since  acquisition  by  Henkel, 
Amchem  has  expanded  and  so  have  dad's 
responsibilities. 

Anyway  you  look  at  it,  my  dad's  a  winner, 
and  I  think  that  helped  me  work  harder 
at  being  a  winner  in  football. 
And  it  surely  won't  hurt 
me  in  my  plans  to  become 
a  mechanical  engineer." 


My  dad,  Ed  Rodzewich 


Henkel  Corporation,  Minneapolis, 
U.S.A.,  with  its  Amchem  Products 
Division,  is  one  of  more  than 
100  companies  of  the  Henkel  Group, 
situated  in  more  than  40  countries. 
Worldwide  sales  over  9  billion  DM. 
34,000  employees.  Headquarters 
Diisseldorf,  Federal  Republic  of 
Germany.  Product  range  includes 
laundry  products,  household  cleaners, 
cosmetics,  adhesives,  industrial 
cleaners,  oleochemicals,  auxiliary 
products  for  textile  and  leather 
industries.  Over  8,000  products  for  all 
walks  of  life. 


Chemistry  working  for  you. 


Why  Morga 
the  fastest  growing  led 


In  1982  Morgan  Guaranty  Ltd— 
the  Eurobond  underwriting 
subsidiar  y  of  Morgan  Guaranty 
Trust  Company— ranked  fourth 
among  lead  managers  and  joint 
lead  managers  of  Eurobond 
issues,  up  from  12th  place  in 
1981  and  36th  place  in  1980.  As 
the  tables  show,  we're  maintain- 
ing that  high  position  this  year. 

How  did  we  achieve  this 
record— in  competition  with  the 
world's  leading  banks,  invest- 
ment banks,  and  merchant 
banks— when  Morgan  Guaranty 
Ltd  didn't  start  business  until 
late  1979? 

We  earned  it  by  providing 
issuers  with  financing  structures 
that  not  only  respond  to  their 
specific  needs  but  also  take 


maximum  advantage  of  chang- 
ing market  opportunities. 

A  changing  environment 
As  an  issuer  today  you  have  to 
deal  with  more  change  than 
ever  before.  Rule  415,  the  in- 
creasing institutionalization  of 
international  capital  markets, 
rate  hedging  options,  and  arbi- 
trage techniques  such  as  inter- 
est rate  and  currency  swaps 
have  radically  altered  markets 
and  financing  strategies.  You 
want  an  underwriter  with  the 
skill  and  imagination  to  respond 
quickly  to  any  new  development. 

Morgan  Guaranty  Ltd's 
understanding  of  and  adapta- 
bility to  the  changing  market 
environment  have  led  to  many 
innovations  which  have  bene- 


fited issuers.  The  first  debt 
warrant  exercisable  into  a  zero 
coupon  security,  for  example. 
The  first  partly  paid  dollar  issue 
in  1982.  The  only  Euro-sterling 
issue  for  a  U.S.  corporation 
during  1982. 

And  we  recently  managed  th 
first  issue  with  a  deferred  rate 
setting.  With  this  technique  a 
borrower  who  feels  that  rates 
will  decline  can  take  immediate 
advantage  of  a  favorable  markel 
opportunity  but  have  a  number 
of  months  during  which  the  co: 
of  the  financing  can  be  fixed. 

With  change  a  constant,  we'r 
committed  to  finding  financing 
alternatives  to  meet  your  needs 
under  any  market  conditions. 

Our  resources  are  important 


Eurobond  rankings  — 

1982 

Eurobond  rankings  — 1983  first  quarter 

1982 
rank 

1981 
rank 

No.  of 
issues 

Dollars  in 
millions' 

1983 
rank 

No.  of 
issues 

Dollars  u 
millions' 

1 

Credit  Suisse  First  Boston  Limited 

1 

92 

$7,246 

1 

Credit  Suisse  First  Boston  Limited 

21 

$2,746 

2 

Deutsche  Bank  AG 

3 

67 

5,042 

2 

Deutsche  Bank  AG  . 

23 

1,602 

3 

Morgan  Stanley  International 

2 

63 

3,776 

3 

Morgan  Stanley  International 

13 

765 

4 

Morgan  Guaranty  Ltd 

12 

42 

2,012 

4 

Morgan  Guaranty  Ltd 

15 

582 

5 

Salomon  Brothers  International 

6 

40 

1,773 

5 

Societe  Generate 

6 

507 

6 

Swiss  Bank  Corporation  Int'l  Limited 

16 

22 

1,742 

6 

S.G.  Warburg  &  Co.  Ltd. 

14 

456 

7 

Merrill  Lynch  International  &  Co. 

5 

36 

1,714 

7 

Dresdner  Bank  AG 

7 

413 

8 

S.G.  Warburg  &  Co.  Ltd. 

4 

36 

1,566 

8 

Algemene  Bank  Nederland  NV 

7 

361 

9 

Goldman  Sachs  Internationa]  Corp. 

13 

28 

1,198 

9 

Amro  International  Limited 

10 

297 

10 

Societe  Generate 

10 

25 

1,016 

10 

Daiwa  Europe  Limited 

8 

290 

Source:  Euromone\  Publications  Lid  'All  notes  and  bonds.  Sole  lead  managers  receive  lull  amount  of  the  issue,  joint  lead  managers  receive  equal  amounts 


ruaranty  Ltd  is 
lanager  of  Eurobonds 


Morgan  Guaranty  Ltd  draws  on  the  skills  of  Morgan  people  worldwide.  In  London,  left,  are  managing  director 
Tony  Mayer  with  Tom  Fleming,  David  Craig,  Mark  Hausberg,  Claus  Lowe.  Morgan  bankers  in  New  York  are 
Trisha  McGlothlin;  Dennis  Weatherstone,  chairman  of  the  executive  committee  of  The  Morgan  Bank  and  MGL 
chairman;  Walter  Gubert;  Robert  Engel,  executive  vice  president  and  treasurer;  Lorin  Lear;  Roberto  Mendoza. 


o  clients,  too.  Morgan  is  a  major 
Darticipant  in  the  international 
:apital  markets,  the  U.S.  Gov- 
:rnment  bond  market,  the 
utures  markets,  the  foreign 
exchange  markets,  the  bullion 
narkets,  and  the  major  local- 
:urrency  money  markets.  So 
ve're  especially  well  positioned 
o  capitalize  on  the  increasing 
nterdependence  of  financial 
narkets  and  create  cost-effective 


solutions  to  financing  problems. 

Less  cost  and  risk 
And  Morgan's  capital  strength 
helps  us  to  implement  the  solu- 
tions efficiently.  For  instance, 
while  all  underwriters  can  make 
commitments  for  a  bond  issue, 
we  can  also  make  firm  commit- 
ments as  principal  in  rate  and 
currency  swaps,  reducing  both 
cost  and  risk  for  our  clients. 
Market  opportunities— and 


new  ways  to  take  advantage  of 
them— come  and  go.  Our  objec- 
tive is  to  provide  consistent, 
imaginative  services  in  the  capi- 
tal markets  with  the  same  qual- 
ity and  professionalism  that  long 
have  characterized  all  Morgan 
banking  business. 

Morgan  Guaranty  Ltd, 
30  Throgmorton  Street, 
London  EC2N  2NT 


Morgan  Guaranty  Ltd 


The  Japanese 
try  harder 


The  Japanese  trading  firms  and  Brit- 
ish Petroleum  and  Royal  Dutch/ 
Shell  again  top  this  roster.  Indeed, 
ranked  by  sales,  the  Japanese  and  Brit- 
ish companies  dominate  the  list,  in- 
cluding the  runners-up.  Almost  one- 
third  of  the  largest  foreign  companies 
are  Japanese,  with  a  combined  total  of 
$657  billion  in  revenues.  The  U.K. 
component  includes  roughly  half  as 
many  companies,  with  less  than  half 


of  the  revenues,  some  $318  billion. 

Further  down  the  nationality  rank- 
ing come  other  European  countries 
and  Canada.  Germany  is  third  with  18 
firms,  and  France  is  close  behind  with 
17;  revenues  from  each  country  hover 
around  $200  billion.  Also  represented, 
but  well  below  the  top  four,  are  Italy 
and  the  Netherlands. 

For  those  who  believe  in  the  even- 
tual dominance  of  services  over  the 


real  producers,  consider  the  follow- 
ing. Our  top  companies  fall  into  these 
categories:  energy  (21),  multicompa- 
nies  (10),  automotive  (9)  and  electrical 
equipment  (9).  Banking,  however,  is 
represented  by  23  firms,  while  there 
are  9  wholesalers.  More  important, 
banks  showed  the  most  improvement 
in  revenues,  with  Bank  of  Tokyo  the 
star  performer — up  36%.  The  rising 
sun  just  never  seems  to  set. 


The  100  largest  foreign  companies 


Fiscal 

Net 

value  of 

year- 

Revenue1 

income 

Assets 

common2 

Corporate 

Employ* 

Company 

end 

(millions) 

(millions) 

(millions) 

(millions) 

headquarters 

Industry  (th 

Dusar 

1  Royal  Dutch/Shell  Group 

Dec 

$83,809 

$3,489 

$69,594 

$16,9343 

Netherlands/UK 

energy 

16^ 

2  Mitsubishi  Corp 

Mar 

68,721 

149 

20,355 

2,952 

Tokyo,  Japan 

wholesaler 

If 

3  Mitsui  &  Co  Ltd 

Mar 

68,184 

5 

20,405 

1,697 

Tokyo,  Japan 

wholesaler 

i: 

4  C  Itoh  &  Co  Ltd 

Mar 

55,863 

22 

15,006 

1,124 

Tokyo,  Japan 

wholesaler 

it 

5  Marubeni  Corp 

Mar 

52,199 

7 

15,612 

1,065 

Osaka,  Japan 

wholesaler 

K 

6  British.  Petroleum  Co  Pic 

Dec 

51,353 

1,246 

42,403 

8,682 

London,  UK 

energy 

14; 

7  Sumitomo  Corp 

Mar 

48,389 

128 

10,945 

1,238 

Osaka,  Japan 

wholesaler 

11 

8  Nissho  Iwai  Corp 

Mar 

34,661 

16 

9,342 

526 

Tokyo,  Japan 

wholesaler 

9  ENI-Ente  Nazionale  Idrocarburi 

Dec 

27,525 

-1,202 

28,8104 

none5 

Rome,  Italy 

energy 

14^ 

10  IRI-Istituto  Ricostruzione 

Dec 

24,833 

-1,975 

48,558" 

none5 

Rome,  Italy 

multicompany 

525 

Industriale 

11  Unilever 

Dec 

23,134 

660 

11,725 

4,61 13 

Netherlands/UK 

consumer  goods 

283 

12  TOTAL  Group  {Francaise  des 

Dec 

20,040 

-81 

13,096 

485 

Paris,  France 

energy 

47 

Petroles) 

13  Petroleos  Mexicanos 

Dec 

19,624 

10 

34,349 

none5 

Mexico  City,  Mex 

energy 

15C 

14  VEBA  Group 

Dec 

19,318 

124 

12,756" 

1,957 

Duesseldorf,  Ger 

energy 

8C 

15  Petroleo  Brasileiro  SA 

Dec 

18,937 

577 

15,283 

398 

Rio  de  Janeiro,  Brazil 

energy 

7C 

16  Nippon  Tel  &  Tel  Public  Corp 

Mar 

18,010 

1,564 

40,165 

none5 

Tokyo,  Japan 

telecommun 

327 

17  Toyo  Menka  Kaisha  Ltd 

Mar 

17,656 

5 

4,991 

274 

Osaka,  Japan 

wholesaler 

4 

18  Elf  Aquitaine  Group 

Dec 

17,468 

537 

19,776 

1,394 

Paris,  France 

energy 

59 

19  Deutsche  Bundespost 

Dec 

17,335 

1,101 

33,648 

none5 

Bonn,  Germany 

communications 

485 

20  Nissan  Motor  Co  Ltd 

Mar 

17,147 

447 

11,992 

6,042 

Tokyo,  Japan 

automotive 

6C 

21  Siemens  Group 

Sept 

16,976 

280 

14,550 

4,406 

Munich,  Germany 

elec  equipment 

324 

22  Nippon  Oil  Co  Ltd 

Mar 

16,852 

25 

6,867 

4,016 

Tokyo,  Japan 

energy 

11 

23  Toyota  Motor  Corp 

June 

16,483" 

606" 

10,792 

12,620 

Toyota  City,  Japan 

automotive 

56 

24  Petroleos  de  Venezuela  SA 

Dec 

16,473 

2,539 

22,826 

none5 

Caracas,  Venezuela 

energy 

44 

25  PTT-Postes  et  Telecommunications 

Dec 

16,387 

NA 

90,487" 

none5 

Pans,  France 

communications 

483 

26  NV  Philips  Lamp 

27  Daimler-Benz  Group 

28  Kanematsu-Gosho  Ltd 

29  Renault  Group 

30  Hitachi  Ltd 


Dec  16,100  1  627  1  6,4967  1,890  Eindhoven,  Neth  elec  equipment  336 

Dec  16,033  389  9,545  5,036  Stuttgart,  Germany  automotive  185 

Mar  15,954  -7  5,185  175  Tokyo,  Japan  wholesaler 

Dec  15,846  -216  11,694  none5  Boul-Billancourt,  Fr  automotive  217 

Mar  15,799  603  17,374  9,921  Tokyo,  Japan  elec  equipment  155 


Revenue  is  for  "group"  or  consolidated  and  excludes  excise  taxes  and  duties.    2As  of  Dec.  31,  1982.    Combined  market  value    -Figures  for  year  ended  Dec.  3| 
1981.    5Govcrnment.  privately  owned  or  mutual.    6Not  fully  consolidated.    "Based  on  current  cost  accounting.    NA:  Not  available    E:  Estimated.    P:  Preliminary. 
General  notes  Revenue  and  net  income  arc  converted  at  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  convened  at  a  rate  of  exchange  at  fiscal  year-end  Figures  f 
1982  were  used  for  those  March  fiscal-year  companies  for  which  1983  results  were  not  available  at  press  time. 
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The  1 00  largest  foreign  companies 


Market 

Fiscal 

Net 

value  of 

1 

D  pi/pni  it  • ' 
ACVCHUC 

I M  nun P 

Assets 

common 

Corporate 

Employees 

Company 

end 

(millions) 

(millions) 

(millions) 

(millions) 

headquarters 

Industry  (thousands) 

111  Volkswagen  Group 

Dec 

$15,427 

$  96 

$10,887 

$1,456 

Wolfsburg,  Ger 

automotive 

239.1 

12  Fiat  Group 

Dec 

15,305 

NA 

19,0394 

552 

Turin,  Italy 

automotive 

ZOD.U 

13  The  Electricity  Council 

Mar 

15,261 

-1537 

61,9347 

none5 

London,  UK 

utility 

146.7 

14  National  Iranian  Oil  Co 

Dec 

15,000E 

NA 

NA 

none5 

Tehran,  Iran 

energy 

NA 

15  Nichimen  Corp 

Mar 

14,928 

6 

4,998 

256 

Osaka,  Japan 

wholesaler 

3.6 

16  Matsushita  Electric  Industrial  Co 

Nov 

14,771 

636 

12,539 

9,491 

Osaka,  Japan 

elec  equipment 

121.3 

17  Tokyo  Electric  Power  Co6 

Mar 

14,676 

255 

29,610 

5,394 

Tokyo,  Japan 

utility 

40.1 

18  Nippon  Steel  Corp 

Mar 

14,420 

258 

15,176 

4,017 

Tokyo,  Japan 

steel 

69.6* 

19  Hoechst  Group 

Dec 

14,418 

104 

10,976 

2,238 

Frankfurt,  Germany 

chemicals 

182.2 

10  BASF  Group 

Dec 

14,359 

113 

8,476 

2,111 

Ludwigshafen,  Ger 

chemicals 

115.9 

jU  Bayer  Group 

Dec 

14,355 

59 

12,181 

2,429 

Leverkusen,  Ger 

chemicals 

1  70  C 

12  Nestle 

Dec 

13,626 

541 

9,505 

4,080 

Vevey,  Switzerland 

food  processing 

141.5 

43  Idemitsu  Kosan  Co  Ltd6 

Mar 

13,565 

-155 

7,437 

none" 

Tokyo,  Japan 

energy 

7.7 

14  Barclays  Bank  Group 

Dec 

13,510 

576 

95,329 

2,165 

London,  UK 

banking 

1 2U.U 

45  Electricite  de  France 

Dec 

13,276 

-1,202 

40,695 

none5 

Paris,  France 

utility 

121.0 

,  

|16  Mitsubishi  Heavy  Inds  Ltd 

Mar 

13,247 

105 

16,569 

2,604 

Tokyo,  Japan 

indl  machinery 

95.4 

17  Credit  Lyonnais  Group 

Dec 

13,112 

122 

96,735 

none5 

Paris,  France 

banking 

45.56 

48  Banque  Nationale  de  Paris  Group 

Dec 

13,022 

184 

109,944 

none5 

Pans,  France 

banking 

60.0 

jl9  Thyssen  Group 

Sept 

12,957 

-28 

7,036 

758 

Duisburg,  Germany 

steel 

1  A  'J  O 

450  Imperial  Chemical  Inds  Pic 

Dec 

12,880 

254 

11,779 

3,505 

London,  UK 

chemicals 

ill  o 

1 Z6.o 

.  51  Nippon  Life  Insurance  Co 

Mar 

12,256 

1,806 

28,815 

none5 

Osaka,  Japan 

insurance 

1  C  1 

15.1 

52  Kuwait  Petroleum  Corp 

June 

12,234 

1,054 

10,792 

none5 

Safat,  Kuwait 

energy 

13.0 

53  INI-Instituto  Nacional  de  Industria 

Dec 

12,225 

-928 

23,408 

none5 

Madrid,  Spain 

multicompany 

230.0 

54  Volvo  Group 

Dec 

12,037 

186 

6,344 

1,252 

Gothenburg,  Sweden  automotive 

/5.1 

J 55  National  Westminster  Bank  Pic 

Dec 

11,760 

700 

87,969 

1,737 

London,  UK 

banking 

05. 5 

56  Peugeot  Groupe  SA 

Dec 

11,451 

-327 

8,761 

216 

Paris,  France 

automotive 

T  no  A 
zUy.4 

57  Midland  Bank  Group 

Dec 

11,327 

253 

77,495 

823 

London,  UK 

banking 

91.4 

58  British  National  Oil  Corp 

Dec 

11,318 

102 

537 

none5 

London,  UK 

oil  trading 

0.1 

59  B.A.T  Industries  Pic 

Dec 

11,300E 

788 

10,402 

3,669 

London,  UK 

multicompany 

i  7Q  n 

'30  Deutsche  Bundesbahn 
1 

Dec 

10,962 

-1,710 

25,889 

none5 

Frankfurt,  Germany 

transportation 

662. 1 

VjI  British  Telecom 

Mar 

10,915 

875 

17,587 

none" 

London,  UK 

telecommun 

O  A  Q  Q 

iS2  Royal  Bank  of  Canada 

Oct 

10,332 

292 

72,156 

1,996 

Montreal,  Canada 

banking 

39.8 

(S3  Toshiba  Corp 

Mar 

10,301 

195 

9,224 

3,937 

Kawasaki,  Japan 

elec  equipment 

103.0 

S4ENEL 

Dec 

10,150P 

-1,800P 

38,000P 

none5 

Rome,  Italy 

utility 

116.6 

[55  Bank  Hapoalim  BM 

Dec 

10,132 

192 

22,263 

1,764 

Tel  Aviv,  Israel 

banking 

10.3 

j  

'56  Cie  Generate  d'Electricite 

Dec 

10,012 

75E 

11,8684 

none5 

Paris,  France 

elec  equipment 

192.2 

67  British  Gas  Corp 

Mar 

10,011 

2757 

21,3347 

none5 

London,  UK 

utility 

105.8 

58  NV  Nederlandse  Gasunie 

Dec 

9,999 

30 

2,963 

none5 

Groningen,  Neth 

energy 

1.8 

:69  Canadian  Pacific  Ltd 

Dec 

9,962 

153 

14,050 

2,091 

Montreal,  Canada 

multicompany 

127.0 

70  OIAG-Osterreichische  Industrie- 

Dec 

9,854 

0 

4,099 

none5 

Vienna,  Austria 

metals 

109.6 

verwaltungs  AG 


71  RWE  Group 

June 

9,783 

201 

10,735 

1,918 

Essen,  Germany 

energy 

70.1 

72  Societe  Generale  Group 

Dec 

9,471 

139 

85,742 

none5 

Paris,  France 

banking 

46.5 

73  INH-Instituto  Nacional  de 

Dec 

9,349P 

NA 

7,237P 

none5 

Madrid,  Spain 

energy 

21.0 

Hidrocarburos 

74  Petrof ina  SA 

Dec 

9,216 

265 

5,703 

1,426 

Brussels,  Belgium 

energy 

21.0 

75  National  Coal  Board 

Mar 

9,040 

-819 

9,221 

none5 

London,  UK 

energy 

282.0 

76  Honda  Motor  Co  Ltd 

Feb 

8,926 

289 

5,615 

3,438 

Tokyo,  Japan 

automotive 

46.2 

77  Deutsche  Bank  Group 

Dec 

8,737 

135 

83,808 

3,125 

Frankfurt,  Germany 

banking 

45.6 

78  Dai-Ichi  Kangyo  Bank 

Mar 

8,519 

159 

99,957 

4,943 

Tokyo,  Japan 

banking 

23.7 

79  Banco  do  Brasil 

Dec 

8,442 

990 

60,918 

716 

Brasilia,  Brazil 

banking 

119.4 

80  Maruzen  Oil  Co  Ltd 

Mar 

8,085 

-406 

4,369 

449 

Osaka,  Japan 

energy 

4.0 

evenue  is  for  "group"  or  consolidated  and  excludes  excise  taxes  and  duties    2As  of  Dec.  31.  1982.    'Combined  market  value     'Figures  for  year  ended  Dec.  31, 
»81.    ^Government,  privately  owned  or  mutual.    6Not  fully  consolidated    ^Based  on  current  cost  accounting    NA:  Not  available.    E:  Estimated.    P:  Preliminary. 
meral  notes  Revenue  and  net  income  are  convened  at  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at  a  rate  of  exchange  at  fiscal  year-end. 
gures  for  1982  were  used  for  those  March  fiscal-year  companies  for  which  1983  results  were  not  available  at  press  time 
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The  100  largest  foreign  companies 


Market 


Fiscal 

Net 

value  of 

year- 

Revenue1 

income 

Assets 

common2 

Corporate 

Employei 

Company 

end 

(millions) 

(millions) 

(millions) 

(millions) 

headquarters 

Industry  (thousani 

81  Lloyds  Hank  Group 

(To  DBA 

j>4Zo 

1 1  1 1A 

Lonuon,  un 

U  1 

banking 

7fl 

82  Credit  Agricole 

uec 

o/UO£+H 

1  7  A 

1 / 

OH  ^D7 

none 

Pans,  France 

IMllt-.MiL. 

7(1 

83  Hyundai  Group 

o,Uoo 

1  f!8 
lUo 

o,u/u 

none1 

Seoul,  Korea 

multicompany 
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»4  General  Electric  go  ric 

Mar 

o,U!Z 

/  ,Z1Z 

o  im 

Lonuon,  Urw 

elec  equipment 

189, 

85  Tengelmann  Group 

June 

o,uuur_. 

M  A 
IN  r\ 

M  A 

none1 

Muelheim,  Ger 

retailer 

75 

86  Indian  Oil  Corp  Ltd 

Mar 

7,981 

120 

NA 

none5 

Bombay,  India 

energy 

ZD 

87  Canadian  Imperial  Bank 

7  osn 

TOO 

^  80  ^ 

1  ,uoo 

Toronto,  Canada 

k^n  |/inri 

3<; 

of  Commerce 

88  Gutehoffnungshiitte  Group 

|une 

7  OC1 

ZU 

£  1  C  /I 

Obernausen,  Ger 

industrial  equip 

85. 

ov  tsariow  Kanu  oroup 

7  77ft 

1,1/0 

tod 
zzu 

^  ao1; 

l  Aon 

Johannesburg,  S  Af 

multicompany 

236 

90  Saint-Gobain 

Dec 

7,760 

38 

6,733 

none" 

Paris,  France 

building  prods 

138 

vi  tsariK  oi  lOKyo 

Mar 

7 

7^  73A 

1  08  1 

Tokyo,  Japan 

1 1 

ID 

i\«ins«ii  nicLiriL  ruwci  v_u 

Mar 

7  ^7ft 

000 

17^1^ 
1  1  ,o  1  o 

utility 

93  Bank  of  Montreal 

uct 

1 1  n 

1   3/1  Q 

Montreal,  Canada 

banking 

29 

V4  iviitsuDisni  nariK  liq 

Mar 

7  Aft* 
/  /too 

1  77 

iff 

ftA  Oft  1 

A  73Q 

Tokyo,  Japan 

banking 

16 

v j  >uniitoino  £>anK  i_.ta 

Jvlar 

9Aft 

Qfi.  /;n7 
Ou,OU  / 

4  740 

Osaka,  Japan 

banking 

16 

96  Peninsular  &  Oriental  Steam 

Dec 

7,362 

l 

2,447 

248 

London,  UK 

multicompany 

19 

Navigation  Co 

97  Bank  Leumi  le-Israel  BM 

Dec 

7,331 

142 

23,407 

1,586 

Tel  Aviv,  Israel 

banking 

15 

98  Fuji  Bank  Ltd6 

Mar 

7,289 

229 

87,870 

4,739 

Tokyo,  Japan 

banking 

17 

99  Ruhrkohle 

Dec 

7,251 

18 

5,770 

none" 

Essen,  Germany 

mining 

134 

100  Nippon  Kokan  KK 

Mar 

7,165 

137 

10,346 

1,795 

Tokyo,  Japan 

steel 

37 

And  the  25  runners -up 


Market 


Fiscal 

Net 

value  of 

year- 

Revenue1 

income 

Assets 

common2 

Corporate 

Employe! 

Company 

end 

(millions) 

(millions) 

(millions) 

(millions) 

headquarters 

Industry  (thousani 

101  Le  Groupe  Thomson 

Dec 

$7,156 

NA 

$  7,818" 

none5 

Paris,  France 

elec  equipment 

128 

102  Paribas  Group 

Dec 

6,956P 

$  77P 

51,584P 

none5 

Paris,  France 

banking 

26 

103  Krupp  Group 

Dec 

6,890 

NA 

4,417 

none1 

Essen,  Germany 

steel 

78 

104  Chubu  Electric  Power6 

Mar 

6,855 

219 

10,168 

$2,550 

Nagoya,  Japan 

utility 

19 

105  Bell  Canada 

Dec 

6,818 

504 

10,917 

3,721 

Montreal,  Canada 

telecommun 

97 

106  NV  DSM 

Dec 

6,806 

-70 

3,501 

none5 

Heerlen,  Neth 

chemicals 

28) 

107  CIBA-GEIGY  Group 

Dec 

6,801 

344 

9,4477 

2,495 

Basle,  Switzerland 

chemicals 

79. 

108  Mannesmann  Group 

Dec 

6,787 

108 

4,516 

1,373 

Duesseldorf,  Ger 

industrial  equip 

112 

109  Montedison  Group 

Dec 

6,668 

-635 

7,506 

426 

Milan,  Italy 

chemicals 

84) 

110  Sumitomo  Metal  Inds  Ltd 

Mar 

6,646 

173 

8,582 

1,903 

Osaka,  Japan 

steel 

29. 

111  Sauna  Bank  Ltd6 

Mar 

6,624 

154 

76,629 

4,739 

Tokyo,  Japan 

banking 

17 

112  British  Steel  Corp 

Mar 

6,584 

-964 

6,869 

none5 

London,  UK 

steel 

112. 

113  Sumitomo  Life  Insurance  Co 

Mar 

6,551 

955 

14,979 

none5 

Osaka,  Japan 

insurance 

9 

114  SNCF 

Dec 

6,447 

-937 

15,754 

none5 

Paris,  France 

transportation 

252, 

115  Rio  Tinto-Zinc  Corp  Pic 

Dec 

6,443 

194 

10,793 

1,952 

London,  UK 

metals 

70 

116  George  Weston  Ltd 

.Dec 

6,347 

53 

1,686 

389 

Toronto,  Canada 

food  distribution 

60 

117  Mitsubishi  Electric  Corp 

Mar 

6,335 

152 

5,407 

2,670 

Tokyo,  Japan 

elec  equipment 

66) 

118  Generate  Occidentale 

Mar 

6,169 

41 

1,390 

228 

Paris,  France 

multicompany 

30 

119  Grand  Metropolitan  Pic 

Sept 

6,091 

257 

5,259 

3,231 

London,  UK 

multicompany 

129. 

120  Bank  of  Nova  Scotia 

Oct 

6,077 

222 

43,748 

1,333 

Halifax,  Canada 

banking 

26. 

121  Schlumberger  Ltd 

Dec 

6,025 

1,348 

7,846 

13,623 

Netherlands  Antilles  oilfield  services 

75. 

122  Schneider  SA 

Dec 

5,976 

-54 

10,760 

35 

Pans,  France 

industrial  equip 

109 

123  Samsung  Group 

Dec 

5,967 

28 

4,641 

none5 

Seoul,  Korea 

multicompany 

97 

124  South  African  Transport  Services 

Mar 

5,910 

-62 

11,549 

none1 

Johannesburg,  S  Af 

transportation 

275. 

125  Ruhrgas 

Dec 

5,800P 

120P 

2,750P 

none5 

Essen,  Germany 

energy 

3 

'Revenue  is  for  "group"  or  consolidated  and  excludes  excise  taxes  and  duties    2As  of  Dec  31.  1982    'Combined  market  value    ^Figures  for  year  ended  Dec.  31 
1981.    'Government,  privately  owned  or  mutual.    6Not  fully  consolidated.    7Based  on  current  cost  accounting.    NA:  Not  available    E:  Estimated.    P:  Preliminary 
General  notes:  Revenue  and  net  income  are  convened  at  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at  a  rate  of  exchange  at  fiscal  vear-en 
Figures  for  1982  were  used  for  those  March  fiscal-year  companies  for  which  1983  results  were  not  available  at  press  time. 
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1983:  Strong  start 
for  most  businesses 

BAT  INDUSTRIES 


Patrick  Sheehy,  Chairman 

I  foresee  that  profit  attributable  to 

B.A.T  Industries  shareholders  for 
1  983  will  at  least  be  maintained,  if 
exchange  rates  remain  broadly  at  the 
same  levels.  Our  aim  will  be  to  continue 
increasing  dividends  to  shareholders  at  a 
rate  exceeding  UK  inflation. 

There  are  signs  that  world  economies 

are  beginning  to  recoverfrom  the 
recession.  This  process  will  obviously 
take  some  time  and  it  is  too  early  to  be 
certain  that  the  encouraging  signs  so  far 
detected  are  the  start  of  a  sustainable 
trend. 

The  tobacco  business  continues  to  be  a  strong 
generator  of  profit  and  cash  flow.  Performance 
around  the  world  will  be  variable  and  pressure  on  volumes 
will  continue.  Price  increases  and  excise  duties  have  not 
only  reduced  volumes  but  have  stimulated  consumers 
in  certain  markets  to  switch  to  cheaper  and  less 


told  the  Annual  General  Meeting: 

profitable  brands.  On  balance,  I  expect 
to  see  some  reduction  in  our  profits 
overall  from  tobacco  while  economies 
are  struggling  to  recover. 

Retailing  in  the  United  States  is 
recovering  well  and  profits  for  the 
firstfour  months  are  well  ahead  . . .  There 
has  been  a  substantial  improvement  in 
profits  from  our  UK  retailing. 

jft.  In  WigginsTeapevolumeisupon  last 
yearasalsoare profits. . .  Inthe  United 
States,  the  increase  in  volume,  sales  and 
profits  of  Appleton  Papers  continues. 

Cosmetics  is  anticipated  to  show  good  gains  in 
trading  profit . . .  Home  Improvements  in  Germany  is 
benefiting  from  increased  demand  from  the  building 
industry  and  the  profit  increase  should  be  very 
satisfactory . . .  The  significant  contribution  from  our 
associated  companies  is  expected  to  grow. 


TURNOVER 


PROFIT  BEFORE  TAXATION  '82 


DIVIDENDS  PER  SHARE 


'82 


pence 

27  5 

W: 

EETT 

78 


79 


80 


81 


The  figures  and  graphs  above  have  been  taken  from  the  full  Report  and  Accounts  for  1982, 
copies  of  which,  together  with  the  Chairman's  Speech,  are  available  from  the  Secretary: 


B.A.T  Industries  pic  •  Windsor  House  •  50  Victoria  Street  •  London  •  England 


r /A  HIGH  TECH 

b/Mradials 


Objective:  Develop  an  outstanding 
radial  that  combines 
exceptional  performance 
with  elegant  desian. 

Solution:  The  Advantage  T/A® 


Experience  a  quiet  ride  and 
excellent  tzead  mileage  attained 
through  a  dual- compound  computer- 
optimized  bead.  The  Advantage  T/A* 
tize's  unique  construction  also 
provides  excellent  ride  and  handling. 


The  Advantage 
features  handsome  v 
sidewalk  portraying 
distinctive  T/A®  tire  s] 
that  conveys  your  demc 
excellence  in  radial  tires. 


HFGoodrich 


The  Advantage  T/A  offers 
such  reliable  performance, 
we  back  it  with  outstanding  Free 
Replacement  Warranty  Coverage. 


This  unique  combination  of 
advanced  materials  and 
technology  makes 
The  Advantage  T/A  the  perfect 
choice  in  premium  radials: 
A.  Varied  pitch  ratio  reduces 
noise  levels  to  ensure 
a  quiet  ride. 
B.  Deep  lateral  grooves  in  tread 

give  excellent  wet  traction. 
C.  Dual  compound  tread. 

optimizes  tire  life  and  mileage . 
D.  Rayon  carcass  provides  a 
smooth,  comfortable  ride. 


V 


BFGoodrich  makes  a  complete  line 
of  advanced  T/A®  High  Tech®  Radials. 
Radials  that  are  respected  worldwide 
for  their  outstanding  road  performance. 
If  you  're  looking  for  a  tire  that  maintains 
your  high  standards  of  quality,  there's  a 
T/A  High  Tech  Radial  designed  for  you. 


©  1983.  BFGoodrich 


At  Bethlehem,we're  changing 

our  style  of  managing 

and  operating  our  businesses, 


And  the  business  unit 
concept  is  a  key  element 

More  authority  and  responsibility  for  their 
results.  More  control  over  their  destiny. 

That's  what  we've  given  most  of  Bethlehem's 
operating  activities  by  reorganizing  them  into 
business  units. 

Our  new  Steel  Group  is  a  good  example.  This 
business  unit  is  now  accountable  for  the  produc- 
tion of  Bethlehem's  basic  steel  products,  for  the 
sale  of  those  products,  and  for  related  services. 
Its  goal  is  to  make  Bethlehem  the  best  steel  pro- 
ducer in  this  country,  in  terms  of  productivity, 
quality,  service  and  profitability. 

In  addition  to  the  Steel  Group,  we've  organized 
a  Manufactured  Products  Group,  responsible  for 
the  manufacture  and  sale  of  wire  rope,  industrial 
fasteners,  welded  steel-plate  products,  oil  country 
goods,  corrugated  culvert  pipe  and  highway 
drainage  products. . . 


...a  Natural  Resources  Group,  responsible  for 
the  production  and  sale  of  products  such  as  coal 
and  stone. . . 

. .  .and  a  Marine  Construction  Group,  respon- 
sible for  the  construction  and  servicing  of  naval 
and  merchant  vessels  and  offshore  drilling  and 
production  equipment,  and  the  manufacture  of 
industrial  products. 

All  are  expected  to  provide  their  customers 
with  products  that  are  competitive  in  quality  and 
price.  And  all  are  expected  to  produce  a  reason- 
able return  on  investment. 


Bethlehem 

Bethlehem  Steel  Corporation 
Bethlehem,  PA  18016 


Taxing  Matters 


States  in  desperate  need  of  revenues  have 
long  gone  after  individuals  and  business- 
es. Now  they  are  out  to  get  Uncle  Sam  and 
the  Queen  of  England. 


The  shifty  50 


By  Laura  Saunders 

F|  or  years  now  the  big  battle  in 
state  taxes  has  been  over  the 
infamous  unitary  method  of  tax- 
ation. States  use  it  to  tax  the  profits  a 
company  makes  outside  its  borders, 
based  on  the  percentage  of  payroll, 
assets  or  sales  actually  in  the  state. 

Now,  however,  with  13  states  trying 
to  extend  that  principle  abroad,  the 
battle  is  becoming  more  than  a  domes- 
tic squabble.  The  European  Economic 
Community  has  submitted  two  for- 
mal protests  in  the  last  four  years,  and 
in  May  a  British  delegation  was  in 
Washington  to  lobby  for  a  bill  banning 
the  practice.  Says  Harry  Walsh,  eco- 
nomic counselor  at  the  British  embas- 
sy, "It's  hard  to  get  the  EEC  countries 
to  agree  on  anything,  but  they  were 
unanimous  on  this."  Not  surprising, 
considering  the  stakes.  For  several 
years  California  claimed  that  50%  of 
Royal  Dutch/Shell's  worldwide  in- 
come was  taxable  in  that  state. 

The  matter  may  come  to  a  head 
soon,  when  the  Supreme  Court  de- 
cides Container  Corp.  v.  franchise  Tax 
Board.  In  that  case,  the  Court  could 
deal  with  the  constitutionality  of  uni- 
tary taxes  for  overseas  companies.  But 
it's  clear  that  if  this  decision  goes 
against  the  foreign  interests,  the  EEC 
will  not  simply  walk  away. 

"Just  think,"  muses  Walsh,  "what 
could  happen  if  Third  World  countries 
got  hold  of  a  notion  like  this.  .  .  ." 


California 

So  you  always  thought 
that  the  Supreme  Court 
had  jurisdiction  over 
the  whole  country.  The 
California  don't  agree.  Last 


year  the  Court  ruled  in  two  separate 
decisions  that  states  can't  tax  corpo- 
rate income  on  dividends,  interest 
and  capital  gains  earned  in  other 
states  (Forbes,  Aug.  30,  1982).  That 
was  a  real  blow  to  California,  which 
has  been  doing  just  that.  The  state 
stood  to  lose  $500  million,  some  20% 
of  its  corporate  tax  revenues. 

The  ever  resourceful  California 
Franchise  Tax  Board,  however,  has 
simply  chosen  to  ignore  the  Supreme 
Court.  Instead  it's  relying  on  a  Cali- 
fornia Supreme  Court  decision  that — 
surprise — went  in  the  state's  favor. 
For  companies  that  want  to  fight  the 
issue,  it  may  be  a  long  haul.  "Califor- 
nia doesn't  like  to  cave  in,"  says  one 
Big  Eight  accountant.  "They're  will- 
ing to  go  the  whole  way  once  they 
start  something." 

New  Jersey 

When  the  federal  gov- 
ernment decides  to  ease 
taxes,  the  states  can  fre- 
quently lose  revenues. 
Their  tax  laws  are  often  written  in  a 
way  that  means  changes  in  the  federal 
tax  code  are  reflected  in  the  state  tax 
code.  So  the  goal  in  many  states  right 
now  is  to  decouple  their  tax  codes 
from  Uncle  Sam's.  A  current  problem: 
the  401(K)  plan,  a  new,  deferred  com- 
pensation program  set  up  by  Con- 
gress. It  allows  workers  to  defer  some 
of  their  pay  into  tax-exempt  trusts, 
paying  taxes  only  when  the  money  is 
drawn  out. 

New  Jersey  wants  to  tax  this  deferred 
income  in  the  year  it  is  earned.  But 
accountants  shudder  at  the  reporting 
nightmare  that  this  decoupling — also 
adopted  by  Alabama  and  Pennsylva- 
nia— is  causing.  "You  have  to  refigure 


the  state  withholding  completely  just 
for  this  one  item,  using  separate  tax 
tables  and  everything,"  says  Jeff  Got- 
linger  of  Arthur  Young. 

But  when  have  bureaucrats  worried 
about  loading  more  paperwork  onto 
their  constituents? 

New  York 

Video  game  addicts  in 
the  Empire  State  may 
notice  an  additional  bit 
of  electronic  parapher- 
nalia hooked  to  the  sides  of  their 
Space  Invader  machines  in  the  next 
couple  of  years — and  it  won't  be  a  new 
way  to  zip  into  hyperspace.  The  New 
York  State  Legislature  is  considering 
a  bill  to  levy  a  25%  tax  on  video 
games.  They  would  have  to  be 
equipped  with  meters  to  make  sure  no 
revenue  would  be  "overlooked." 


Texas 

It  shouldn't  be  any  sur- 
prise that  states  want  to 
tax  anything  that  falls 
within  their  borders. 
But  what  happens  if  an  importer's 
goods  are  just  sitting  inside  a  state  for 
a  while,  en  route  to  another  state? 

That  was  the  issue  in  the  recent 
Supreme  Court  case,  Xerox  v.  Harris 
Count}',  Tex.  et  a/.  Xerox  Corp.  had 
stored  some  copiers  in  Houston.  The 
machines  had  been  manufactured  in 
Mexico  and  were  awaiting  shipment 
to  Latin  America,  sitting  in  a  U.S. 
Customs  bonded  warehouse  to  ensure 
their  duty-free  status.  About  five 
years  ago  Harris  County  slapped  a  per- 
sonal property  tax  on  them,  and  Xerox 
cried  foul.  The  copiers  were  no  more 
Texas  property,  it  claimed,  than  they 
would  have  been  had  they  passed 
overhead  in  an  airplane. 

The  High  Court  decided  in  Xerox's 
favor,  saving  the  company  several 
hundred  thousand  dollars.  And  the 
implications  of  the  case  are  not  just 
for  Texas.  "This  appears  to  mean  that 
you  can't  levy  a  property  tax  on  im- 
ported goods  while  in  transit,  no  mat- 
ter what  their  destination,  if  they  are 
stored  in  a  Customs  bonded  ware- 
house," says  Steve  Friedlander,  man- 
ager of  group  taxes  for  Xerox. 

Pennsylvania 

Raising  the  sales  tax  is 
one  of  the  quickest 
ways  for  a  state  legisla- 
ture to  get  in  trouble 
with  the  voters.  People  notice  income 
taxes  only  once  a  year,  but  they 
smart  under  sales  taxes  every  time 
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Business  news  in  the  round. 


The  executives  who  run 
the  world's  20,000  largest 
corporations  were  asked  to 
name  their  most  reliable 
source  of  Business  News* 

The  result  may  surprise 
you,  but  it  won't  surprise 
American  readers  of  the 
Financial  Times. 


If  you  haven't  seen  the 
Financial  Times  recently, 
we'd  like  to  send  you  a 
sample  copy. 

Write  or  call: 
FT  Publications,  Inc. 
75  Rockefeller  Plaza, 
New  York,  NY  10019 
(212)  489  8300 


FINANCIAL  TIMES  Hi= 

Miners  Chrysler 

Tokyo  to  protest            Interest  rate 
against  French      ""'h"  "  hoPes  bring 

*  Survey: 
Annual 
Investment 
Files  1982 


_  _  _    How  can  you  earn  a  good  return  and  a  stable 

ICW^     monthly  income  from  your  investment? 

That's  the  problem  our  new  fund  seeks  to 
.  #  f+  solve.  U.S.  Governments 

**Lf\ i  fill 0iTI  iTYf*  1S a n°-load mutual tund 

O VFJL  U  I»  MXJK  K  M\JA.    that  is  an  alternative  to 
•m  money-market  funds.  Unlike  those  funds — 

jT^4^  which  are  limited  to  short-term  securities — 

^U&Jfc.  \^rJL%»#»     our  fund  can  invest  in  longer-term  securities 
^    ^        of  the  federal  government  and  its  agencies. 
^^I^l^l  ^^♦%'%  •      The  idea  is  to  provide  both  good 

J jT\3\j^jC^M  I  •  rates  °^  return  and  more  stable 
Mi  monthly  income. 

Want  to  know  more?  For  more  complete  information  about  Twentieth 
Century's  funds  (Growth  Investors,  Select  Investors,  Ultra  Investors,  and 
U.S.  Governments)  including  charges  and  expenses,  send  for  a  free  pro- 
spectus. Please  read  the  prospectus  carefully  before  investing. 

U.S.  GOVERNMENTS— A  No-Load  Mutual  Fund 

Please  send  a  free  prospectus  to: 

Name  


Address  . 
City  


Stale  /.ip  . 


P.O.  Box  200,  Kansas  City,  Missouri  64141 -(816)  531-5575 
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Taxing  Matters 

they  go  to  the  store. 

So  Pennsylvania  has  decided  to 
leave  the  sales  tax  rate  alone  and  just 
try  to  get  its  hands  on  the  money  a 
little  faster.  The  plan  slated  to  come 
before  the  state  legislature  would 
force  retailers  to  cough  up  their  col- 
lected sales  taxes  within  20  days  after 
they  are  paid.  Now  the  money  is  due 
in  45  days. 

Well,  it  was  probably  inevitable 
that  the  boys  in  the  statehouses 
would  discover  the  magic  of  float. 


ilowa 
When  the  Supreme 
Court  struck  down 
taxes  on  newspapers' 
ink  and  paper  in  March, 
the  State  of  Iowa,  which  had  such  a  tax, 
moved  with  lightning  speed.  By  May  it 
had  passed  a  retroactive  law  that 
banned  any  refunds  of  the  already  paid 
tax,  which  might  have  come  to  $12 
million. 

Then,  as  newspaper  publishers 
fumed,  Iowa  rubbed  salt  in  the 
wound.  Most  laws  do  not  require  for- 
mal publication.  But  Iowa  instructed 
the  major  newspaper  company  in  the 
state  to  carry  a  statement  regarding 
the  law  and  paid  it  only  nominal  le- 
gal-notice ad  rates.  "It  was,"  says  an 
official  at  the  Des  Moines  Register, 
"their  idea  of  a  joke." 


Tennessee 

Tennessee's  excise  tax 
on  bank  earnings  used 
to  exempt  income  from 
its  own  bonds.  But  it 
did  not  exempt  income  from  federal 
obligations.  And  that  is  against  the 
law,  said  the  Supreme  Court  a  few 
months  ago. 

You  wouldn't  think  such  a  decision 
could  cause  big  problems,  but  it  is 
having  a  ripple  effect  that  threatens  a 
number  of  taxes  on  banks  and  corpora- 
tions elsewhere.  What's  more,  there's 
the  issue  of  severability:  Can  the  states 
simply  issue  refunds  that  cover  the 
newly  offending  part  of  the  tax?  Or 
must  they  pay  refunds  of  the  entire  tax 
for  the  years  it  was  in  effect? 

"In  Ohio,  a  lot  of  refunds  have  been 
filed  that  ask  for  the  whole  tax  back," 
says  William  McArthur  of  Coopers  & 
Lybrand.  Clearly  anxious  to  bury  the 
issue,  Ohio  has  moved  quickly  to  re- 
fund the  part  of  the  tax  paid  on  federal 
obligations.  But  that  likely  won't  be 
the  end  of  this  dispute. 
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Numbers  Game 


A  few  years  ago  inflation  accounting  was 
a  hot  topic.  Now  nobody  seems  to  be  inter- 
ested. That's  a  mistake. 


Out  of  sight, 
out  of  mind? 


flation  running  in  double  digits  year 
after  year,  the  need  was  clear.  So  in 
1979  the  FASB  instituted  Statement 
33,  and,  for  a  five-year  trial,  constant 
dollar  and  current  cost  accounting 
was  required  for  big  companies. 

Now  the  experiment  has  been  un- 
der way  three  years,  inflation  has 
slowed  and  nobody  seems  interested 
anymore.  In  fact,  Wall  Street  has  nev- 
er really  paid  much  attention  to  the 
numbers  at  all.  Arthur  Young  recent- 
ly surveyed  financial  analysts  to  see 
whether  they  use  the  information, 
which,  although  unaudited,  is  includ- 


By  Janet  Bamford 


Y1  OU  KNOW  THE  OLD  STORY:  The 
farmer's  wife  was  nagging  him 
about  the  leaky  roof.  "I  can't  fix 
it  now,"  he  said.  "It's  raining." 

"Then  why  don't  you  patch  it  when 
the  weather  is  nice?"  asked  his  wife. 
"It  doesn't  leak  then." 
All  this  comes  to  mind  when  you 
hear  members  of  the  financial  com- 
munity talking  about  inflation  ac- 
counting. Just  a  few  years  ago  nearly 
everyone  was  clamoring  for  inflation- 
adjusted  corporate  earnings.  With  in- 


The  morning  after 

So  you  thought  that  inflation  hard- 

results show  both  a  constant  dollar 

ly   affected   earnings    in  1982? 

figure,  which  includes 

changes  in 

Wrong.  Take  a  look  at  how  the 

the  Consumer  Price  Index,  and  a 

earnings  of  the  15 

companies  with 

current  cost  figure,  which  reflects 

the  largest  profits 

in  the  U.S.  fared 

the  companies'  replacement  costs 

when  adjusted  for  inflation.  These 

for  specific  assets. 

1982  net  earnings  (in  millions 

Company 

as  reported 

constant  dollars 

current  cost 

American  Tel  &  Tel 

$6,992* 

$  50 

$1,418 

IBM 

4,409 

NA 

4,177 

Exxon 

4,186* 

NA 

-296 

Standard  Oil  Ohio 

1,879 

1,448 

1,356 

Standard  Oil  Ind 

1,826 

1,214 

990 

General  Electric 

1,817 

1,066 

1,179 

Atlantic  Richfield 

1,676- 

915 

789 

Shell  Oil 

1,605" 

730 

424 

Mobil 

1,380 

-71 

-50 

Standard  Oil  Calif 

1,377 

313 

-668 

Texaco 

1,281 

33 

-905 

Eastman  Kodak 

1,162 

983 

1,022 

General  Motors 

963 

112 

207 

Gulf  Oil 

900 

NA 

-477 

Du  Pont 

894* 

413 

554 

NA:  nofavailable    'Income  from  continuing  operations. 

ed  in  large  companies'  annual  reports. 
Only  about  half  the  analysts  reported 
that  they  use  the  data  at  all.  And 
cynics  say  even  that  estimate  is  inflat- 
ed by  analysts  embarrassed  to  admit 
they  are  ignoring  any  corporate  data. 

"Inflation  accounting  was  a  hot 
topic  after  World  War  I,  then  again 
after  World  War  II,  then  in  the  late 
Sixties,"  says  Allen  Seed,  a  consultant 
with  Arthur  D.  Little.  "Interest  heats 
up  when  inflation  heats  up  and  dies 
off  when  inflation  does."  So,  with  in- 
terest waning,  the  FASB  is  consider- 
ing changing,  or  even  abolishing,  the 
requirements  for  reporting  inflation's 
effect  on  earnings. 

No  doubt  there  are  technical  prob- 
lems with  both  of  the  FASB's  methods 
for  showing  inflation's  effect  on  com- 
panies. But  if  the  Board  backs  down 
on  its  move  toward  inflation  account- 
ing, that  will  be  a  big  mistake.  Any 
system  that  measures  inflation  rea- 
sonably well  is  closer  to  reality  than 
one  that  ignores  inflation  altogether. 
One  scary  statistic:  In  1981,  when 
earnings  for  29  of  the  Dow  30  were 
adjusted  using  the  current  cost  meth- 
od, total  operating  earnings  dropped 
from  $31  billion  to  $13.8  billion. 

But  those  were  the  bad  old  days, 
right?  You  would  think  that  1982's 
adjusted  figures  would  nearly  match 
the  unadjusted  numbers.  Unfortu- 
nately, that's  not  the  way  it  works. 
The  accompanying  table  shows  how 
inflation-adjusted  figures  for  fifteen  of 
America's  biggest  firms  still  differ 
substantially  from  their  reported 
earnings.  At  AT&T,  for  example,  last 
year's  income  from  operations  of  $6.9 
billion  dropped  to  $50  million  when 
adjusted  for  general  inflation. 

How  is  this  possible?  Simple.  Say 
your  company  bought  a  widget  in 
1978  for  $1,000.  Depreciating  it  by 
$100  a  year,  it's  now  booked  at  $500. 
But  inflation  has  driven  up  its  real 
value  to  $2,000.  To  depreciate  it  prop- 
erly, you  might  want  to  write  off 
much  more  than  $100  next  year. 
Clearly,  one  year  of  low  inflation 
doesn't  bring  the  widget's  depreci- 
ation into  line  with  reality.  "The  as- 
sets that  were  brought  into  the  depre- 
ciation calculations  last  year,"  says 
Ernst  &  Whinney  partner  Norman 
Strauss,  "replace  those  acquired  in 
1972 — but  the  1973  assets  are  still  in 
there  at  the  old  cost.  Only  after  years 
of  zero  inflation  would  it  catch  up." 

Maybe  if  a  miracle  happens,  and  the 
U.S.  can  keep  inflation  under  control 
for  a  decade  or  so,  accountants  can 
drop  their  efforts  to  deal  with  it.  But 
short  of  that  unlikely  event,  it's  prob- 
ably best  to  repair  the  roof  while  the 
sun  is  shining.  ■ 
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Honeywell  and  The  Philadelphia 

StockExchange 
are  handling  tremendous  volume 
with  quiet  confidence. 

accomplished  with  stock  solutions. 
Honeywell  worked  closely  with  the 
Philadelphia  Exchange  and  its 
computer  subsidiary,  Financial 
Automation  Corporation,  to  design 
and  implement  a  system  for  their 
specific  needs. 

It's  that  kind  of  cooperation 
that  keeps  industry  working  with 
Honeywell  to  find  solutions.  Without 
that  teamwork,  a  lot  of  important 
options  might  have  been  overlooked. 
Together,  we've  made  Philadephia 
Exchange  members  some  of  the  best 
informed  in  the  country. 

If  you'd  like  to  know  more  about 
our  work  with  the  Philadelphia  Stock 
Exchange,  or  how  we  could  work  with 
you,  contact  us.  Call  800-328-5111, 
ext.  1505.  (In  Minnesota,  call  collect 
612-870-2142,  ext.  1505.) 


Together,  we  can  find  the  answers. 

Honeywell 


The  computerized 
market  network.  The 

Philadelphia  Stock  Exchange  is  one  of 
[he  fastest  growing  in  the  country. 

That's  why  they  needed  to 
levelop  their  own  market  information 
system.  And  that's  why  they  got 
ogether  with  Honeywell. 

Together  we  developed 
;he  computerized  market  network. 
This  system  combines  Honeywell 
ninicomputers  with  custom  software 
;o  monitor  up  to  the  minute  information 
Tom  major  exchanges.  Then  uses  that 
nformation  to  conduct  transactions 
n  just  seconds.  In  fact,  at  this  moment 
.he  system  is  processing  a  million 
nessages  a  day.  With  constant 
expansion  capability. 

Innovations  like  this  can't  be 


This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  offers  to  buy  any  of  these  securities. 
The  offering  is  made  only  by  the  Offering  Circular. 

NEW  ISSUE  June  8, 1983 


$1,000,000,000 

Freddie 
Mac 


Federal 


Home  Loan 


Mortgage 


Corporation 


Collateralized  Mortgage  Obligations,  Series  1983-A 

$215,000,000    10%  %  Class  A-l  Bonds,  to  Be  Fully  Paid  by  June  15,  1988 

Price  99.81% 

plus  accrued  interest  at  the  applicable  Interest  Rate  from  June  IS,  1983 


$350,000,000    1 1  %  %  Class  A-2  Bonds,  to  Be  Fully  Paid  by  December  15,  1995 

Price  99.375% 

plus  accrued  interest  at  the  applicable  Interest  Rate  from  June  15,  1983 


$435,000,000    11%%  Class  A-3  Bonds,  to  Be  Fully  Paid  by  June  15,  2013 

Price  99.25% 

plus  accrued  interest  at  the  applicable  Interest  Rate  from  June  IS,  1983 

Copies  of  the  Offering  Circular,  the  related  Information  Statement  Supplement  and  In- 
formation Statement  may  be  obtained  in  any  State  in  which  this  announcement  is  circu- 
lated only  from  such  of  the  undersigned  as  may  legally  offer  these  securities  in  such  State. 


The  First  Boston  Corporation  Salomon  Brothers  Inc 

A.  G.  Becker  Paribas  Goldman,  Sachs  &  Co.  Lehman  Brothers  Kuhn  Loeb 

Incorporated  Incorporated 

Merrill  Lynch  White  Weld  Capital  Markets  Group  Shearson/ American  Express  Inc. 

Merrill  Lynch,  Pierce,  Fenner  &  Smith  Incorporated 

Bank  of  America  NT  &  SA  Bear,  Stearns  &  Co.  Blyth  Eastman  Paine  Webber 

Incorporated 

Citicorp  Capital  Markets  Group       Donaldson,  Lufkin  &  Jenrette       E.  F.  Hutton  &  Company  Inc. 

Citibank,  N.A.  Securities  Corporation 

Kidder,  Peabody  &  Co.  Prudential-Bache  L.  F.  Rothschild,  Unterberg,  Towbin 

Incorporated  Securities 

Smith  Barney,  Harris  Upham  &  Co.    Thomson  McKinnon  Securities  Inc.    Dean  Witter  Reynolds  Inc. 

Incorporated 

William  Blair  &  Company  Alex.  Brown  &  Sons                   Craigie  Incorporated 

A.  G.  Edwards  &  Sons,  Inc.  McDonald  &  Company               Oppenheimer  &  Co.,  Inc. 

Prescott,  Ball  &  Turben,  Inc.  Rauscher  Pierce  Ref snes,  Inc. 


Faces 

Behind  The  Figures 


Edited  by  John  R.  Dorfman 

Robots  for  lease 

As  the  man  many  consider  the  father 
of  the  industrial  robot,  George  Devol 
has  reason  to  be  rankled.  His  early 
patents  in  the  1950s  gave  the  U.S.  a 
clear  head  start  in  robot  technology 


handful  of  supervisors.  Around-the- 
clock  it  would  churn  out  packaged 
products  from  raw  materials  at  a  cost 
at  least  50%  lower,  he  says,  than  that 
of  an  average  labor-intensive  facility. 

Devol  would  develop  the  software 
to  link  the  robots  and  equipment  to- 
gether. Not  counting  software,  he 
says,  more  than  90%  of  the  machin- 
ery needed  is  available  now.  Such  a 
plant,  be  says,  could  be  up  and  run- 
ning in  three  years. 

Devol  says  he  is  currently  negotiat- 
ing with  a  $3  billion-plus  (sales)  cor- 
poration, which  he  will  not  name,  to 
finance  half  of  the  $200  million  ven- 
ture; much  of  the  remainder  is  to  be 


Robotics  pioneer  George  Dei  'ol 

"I've found  a  way  to  stymie  the  bean  counters. 


raised  through  a  speculative  stock  of- 
fering. A  dozen  engineers  and  other 
operations  managers  already  have 
been  recruited. 

A  pipe  dream?  Don't  underestimate 
him.  In  1932,  at  the  age  of  20  and 
having  shunned  a  university  educa- 
tion, Devol  founded  United  Cine- 
phone  to  develop  sound-recording 
equipment  for  movies — a  move  that 
led  to  patents  on  photoelectric  de- 
vices for  garage  door  openers  and  con- 
tact switches.  He  later  organized  Gen- 
eral Electronic  Industries,  which 
made  radar  countermeasure  systems 
for  the  Navy.  Since  developing  the 
robotics  patents  that  formed  the  basis 
for  Unimation,  Devol  has  worked  as 
an  adviser  to  the  firm,  now  a  Westing- 
house  subsidiary.  He  also  runs  Flor- 
ida-based Devol  Research  Associates, 
his  own  consulting  firm. 

"I've  finally  found  a  way  to  stymie 
the  bean  counter,"  he  says.  And  he 
just  may  have. — John  A.  Byrne 

The  boss1  bourbon 

After  Prohibition,  Missouri  political 
boss  Tom  Pendergast  used  to  have  a 
sideline  in  distributing  bourbon.  His 
"Old  1889"  was,  not  surprisingly,  a 
strong  local  brand. 

It  still  is.  But  today  Old  1889,  along 
with  some  200  other  local  and  private 
brands  of  bourbon,  is  made  by  Heaven 
Hill  Distilleries,  a  thriving  family- 
owned  company  (estimated  sales:  $85 
million)  in  Bardstown,  Ky.  Day-to-day 
control  of  the  company  is  in  the  hands 
of  39-year-old  Max  Shapira,  the  Har- 
vard MB. A.  son  of  one  of  the  five 
brothers  who  founded  the  firm  right 


and  established  Unimation  Corp.  as 
the  fledgling  industry's  leader.  Then 
he  sadly  watched  as  Japan  took  over 
world  leadership  in  the  field. 

The  ruddy-faced,  white-haired  in- 
ventor, who  holds  more  than  40  pat- 
ents, puts  the  blame  on  American 
management.  "They're  bean  count- 
ers," he  grouses.  "But  someone  needs 
to  have  vision." 

Devol,  now  71  and  a  robotics  con- 
sultant, has  nominated  himself.  If 
American  management  is  too  shy  to 
invest  in  the  factory  of  the  future,  he 
says,  maybe  it  will  lease  one — from 
Devol.  He  plans  to  design  and  build 
the  most  automated  plant  in  the 
world,  stuff  it  full  of  robots  and  other 
state-of-the-art  machinery  and  rent  it 
out  to  manufacturers. 

The  over-300,000-square-foot  plant 
Devol  envisions  could  produce  a  wide 
variety  of  products  with  minimal 
changes  in  tooling.  It  would  be  run  by 
computers  with  little  more  than  a 
skeleton  maintenance  crew  and  a 


Max  shapira  of  Heaven  Hill  Distilleries 

The  secret  recipe  isn't  in  the  grains,  it's  in  distribution. 
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after  Prohibition  ended. 

Shapira  says  the  company  is  grow- 
ing at  a  "double-digit"  rate.  That  is 
something  to  drink  to  in  the  bourbon 
business  these  days.  Total  sales  of 
Kentucky  bourbon  in  the  last  few 
years  have  sloshed  between  22  mil- 
lion and  24  million  cases,  down  from 
a  peak  of  around  27  million  in  1972. 
Any  growth,  then,  is  cause  for  celebra- 
tion. And  Heaven  Hill's  leading 
brand,  Evan  Williams — which  Shapira 
is  trying  to  position  as  a  national 
brand — is  growing  at  a  20%  rate. 

Heaven  Hill  uses  more  malt  (12% 
to  14%)  than  most  bourbon  makers, 
Shapira  says,  and  it  distills  year-round 
in  all-copper  equipment.  But  what 
really  sets  Heaven  Hill  apart,  he  says, 
is  its  distribution  system.  Heaven 
Hill  sells  whiskey  in  bulk  to  some  200 
distributors  nationwide,  then  bottles 
and  ages  it  for  them  before  shipping. 
The  distributors  put  up  an  average  of 
about  $1  million  apiece,  in  effect  fi- 
nancing Shapira's  inventories  for  him. 
The  distributors,  in  turn,  can  call 
many  of  the  shots.  They  determine 
how  long  the  bourbon  will  be  aged 
and  what  proof  it  will  be,  and  they 
have  a  significant  say  in  how  it  will  be 
marketed.  Some  distributors  concen- 
trate on  radio,  others  on  newspaper  or 
point-of-sale  advertising. 

The  effect  of  all  this  is  that  the 
distributors  have  a  financial  stake  in 
Heaven  Hill's  success.  And  they  have 
an  intimate  knowledge  of  market 
conditions  in  their  local  areas. 

Right  now  Evan  Williams  accounts 
for  close  to  40%  of  Heaven  HilPs 
bourbon  sales.  The  Heaven  Hill 
brand,  strong  in  Kentucky  and  nearby, 
chips  in  35%  or  more.  The  rest  is 
small  and  private  brands  for  such  cus- 
tomers as  Safeway  (Old  Calhoun), 
Harvard  (Harvard  Gentlemen),  even 
the  Union  League  Club  of  Chicago 
(Members'  Reserve).  "The  key  to  this 
business,"  says  Shapira,  "is  knowing 
what's  going  on,  not  nationwide,  but 
in  individual  states  and  even 
cities."— J.R.D. 


General  shrewdness 

"The  battle  of  the  sexes,"  claims 
Wendy  Rue,  founder  and  president  of 
the  National  Association  for  Female 
Executives  (NAFE),  "makes  the  Civil 


War  look  like  child's  play."  Outfitted 
in  chunky  jewelry  and  a  casual  tunic- 
style  dress  as  she  sips  a  vodka  and 
soda,  platinum  blonde  Rue  seehis  an 
unlikely  general.  But  in  the  last  1 1 
years  she  has  managed  to  round  up  an 
army  of  female  executives,  currently 
running  84,000  strong. 

For  $29  a  year  Rue  supplies  new 
NAFE  members  with  weapons  to 
push  their  careers  along  and  earn  big 
dollars — the  ultimate  liberator,  in 
Rue's  view.  NAFE  kit  bags  include  an 


aptitude  test  to  uncover  business  po- 
tential, a  credit  handbook  and  a  re- 
sume critique  service.  Members  can 
also  get  personal  loans,  rental  car  dis- 
counts, insurance  and  other  goods  and 
services. 

But  the  hottest  item  in  Rue's  pack- 
age is  NAFE's  answer  to  the  old  boy 
network.  Members  form  information- 
sharing  groups — or  "networks" — that 
may  concentrate  on  particular  sectors 
such  as  communications  or  finance, 
or  pursue  a  variety  of  topics. 

NAFE's  second  most  popular  bene- 
fit, Executive  Female  magazine,  is  de- 
signed to  hone  business  skills.  Last 
month's  issue,  among  other  things, 
explained  "decision  tree"  analysis 
and  advised  women  on  the  right  stuff 
to  carry  as  props  (Porsche  sunglasses, 
Bottega  Veneta  attache,  Tiffany  ciga- 
rette case — even  for  nonsmokers). 
"Executive  Female  has  become  popular 
with  men,  too,"  Rue  says.  "They  read 
it  hidden  behind  Dun  's  or  Forbes  now, 
the  way  they  used  to  read  girlie  maga- 
zines on  the  subway." 

Feminism  aside,  the  NAFE  philos- 
ophy— and  NAFE  itself — remains 
firmly  rooted  in  capitalism.  Rue,  who 


despite  her  frank  manner  refuses  to 
divulge  her  age  or  open  her  books,  is 
making  much  more  from  NAFE  than 
she  did  years  ago  running,  clothing 
stores  or  working  as  an  executive  re- 
cruiter. Though  she  says  she  loses 
money  on  each  initial  $29  member- 
ship fee  (after  covering  the  costs  of 
bringing  in  new  members  and  giving 
network  directors  a  $5  incentive  bo- 
nus for  new  networkers  who  join 
NAFE),  Rue  has  struck  distributor- 
ship and  endorsement  deals  with  11 


companies.  Companies  like  Security 
Pacific,  American  Express  Co.,  Inc. 
magazine  and  National  Benefit  Life 
helped  Rue  bring  in  over  $4  million  in 
revenues  last  year.  With  only  a  skele- 
ton staff  and  few  expenses,  Rue  gets  to 
keep  a  lot  of  that. — Ellyn  Spragins 


A  dose  of  class 

When  Henry  (Hank)  Johnson  became 
president  of  Spiegel,  Inc.  six  years 
ago,  he  immediately  moved  the 
headquarters  of  the  nation's  fourth- 
largest  catalog  outfit  ($394  million 
1982.  sales)  from  a  gritty  Chicago 
industrial  site  to  suburban  Oak 
Brook.  Johnson,  64,  picked  offices 
next  to  an  exclusive  shopping  mall, 
thereby  physically  relocating  Spiegel 
just  where  he  intended  to  reposition 
it  in  the  market,  right  alongside  Saks 
Fifth  Avenue,  Lord  &  Taylor  and 
Neiman-Marcus. 

Spiegel  was  then  losing  many  of  its 
low-income,  price-conscious  custom- 
ers to  discounters  like  K  mart.  Profits 
were  being  stifled  by  credit  policies 
that  gave  Spiegel  shoppers  as  long  as 
20  months  to  pay.  Johnson,  fresh 


Wendy  Rue,  head  of  the  National  Association  for  Female  Executives 
What  are  men  reading  now  behind  their  magazines? 
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Spiegel  Inc.  President  Henry  (Hank)  Johnson 

Gone  are  the  polyester  pantsuits  and  the  daytime  TV  giveaways. 


from  streamlining  the  apparel  catalog 
at  Avon  Products,  Inc.,  and  having 
put  in  25  years  with  Alden's  catalog 
before  that,  set  about  to  revamp 
stodgy  Spiegel  completely.  Out  went 
the  polyester  pantsuits  and  the  give- 
aways on  daytime  TV  game  shows. 
Johnson  turned  Spiegel  into  a  glossy 
high-fashion  catalog.  Its  500-page 
books,  published  twice  a  year,  are 
crammed  with  $500  home  comput- 
ers, and  clothing  and  home  furnish- 
ings by  designers  like  Liz  Claiborne, 
Pierre  Cardin  and  Laura  Ashley.  Spie- 
gel has  also  begun  publishing  12  spe- 
cialty catalogs  a  year,  featuring  such 
items  as  expensive  lingerie,  gourmet 
cookware  and  furs. 

His  strategy  appears  to  be  success- 
ful. Earnings  increased  49%  last  year, 
to  $5.2  million.  Sales  for  the  first 
quarter  are  up  22%  from  last  year. 

The  catalog  field  is  crowded,  to  be 
sure:  Mail-order  sales  have  grown 
twice  as  fast  as  retail  sales  in  the  past 
four  years.  Still,  Johnson,  a  tall  and 
lanky  former  Air  Force  bomber  pilot, 
thinks  Spiegel's  new  image  and  suc- 
cess will  be  durable. 

What  about  computer-based  mer- 
chandising? For  all  the  talk,  Johnson 
doesn't  expect  it  to  be  a  significant 
source  of  orders  in  this  decade. 

Spiegel's  relatively  new  owner, 
West  German  merchandiser  Otto- 
Versand,  should  be  pleased  with  the 
outlook.  The  catalog  firm,  Europe's 
second  largest,  bought  Spiegel  from 
Beneficial  Corp.  early  last  year  for  $49 
million.  Beneficial  had  thought  so  lit- 
tle of  Spiegel's  prospects  that  it  had 
considered  liquidating  the  company. 
Now  Johnson  expects  1983  sales  to 


hit  $500  million  and  move  up  rapidly 
from  there.  Says  Johnson,  "I  won't 
retire  until  Spiegel  is  a  billion-dollar 
company."  His  "conservative"  target 
date?  1988.— Christine  Donahue 

Merger  boutique 

Gilbert  Mintz  and  Bernard  Goldstein 
are  partners  in  a  boutique.  But  this 
boutique — Fort  Lee,  N.J. -based  Broad- 
view Associates — sells  companies, 
not  miniskirts  or  designer  jeans.  Spe- 
cifically, it  sells  computer  service 
companies.  Since  1979  Broadview  has 
orchestrated  some  100  deals — about 


30%  of  the  mergers  and  acquisitions 
in  that  industry  during  that  time. 

It's  just  the  place  to  be,  Goldstein 
points  out.  "Despite  the  public's  per- 
ception to  the  contrary,"  he  says,  "the 
number  of  mergers  and  acquisitions 
of  all  kinds  nationwide  is  declining." 
In  1982  there  were  only  2,346  (which 
Goldstein  calls  "the  sex  of  business"), 
compared  with  6,107  in  1969. 

Meanwhile,  and  running  counter  to 
the  broad  trend,  the  number  of  merg- 
ers and  acquisitions  in  the  computer 
services  industry  has  risen  from  about 
20  in  1969  to  138  last  year.  The  mon- 
ey involved,  to  be  sure,  is  relatively 
small  potatoes.  A  typical  computer 
services  deal  ranges  from  $1  million 
to  $3  million,  while  the  average  value 
of  the  2,346  deals  of  all  kinds  last  year 
was  $23  million.  But  that's  okay  with 
Mintz  and  Goldstein.  Small  numbers, 
they  reason,  mean  less  competition 
from  investment  bankers. 

The  numbers  make  sense,  consider- 
ing the  age  of  the  computer  services 
industry.  The  typical  seller  in  a  com- 
puter services  deal  is  a  young  entre- 
preneur with  a  successful  startup 
company.  He's  not  selling  so  that  he 
can  retire  to  Florida.  Rather,  the  en- 
trepreneur wants  a  rich,  established 
acquirer  to  help  him  take  his  com- 
pany into  bigger  markets. 

Mintz  used  to  be  head  of  ADP's 
acquisition  program.  Goldstein  was 
an  entrepreneur  who  started  up  and 
sold  two  computer  services  firms. 
While  Goldstein  is  serious  and  delib- 
erate, Mintz  is  colorful  and  energetic, 
given  to  making  quick  phone  calls 
from  the  other  end  of  the  couch  while 


Broadview  Associates'  Bernard  Goldstein  and  Gilbert  Mintz 
Mergers  are  "the  sex  of  business." 
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Behind  the  Figures 


Goldstein  follows  up  one  of  Mintz' 
cavalier  remarks  with  a  more  consid- 
ered response. 

Mintz  originally  founded  Broad- 
view as  a  general  merger  broker  but 
quickly  learned  the  value  of  specializ- 
ing. "I  had  a  manufacturer  of  steel 
pails,  a  hotel  and  a  maker  of  extruded 
aluminum  parts  for  the  aerospace  in- 
dustry [to  sell], "  he  recalls.  "Who  the 
hell  knows  who  to  sell  that  to?  I  de- 
cided I  should  specialize  in  the  indus- 
try I  knew." — Laura  Rohmann 

Waste  warrior 

After  four  years  on  Capitol  Hill  fight- 
ing for  safe  waste  disposal,  young,  en- 
ergetic toxicologist  Richard  Fortuna, 
3 1 ,  has  become  executive  director  of  a 
year-old  group  called  the  Hazardous 
Waste  Treatment  Council. 

The  12  companies  that  now  back 
the  group  and  provide  its  $200,000 
budget  aren't  household  names.  Per- 
haps best  known  is  SCA  Chemical 
Services,  a  subsidiary  of  $400  million 
(sales)  SCA  Services.  Other  members 
are  outfits  like  ENESO,  Inc.,  CECOS 
International  and  Stablex.  What  they 
have  in  common  is  an  interest  in 
methods  of  waste  disposal  other  than 
landfilling.  Alternative  methods  in- 
clude reuse,  recycling,  conversion  to 
energy,  solidification,  incineration 
and  pretreatment. 

Fortuna,  former  toxicologist  to  the 
House  Committee  on  Energy  &  Com- 
merce, is  committed  to  these  alterna- 
tive methods.  But,  he  notes,  they're 
not  without  their  own  problems.  For 
example,  he  says,  any  company  that 
"hides"  behind  the  shield  of  energy 
regeneration  can  mix  hazardous 
wastes  with  fuel  oil  and  burn  them 
without  any  emission  controls.  "An 
insult  to  the  environment,"  he  says. 

Another  Fortuna  mission  is  to  get 
the  Environmental  Protection  Ad- 
ministration to  expand  its  official  list 
of  hazardous  wastes.  Most  forms  of 
dioxin,  for  example,  aren't  on  the  list 
and  therefore  aren't  subject  to  EPA 
waste  disposal  regulations.  While 
with  the  House,  Fortuna  submitted  a 
list  of  more  than  85  toxic  substances 
he  thought  should  be  added  to  the 
roster.  Says  Fortuna:  "Since  1980 
about  250  chemicals  have  been  delist- 
ed. Do  you  know  how  many  new  ones 


Toxicologist  Richard  Fortuna 

Is  dioxin  a  hazardous  waste? 

have  been  added?  None." 

The  Treatment  Council's  main  ef- 
fort will  be  to  get  a  bigger  bite  of  the 
hazardous  waste  business.  Right  now 
only  20%  of  the  estimated  275  metric 
tons  of  hazardous  wastes  produced  in 
the  U.S.  each  year  is  treated  by  alter- 
native methods.  The  rest  is  still 
dumped  in  landfills. — Jayne  A.  Pearl 

Junk  master 

"Is  three  hours  really  enough?"  asks 
Dr.  Roger  Breslow,  a  42-year-old  in- 
ternist from  Utica,  N.Y.,  in  a  voice  he 
might  reserve  for  a  guarded  prognosis. 
Breslow  is  reading  a  line  of  copy — the 


teaser — on  an  otherwise  sober  busi- 
ness envelope.  It  is  one  of  many  such 
envelopes,  unsolicited  and  unopened, 
piled  high  on  an  examination  table  in 
his  office.  He  pauses,  then  quips, 
"Maybe  not,  but  I  don't  have  time  to 
find  out."  With  a  practiced  hand,  he 
files  it  in  the  trash  along  with  the  rest 
of  the  pile. 

Catchy  slogans,  glitzy  envelopes, 
even  pop-out  displays  don't  capture 
the  interest  of  this  self-proclaimed 
junk  mail  expert.  No  wonder.  He  re- 
ceives thousands  of  pieces  of  it  each 
year,  largely  drug  advertisements  and 
freebie — ad-supported — medical  mag- 
azines. Last  year  Dr.  Breslow 
launched  a  little  research  of  his  own. 
He  kept  and  crated  every  piece  of  junk 
mail  he  received.  By  Dec.  31  the  total 
was  502.75  pounds.  Hoffmann-La 
Roche,  a  name  Breslow  shudders  to 
mention,  kept  the  postman  busiest, 
with  nearly  two  mailings  each  week. 

The  doctor,  of  course,  didn't  revad  all 
this  junk  mail.  He  rarely  even  opens 
an  envelope.  When  he  prescribes 
medication,  he  says,  he  does  so  on  the 
basis  of  experts'  recommendations, 
lectures  and  scientific  studies  that  he 
reads  about  in  medical  journals. 

But  direct-mail  advertisers,  take 
heart.  Even  a  busy  man  like  Dr.  Bres- 
low can  be  coaxed  into  lifting  the  flap, 
especially  if  a  gift  is  enclosed.  He  still 
has  the  tapes  of  old  radio  routines  by 
Burns  and  Allen  and  Abbott  and  Cos- 
tello  that  Ayerst  sent  him  to  plug  a 
new  combination  drug.  And  his  son 
plays  with  the  train  set  packaged  with 
an  ad  for  .  .  .  well,  he  can't  remember 
the  name  of  the  drug,  but  then  he 
didn't  prescribe  Ayerst's  new  product 
to  patients,  either. — Jill  Andresky 


Self-nominated  junk  mail  watcher  Dr.  Roger  Breslow 
A  bit  over  500  pounds. 


140 


FORBES,  JULY  4,  1983 


A  la  carte  employee  benefits 
don't  have  to 

Aeatyouup. 
MA 
Providing  more 
and  more  choices  for  employee 
benefits  is  clearly  the  trend. 

The  IRS  Code's  401  (k) 
is  just  an  appetizer. 

It  lets  employees  have 
some  control  over  part  of  their 
compensation.  And  encourages 
employers  to  increase  benefits 
without  necessarily  costing 
the  company  more  money. 

Implementing  a  401  ( k ) 
isn't  as  complicated  as  you  may 
think. 

Sophisticated  technol- 
ogy, like  ours,  makes  it  easier 
for  companies  to  take  advan- 
tage of  the  tax  incentives 
that  go  along  with  these  types 
of  plans. 

Every  indication  is 
that  a  la  carte  benefits  will  be- 
come even  more  widespread 
and  varied. 

And  employees 
will  have  an  ever-increasing 
number  of  investment  choices: 
equity  funds,  money  market 
funds,  international  invest- 
ments, company  stock . . . 
the  list  could  go  on  and  on. 

You'll  have  to  be  pre- 
pared to  handle  it  all. 

In  short  order. 

% 

CONTINENTAL  BANK 

Continental  Illinois  National  Bank  and  Trust  Company  of 
Chicago,  231  South  La  Salle  Street,  Chicago,  Illinois  60693 
Michael  O'Leary,  Trust  and  Investment  Services 
(312)828-3626 

Atlanta 'Boston 'Chicago  •Cleveland*  Dallas -Denver*  Detroit -Houston*  Los  Angeles*  Minneapolis  'New  York  •  St.  Louis*  San  Francisco -Seattle -White  Plains 


Technology 


The  optical  microscope  has  changed  little 
in  almost  400  years.  Now  IRIS  is  putting 
computer  power  behind  the  lens. 


Focusing  in 


By  Kathleen  K.  Wiegner 

Entrepreneurs  are  opportun- 
ists," laughs  Fred  Deindoerfer, 
president  of  International  Re- 
mote Imaging  Systems,  Inc.  That's 
been  Deindoerfer's  mind-set  ever 
since  he  bought  a  paper  route  at  age 
11.  By  the  time  he  was  12,  he  had 
increased  his  Sunday  subscriptions 
sixfold,  from  50  to  300.  Now  53,  Dein- 
doerfer is  determined  to  make  yet  an- 
other small  business  grow  fast. 

The  business:  automating  urinaly- 
sis, one  of  three  standard  profile  tests 
every  hospital  patient  is  given.  The 
other  two,  blood  chemistry  and  blood 
cell  count,  have  long  been  automated, 
but  urinalysis  is  still  done  manually 
by  a  technician  who  smears  a  speci- 
men on  a  glass  slide  and  examines  it 
under  a  microscope.  Urinalysis  is,  in 
fact,  the  highest-volume  manual 
test — an  estimated  90  million  a 
year — for  which  no  automated  instru- 
mentation has  been  available.  The 
reason  for  that  is  the  complexity  of 
urine.  It  contains  bacteria,  yeast,  red 
and  white  blood  cells,  skin  cells  and 
many  other  crystals  and  particles. 
Blood  is  a  simple  substance  in  com- 
parison. The  problem  is  that  urine's 
complexity  makes  it  useful  for  diag- 
nosing diseases  but  makes  it  tough  to 
analyze  automatically. 

Enter  IRIS.  The  Chatsworth,  Calif.- 
based  company  is  on  the  verge  of  Food 
&.  Drug  Administration  clearance  for 
a  machine  that  ends  peering  through  a 
microscope.  IRIS'  technology  draws 
on  image  analysis,  fluid  dynamics, 
electro-optics  and  microprocessors, 
all  coordinated  into  .in  automated  in- 
telligent microscope  (AIM).  AIM 
takes  rapid-fire,  stop-action  photo- 
graphs of  urine  sandwiched  between 
two  planes  of  flowing  liquid  (which 
act  like  a  glass  slide)  and  then  ana- 


lyzes them  by  computer.  The  tech- 
nique also  is  used  by  the  military;  in 
much  the  same  way,  the  cruise  mis- 
sile uses  image  analysis  to  "read"  the 
topography  over  which  it  travels.  In 
an  IRIS  urinalysis,  all  this  takes  an 
average  of  three  to  four  minutes,  half 
the  time  of  a  manual  test. 

Deindoerfer  describes  AIM  as  a 
classic  case  of  a  need  seeking  a  solu- 
tion. So,  it  seems,  was  he.  A  chemical 


engineer  with  a  Ph.D.  from  the  Uni- 
versity of  Pennsylvania,  Deindoerfer 
worked  first  for  giant  American  Hos- 
pital Supply  Corp.,  where  he  helped 
establish  a  successful  proprietary  in- 
travenous solutions  business.  In  1974 
he  left  American  Hospital  to  found 
his  own  company,  International  Diag- 
nostic Technology.  IDT  developed 
the  first  commercial  fluorescent  sys- 
tem for  analyzing  hormones,  drugs 
and  antibodies  in  the  body.  But  IDT 
ran  short  of  money  in  1978,  and  Dein- 


Edited  by  Stephen  Kindel 

doerfer  sold  it  to  West  Germany's 
Boehringer  Ingelheim  for  $7  million. 

He  stayed  at  IDT  for  a  while,  but 
already  the  idea  that  was  to  become 
IRIS  was  beginning  to  form.  In  1979 
he  put  some  of  his  money  into  a  pri- 
vate development  group  to  begin 
looking  at  the  question  of  automating 
the  microscope  and  then  left  IDT  in 
1980.  IRIS  was  officially  incorporated 
in  1979  with  $130,000  from  its 
founders,  $400,000  in  private  funds, 
and  a  team  of  scientists  including 
Sherman  DeForest,  an  expert  in  image 
analysis,  and  Gunner  Bolz,  a  clinical 
chemist  from  IDT.  DeForest  and  Bolz, 
both  of  whom  have  since  left  IRIS 
(DeForest  is  still  on  the  board),  share 
the  inventorship  of  the  slideless  mi- 
croscope part  of  AIM,  although  all 
rights  to  exploit  the  patent  reside 
with  the  company. 

Deindoerfer  and  his  team  first 
thought  of  simply  putting  a  computer 
at  the  end  of  the  microscope.  But, 


explains  Deindoerfer,  the  time  it  took 
to  move  glass  slides  around  in  front  of 
a  high-speed  computer  just  didn't  add 
up.  If  you  could  get  faster  presentation 
of  the  slide,  then  the  computer's 
speed  would  make  sense.  That  led  to 
the  idea  of  the  flowing  liquids — a 
slideless  microscope.  Then  ways  had 
to  be  found  to  align  the  urine  samples 
in  the  liquid  precisely  and  to  com- 
press the  digitized  data  from  the  pic- 
tures— important  because  this  al- 
lowed AIM  to  fit  on  a  table  with 


» 


President  Fred  Deindoerfer  with  IRIS  urinalysis  work  station 

The  truly  revolutionary  things  come  from  smaller  companies. 


142 


FORBES,  JULY  4,  1983 


c  ComputerLand  1983 


No  matter  what  you  do, 
we  can  help  you  do  St  better. 


All  kinds  of  people,  in  all  kinds  of  businesses, 
are  finding  more  than  computers  at 
ComputerLand.  They're  discovering  new- 
solutions  to  old  problems  and  opportunities 
they  hadn't  imagined:  ways  to  plan  more 
effectively,  to  manage  more  profitably  to 
work  smarter. 

Because  ComputerLand  doesn't  merely 
offer  the  widest  selection 
of  personal  computers 
on  earth.  We  have  every- 
thing you  need  to  put  a 
personal  computer  to 


ComputerLand 

*  We  know  small  computers. 
Let  us  introduce  you.™ 


work  productively  in  your  business.  Know- 
how  to  help  you  choose  the  right  one  in  the 
first  place.  Plus  software,  service,  accessories 
and  professional  advice  to  help  you  make 
the  most  of  it. 

Selection,  support  and  expertise.  Only 
ComputerLand  provides  them  all— at  over 
400  stores  around  the  world.  When  it  comes 
to  personal  computers, 
nobody  does  it  better. 

Why  not  come  in  and 
see  what  we  can  help 
you  do  better. 


Over  400  stores  worldwide 

For  locations  call  800-227-1617x1 18  (in  California  800-772-3545x1 18;  in  Hawaii  or  Canada  call  415-930-0777  colled). 


Technology 


microprocessors  rather  than  with 
large,  expensive  minicomputers. 

Deindoerfer's  initial  goal  is  to  place 
his  machine  in  20%  of  the  largest  of 
the  3,000  clinical  laboratories  in  the 
U.S.  within  five  years.  If  he  succeeds, 


sales  of  the  machine,  priced  between 
$75,000  and  $80,000,  could  reach  over 
$50  million  by  then.  The  technology 
also  has  applications  other  than  in 
urinalysis.  In  fact,  Deindoerfer  says 
he  may  go  into  blood  analysis  tech- 
nology, despite  the  stiff  competition. 
He  also  recently  organized  a  70%- 
owned  subsidiary,  Auto/Recognition 
Systems,  to  exploit  high-speed  image 
processing  for  the  semiconductor  in- 
dustry.   Semiconductor  fabrication 


Time  is  money 


and  assembly  is  one  of  the  most  inten- 
sive industrial  uses  of  the  standard 
microscope  today.  Potentially  the 
automated  intelligent  microscope 
could  be  used  in  any  procedure  relying 
on  traditional  microscopes. 

If  IRIS,  as  expected,  wins  FDA  ap- 
proval for  AIM,  it  could  quickly  join 
the  ranks  of  other  once-small  compa- 
nies that  have  pioneered  diagnostic 
automation  and  prospered.  Those  in- 
clude Technicon  Corp.  (now  owned] 


Cutting  test  time  in  half  saves  labs  $1  a  test  with  an  35mm  camera.  The  image  processor  (7)  sorts 
IRIS  work  station.  The  electro-optical  system  (5)  (6)  through  specimen  frames  at  6  feet  a  second.  Editing 
shoots  at  20  frames  a  second,  vs.  6  for  the  fastest     can  be  done  quickly  by  touching  the  screen  (11). 


1.  Specimen 

2.  Specimen  handling 
system 

3.  Stain 

4.  Flow  chamber 

5.  Strobe 

6.  Image  sensor 

7.  Real-time  image 
processor 


8.  Host  computer 


9.  Specific  gravity 
subsystem 

10.  Chemistry  system 


11.  Display 

12.  Printer 


1 
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START  SMALL.  BUT  THINK  BIG. 


Is  a  basic  telephone  all 
Dur  company  needs? 

Or  do  you  also  need  a 
astern  to  connect  you  with 
formation? 

Most  important:  as  you 
row,  will  your  needs  change? 

For  answers  to  these  and 
ther  questions,  talk  to  us. 
/e're  American  Bell  Advanced 
lformation  Systems. 

We  offer  everything  from 

1983  American  Bell  Advanced  Information  Systems 


a  basic  business  phone  system 
to  one  that  includes  keyboards, 
printers,  data  screens,  and 
message  centers,  all  linked 
by  an  applications  processor. 

We  also  offer  something 
more.  Flexibility. 

With  our  range  of  products, 
we  can  tailor  a  system  just 
for  your  company. 

Start  small,  and  you'll  find 
that  our  systems  can  grow  as 
your  needs  grow.  Everything 


is  modular;  obsolescence 
becomes  obsolete. 

At  any  size,  our  systems 
help  your  people  do  their 
jobs  more  efficiently.  So  your 
company  can  compete  more 
effectively.  And  win. 

As  the  new,  deregulated 
subsidiary  of  AT&T,  we'll  bring 
you  the  innovative  technology 
of  Bell  Labs  and  the  product 
reliability  of  Western  Electric. 

If  you'd  like  more  informa- 


tion from  an  Account  Execu- 
tive trained  in  your  business, 
call  1-800-AIS-1212,  Ext.  898. 

It  could  be  the  start  of 
something  big. 


American  Bell 

Advanced  Information  Systems 


Technology 


by  Revlon)  in  blood  chemistry  testing, 
privately  held  Coulter  Electronics  in 
blood  counts  and  SmithKline  Beck- 
man's  Geometric  Data  in  blood-cell 
differentiation.  IRIS  could  also  go  the 
way  of  Deindocrfer's  previous  com- 
pany, IDT,  and  sell  out  to  a  larger 
company.  On  that  Deindocrfer  is  un- 
derstandably philosophical,  and  more 
than  a  little  proud.  "Most  of  the  in- 
strumentation used  in  the  industry 
today  stems  from  entrepreneurs  rath- 
er than  big  business,"  he  says.  "The 
truly  revolutionary  things  tend  to 
come  from  smaller  companies.  In  a 
way  we  are  the  research  and  develop- 
ment of  bigger  companies." 


An  affair  of  the  heart 

Heart  disease  is  America's  leading 
killer  and  heart  attacks  claim 
about  600,000  lives  each  year,  so  it's 
probably  no  surprise  that  technology 
to  combat  them  ranks  high  on  Wall 
Street. 

Take  tiny  OCG  Technology,  a  New 
York  company  that  claims  to  have  the 
most  advanced  technology  available 
for  spotting  potential  heart  attack  vic- 
tims. Wall  Street  believes:  In  the  last 
year,  the  stock  was  bid  up  to  $15, 
from  less  than  $8,  before  easing  down 
to  the  neighborhood  of  $10  recently. 
With  4.8  million  shares  outstanding, 
that's  a  market  value  of  $48  million. 
But  profits  don't  explain  the  stock's 
rise;  there  aren't  any.  In  the  12 
months  ending  Mar.  31,  1983,  OCG 
lost  $703,000  on  $1.2  million  in  rev- 
enues— revenues  that  came  not  from 
the  sale  of  its  heart  disease  detection 
device,  called  a  Cardiointegraph,  but 
from  its  Masterdisk  subsidiary,  which 
cuts  master  records  for  the  likes  of  the 
Rolling  Stones  and  The  Police. 

A  little  doodah,  as  the  latter  group 
might  say.  It  becomes  a  big  hoo-hah, 
though,  as  you  sort  through  the  Car- 
diointegraph's  history.  The  more  you 
know,  the  more  you  wonder. 

OCG  originally  went  public,  way 
back  in  1970,  on  the  basis  of  some 
heart  research  that  reformatted  stan- 
dard electrocardiogram  (EKG)  output. 
That  research,  and  the  process  that 
interpreted  the  results,  received  its 
first  patent  in  1970.  The  machine 
transforms  the  jagged  EKG  lines  on  a 
paper  tape  into  a  wave  form  (see  dia- 
gram). That  wave  form  is  superim- 
posed over  a  template  derived  from 
studies  of  normal  subjects.  If  the  wave 


form  lies  outside  the  template,  an  ab- 
normality may  exist. 

That  was  fine  in  theory,  but  it  was 
too  tedious  and  difficult  to  produce 
the  wave  form,  then  called  an  omni- 
cardiogram,  for  it  to  take  off.  For  one 
thing,  back  in  1970  you  needed  a  huge 
computer  to  do  the  wave-form  analy- 
sis. That  was  too  expensive.  For  an- 
other, the  results  of  the  company's 
experiments,  though  they  seemed  to 
be  conclusive,  were  roundly  attacked 
by  doctors  because  they  rested  on  too 
few  cases  or  allegedly  failed  to  take 
into  account  such  factors  as  age  and 
sex.  In  fact,  some  medical  authorities 


Normal  sample  1 


Abnormal  sample  1 


Source:  OCG  Teclmology 

said,  the  much  ballyhooed  wave  enve- 
lope did  not  provide  much  more  infor- 
mation than  the  EKG  itself. 

By  1973  OCG  was  in  serious  finan- 
cial trouble.  Its  stock,  which  opened 
in  March  1970  at  $7,  had  plunged  to 
75  cents.  Enter  Edward  C.  Levine,  the 
company's  current  president,  and 
Masterdisk.  Levine,  a  tax  attorney, 
decided  after  consulting  with  several 


cardiologists  that  the  technology  wasl 
worth  a  flier,  so  he  bailed  out  thcl 
company,  eventually  taking  over  thcl 
reins  from  J.R.  Levitt,  the  enginecil 

who  received  the  original  patent. 

Enter  also  the  marvelous  microti 
processor,  which  can  perform  all  thcl 
complexity  of  the  ommcardiogram'«| 

wave-form  analysis  at  greater  speed, 
with  greater  accuracy  and  at  far  lowei 
cost  than  leasing  an  IBM  1130  com 
puter.  Last  year  the  new,  improvec 
omnicardiogram  was  rcchnstened  the 
Cardiointegraph,  a  machine  that  sole 
for  $10,500  and  could  be  placed  lr 
physicians'  offices,  and  the  company 
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geared  up  for  production.  According 
to  Levine,  his  plant  in  Farmingdale 
N.Y.  can  produce  700  to  900  ma 
chines  a  month. 

Yet  only  125  machines  have  beer 
produced,  and  43  of  those  are  still  ir 
the  hands  of  distributors,  half  oi 
which  are  in  medical  settings.  -  Th<| 
doctors,  it  seems,  are  still  skeptical 
The  key  flaw  some  of  them  see  in 


The  EKG  is  normal . . . 


but  is  the  patient  normal?  OCG  claims  half  of  the  patients  with  normal 
EKGs  still  might  have  heart  problems.  If  four  out  of  the  ten  readings  taken 
are  abnormal  (wave  form  outside  the  template)  the  reading  is  abnormal. 
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OCG's  reasoning  is  that  the  Cardioin- 
tegraph's  results  all  come  from  the 
output  of  a  standard  EKG  machine.  If 
that  machine  doesn't  provide  "suffi- 
cient information  in  its  original  form, 
it's  hardly  likely  much  else  will  be 
gleaned  from  more  complicated 
analyses. 

Unless  OCG  can  convince  the  medi- 
cal community  that  the  Cardiointe- 
graph  is  a  great  advance  over  what  the 
standard  EKG  machine  provides,  the 
company  would  seem  to  face  an  uphill 
credibility  battle.  That,  however, 
doesn't  seem  to  bother  the  Wall  Street 
enthusiasts.  When  The  Street  be- 
lieves, it  believes. — Paul  Burnstein 


More,  but  later 

Be  careful  if  you're  thinking  of 
buying  any  of  those  high-flying 
technology  issues — the  ones  with  a 
"bio"  or  a  "dia"  in  the  corporate 
name.  They  may  be  in  for  a  fall,  and  it 
may  take  years  for  the  market  to  re- 
flect their  true  value  again. 

So  says  George  Kozmetsky,  who 
should  know.  He's  been  there  before 
in  both  business  and  technology,  first 
at  Litton,  then  at  Teledyne,  which  he 
cofounded  in  1960  with  Henry  Single- 
ton (Kozmetsky  still  has  $112  million 
in  Teledyne  stock).  He  later  became 
dean  of  the  college  and  graduate 
school  of  business  of  the  University  of 
Texas  at  Austin  and  left  that  post  last 
year  to  run  a  research  center,  the  In- 
stitute for  Constructive  Capitalism, 
on  the  Texas  campus.  Forbes  spoke 
with  him  there. 

"It's  obvious  the  market's  shooting 
up  technology  in  1983,"  Kozmetsky 
says.  "But  it's  really  like  this."  He 
raises  a  finger.  "Psst."  Then  he  drops 
it.  The  overall  investment  climate  for 
technology,  Kozmetsky  says,  may  be 
more  difficult  today  than  in  the  past 
25  years.  "In  the  1950s  and  1960s,"  he 
says,  "it  never  took  longer  than  five 
years  to  get  to  the  stage  where  the 
market  price  of  a  stock  reflected  the 
company's  real  strength.  In  the  1970s 
it  took  seven.  In  the  1980s  I  expect  it 
will  take  ten  or  more." 

Why?  True,  venture  capital  startup 
money  has  increased  significantly,  go- 
ing from  $2.5  billion  in  1977  to  $6.7 
billion  in  1982.  The  problem  is  that 
over  the  last  decade  venture  capital- 
ists have  become  far  more  cautious, 
partly  because  they  were  stung  by  the 
collapse  of  the  technology  glamour 
stocks  of  the  1960s.  "So  investors  got 
impatient,"  says  Kozmetsky.  "They 
said,  'Don't  tell  me  what  you  did  last 
year,  what  are  you  doing  now?'  "  Add 
to  this  cuts  in  federal  funding  for  re- 
search and  development,  which  had 


P 


George  Kozmetsky  of  the  I  'niversity  of  Texas 

You  may  win  a  Nobel  Prize,  but  will  you  make  money? 


provided  a  cushion  for  many  startups. 
"In  1968  we  virtually  shut  down  re- 
search and  development,"  Kozmetsky 
says.  "Total  U.S.  R&D  in  constant 
dollars  didn't  reach  the  1968  level 
again  until  1978 — and  50%  of  re- 
search is  government  funded." 

In  short,  the  risks  increased.  "To  go 
from  advanced  research  to  commer- 
cialization takes  about   16  years," 


On-the-job  training 

The  infusion  of  money  for  technol- 

ogy startups  has  left  venture  cap- 

ital with  its  inexperience  showing. 

One  example:  21%  of  them  have 

no  experience  in  the  field  at  all. 

/  None 

+  10  years  \ 

/  21% 
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1-3  years  / 

8-10  years 

\        15.2%  / 

\  9.1% 

\       /     4-5  years 

\    6-7  years  \/ 

\^  17.5% 

\       12%  / 

Source  Venture  Capital  J 
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Kozmetsky  says.  "Venture  capitalists 
discovered  that  if  you  get  in  early  you 
might  help  win  a  Nobel  Prize,  but  you 
won't  make  a  lot  of  money."  Without 
government  contracts,  banks  got 
leery  about  providing  working  capital. 
If  venture  capitalists  were  going  to 
take  up  that  slack,  they  wanted  to 
minimize  their  risks.  How?  "The  ven- 
ture capital  began  coming  in  later — in 
the  startup's  midlife.  That's  why  it's 
taking  longer  to  pay  off.  Anybody  who 
knows  a  growth  curve  knows  that  if 
you  get  in  at  the  knee  of  the  curve, 
you  will  get  a  ride.  They  started  in- 
vesting at  that  point." 

Kozmetsky  also  points  out  that 
more  than  35%  of  the  general  partners 
in  venture  capital  partnerships  have 
less  than  three  years'  experience  [see 
chart),  while  less  than  half  have  over 
five.  "And  you're  only  talking  about 
1,000  professionals,"  he  says.  The 
jury  is  still  out  as  to  what  that  inexpe- 
rience has  meant.  Still,  he  says,  it 
must  contribute  to  an  aura  of  uncer- 
tainty. And  with  continuing  high  fed- 
eral deficits,  high  interest  rates,  an 
unstable  international  situation  and 
large  financial  institutions  undergo- 
ing great  changes,  the  time  it  takes 
for  the  market  to  reflect  a  com- 
pany's true  value  may  lengthen  even 
more.  Kozmetsky's  advice  to  inves- 
tors: "Be  prepared  to  stay  longer. 
Don't  get  impatient.  These  are  'grand- 
children' investments.  It  takes  them 
18  or  20  years  to  grow  up." — Robert 
Teitelman,  Toni  Mack,  Dero  Saunders 
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How  we  help  the  Air  Force  hide  while  it  seeks. 


The  sky  no  longer  conceals  even  a  single  plane,  let 
alone  an  entire  formation.  Almost  as  soon  as  they're 
airborne,  our  planes  can  be  spotted  and  tracked 
by  radar. 

To  hide  today,  aircraft  must  be  protected  from 
that  radar.  That's  the  job  of  the  Air  Force's  EF-1 1 1 . 
This  supersonic  aircraft  is  a  flying  electronic  coun- 
termeasures  system  that  detects,  identifies,  and  jams 
the  watching  radars. 

With  the  radars  neutralized,  our  forces  can 


achieve  that  most  elemental  advantage:  surprise. 

But  it  should  be  no  surprise  that  the  key  "activ 
ingredients"  aboard  this  electronic  chaperone  come 
from  Raytheon.  We  produce  some  of  the  world's 
most  advanced  radars.  Who.  then,  should  be  more 
adept  at  ways  and  means  of  thwarting  someone  else 

That  skill  finds  ready  application  in  the  Navy, 
too.  We  are  the  nation's  largest  producer  of  ECM 
systems  for  shipboard  use.  and  our  traditional  air- 
borne business  now  includes  systems  for  both  Navy 


ines  and  helicopters.  And  for  the  Army,  we've 
in  selected  as  prime  contractor  for  a  new  land- 
ed ECM  system. 

High  technology,  practically  applied  in  missile 
terns,  sonar,  communications,  radar  systems,  and 
ler  areas  critical  to  national  security,  has  helped 
ytheon  build  and  maintain  a  solid,  diversified,  and 
)wing  government  electronics  business. 

Raytheon ...  a  five  and  a  half  billion  dollar  com- 
ly  in  electronics,  aviation,  appliances,  energy, 


construction,  and  publishing.  For  copies  of  our  latest 
financial  reports,  please  write  Raytheon  Company, 
Public  Relations,  141  Spring  Street,  Lexington, 
Massachusetts  02173. 


Almost  five  times  the  number  of  people  who 
live  in  Rhode  Island  will  visit  Newport  this 
summer.  There's  a  lot  more  to  do  than 
watch  sailboats. 


America's  Cup 
runneth  over 


By  Martin  Love 


If  you  plan  to  number  yourself 
among  the  millions  of  tourists  ex- 
pected to  flock  to  Newport,  R.I. 
this  summer  for  the  America's  Cup 
races — as  a  guest  on  a  100-foot  yacht 
or  as  a  beach-bound  voyeur — brace 
yourself  for  the  busiest  Cup  series  in 
history,  on  and  off  shore.  "You  can 
spend  a  million,  or  you  can  just  sit  on 
a  stone  wall  and  watch  boats,"  the 
locals  like  to  say. 

"The  waters  off  Newport  may  re- 
semble a  zoo,"  warns  Lois  Muessel,  a 
supervisor  at  race  headquarters.  No 
wonder.  Between  now  and  Sept.  8,  in 
three  separate  round-robin  series,  no 
fewer  than  seven  boats  from  five 
countries  will  be  competing  for  the 
privilege  of  taking  on  an  American  12- 
meter  yacht  in  the  finals,  which  com- 
mence on  Sept.  13.  Meanwhile  the 
American  defender  will  be  chosen  by 
the  New  York  Yacht  Club  from  a  trio 
of  boats,  after  a  series  of  trials. 
The  challengers  from  abroad  are: 

•  from  Australia,  the  Royal  Sydney 
Yacht  Squadron  with  Advance,  the 
Royal  Yacht  Club  of  Victoria  with 
Challenge  12  and  the  Royal  Perth 
Yacht  Club  with  Australia  II; 

•  from  Britain,  the  Royal  Burnham 
Yacht  Club  with  Victory  '83, 

•  from  Italy,  the  Costa  Smeralda 
Yacht  Club  with  Azzurra-, 

•  from  France,  the  Yacht  Club  de 
France  with  France  HI; 

•  from  Canada,  the  Secret  Cove 
Yacht  Club  with  Canada  I. 

The  defenders?  Dennis  Conner  is 
back  with  one  of  three  boats  (the 
choice  had  not  been  made  at  press 
time):  Freedom,  Spirit  or  a  new  12,  Lib- 
erty. His  Freedom  syndicate  will  be 
trying  to  outsail  the  Defender-Coura- 
geous syndicate,  which,  as  the  name 
suggests,  is  readying  two  12s. 


This  year's  defense  could  be  the 
toughest  ever.  For  one  thing,  the  for- 
eign sailors  can  now,  if  they  wish, 
employ  American-made  sails  and  oth- 
er American  sailing  hardware  (pre- 
viously they  could  not).  For  another, 
in  the  aggregate  and  for  the  first  time, 
the  challengers  are  spending  more 
than  the  American  syndicates. 

The  drama  among  the  12s  offshore 
has  always  been  exciting  for  the  com- 
petitors. For  spectators  it's  always 
something  else.  "I've  been  out  there 
closer  than  anyone  else  to  the  races  on 
our  patrol  boats  and  not  had  the 
slightest  idea  who  was  winning  or 
what  was  going  on  among  the  com- 
petitors," says  Coast  Guard  Chief 
Doug  Cooper.  "You  have  to  be  on  a 
very  big  [translate  tall]  boat  with  good 
binoculars  to  have  any  hope  of  figur- 
ing out  who's  winning,  or  why." 

A  more  important  question, 
though,  is  whether  instant  knowledge 
of  how  the  12s  are  faring  will  matter 
much,  given  all  the  distractions  avail- 
able in  the  Newport  area  this  sum- 
mer— particularly  if  you  are  among 
those  invited  to  come  to  Newport  by 
one  of  the  20  or  so  America's  Cup 
corporate  sponsors,  each  of  which  has 
donated  $30,000  to  the  New  York 
Yacht  Club  to  help  pay  the  costs  of 
staging  the  Cup  defense. 


The  Breakers,  now  open  to  the  public 
The  Vanderbilts  liked  a  bit  of  room. 


Bowen 's  Wharf,  where  the  tourists  flock  to 
sip,  sup  and  sightsee 

Allied  Corp.,  in  the  words  of  Re- 
gional Sales  Manager  Earl  Clark,  be- 
lieves in  "going  whole  hog  or  not  at 
all"  and,  at  least  for  those  invited, 
"going  for  the  personalized  touch." 
Clark,  who  is  running  the  Allied  show 
this  summer,  has  leased  the  119-foot 
Janette,  a  luxury  motor  yacht  out  of  Ft. 
Lauderdale,  Fla.  Two  groups  of  55 — 
all  Allied  customers  and  their 
wives — will  visit  Newport  between 
Aug.  16  and  26.  Though  the  visitors 
will  be  staying  at  a  Newport  hotel, 
they  will  have  daily  access  to  Janette. 
The  -yacht  will  take  passengers  to 
view  the  finals  or  cruise  to  Block  Is- 
land, Martha's  Vineyard  or  Mystic 
seaport,  depending  on  weather  and 
the  consensus  whim.  The  company 
will  spend  upwards  of  $80,000  this 
summer  to  wine,  dine  and  transport 
its  select  customers. 

Allied  won't  be  alone  in  thanking 
customers  in  Newport.  Xerox,  Merrill 
Lynch  and  Stride  Rite's  Sperry  Top- 
Sider  are  other  official  sponsors  that 
have  leased  yachts  upon  which  to  en- 
tertain customers  and  guests.  Merrill 
Lynch,  a  sponsor  for  the  first  time,  has 
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Nowhere  else  is  sea  fever  so  well  accommodated,  the  sailboat  so  well 
pampered  and  sailors  so  much  revered. 

chartered  the  108 -foot  Avante  from 
mid-August  through  the  end  of  the 
races.  Different  groups  of  high-level 
corporate  brass  and  spouses  will  live 
aboard  to  see  the  races. 

Another  sponsor,  Mumm  Cham- 
pagne, a  French  unit  of  Seagram  Wine 
Co.,  is  on  a  different  tack.  Says  George 
Scheppler,  a  vice  president  of  Sea- 
gram, "We  are  not  going  to  do  a  lot  of 
entertaining  of  our  distributors,  and 
we  are  not  chartering  a  boat."  Mumm 
simply  wants  to  make  sure  everyone 
gets  a  taste  of  French  champagne — its 
own,  of  course.  Most  of  the  12-meter 
Cup  contenders  have  already  been 
christened  with  Mumm  Champagne, 
and  the  company  is  planning  a 
number  of  parties  this  summer  in 
Newport  featuring  its  bubbly.  A  crew 
from  the  company  will  also  be  in 
Newport  all  summer  giving  away  can- 
vas sail  bags,  visors  and  plastic  glass- 
es— all  adorned  with  the  Mumm  logo. 

Xerox'  summer  program  is  particu- 
larly ambitious.  The  company  is  en- 
tertaining customers  during  the  sum- 
mer months  and  through  the  final 
races  in  mid-September.  Guests  stay 


Personal 
Affairs 
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at  Newport's  Sheraton-Islander,  a  ho- 
tel on  a  small  island  smack  in  the 
middle  of  Newport  Harbor.  Says  Jack 
LaMarque,  Xerox'  special  events  coor- 
dinator: "We  considered  leasing  a 
Newport  mansion  for  the  summer  but 
then  decided  getting  into  the  hotel 
business  was  too  complicated." 

If  you  are  not  a  guest  of  a  corporate 
sponsor  or  other  such  host,  you  can 
still  see  almost  as  much — or  as  lit- 
tle— of  the  races  as  anyone  else,  if  not 
quite  in  the  same  style.  The  bluffs  at 
Narragansett,  across  the  bay  from 
Newport,  offer  one  fine  vantage  point. 
There  are  also  a  number  of  tourist 
boats,  most  of  which  depart  from 
Goat  Island,  Bowen's  Wharf  and  New- 
port Boat  Yard  or  the  town  dock  at 
Jamestown,  R.I.  (For  a  listing  of  tour- 
ist boats,  prices  and  points  of  depar- 
ture, contact  the  R.I.  Public  Utilities 
Commission,  401-277-3500,  or  the 
Newport  Chamber  of  Commerce, 
401-847-1600.)  Day  rates  range  from 
about  $8  to  $30,  depending  on  the 
amenities  provided.  And,  if  you  are 
moved  to  try  some  sailing  yourself, 
there  are  a  number  of  sailing  schools 
in  the  area.  One,  the  Newport  Interna- 


Two-time  defense  candidate  American  Eagle  is  now  available  for  charter 
The  American  defender  this  year  could  face  the  toughest  challenge  yet. 
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tional  Sailing  School  &  Cruises,  Ltd., 
on  Goat  Island,  offers  day  cruises  and 
sailing  lessons. 

Don't  expect  to  find  a  hotel  or  mo- 
tel room  easily.  Most  are  booked  solid 
for  the  remainder  of  the  summer  and 
into  September.  There  are  always  can- 
cellations, of  Course.  The  best  places 
to  stay  include: 

•  Sheraton-Islander  Inn  (401-849- 
2600)  on  Goat  Island  in  the  harbor. 
Fine  views  all  around.  Indoor  and  out- 
door pools.  250  rooms,  17  suites. 
Rates  $90  to  $165. 

•  Treadway  Inn  (401-847-9000)  on 
the  waterfront  at  49  America's  Cup 
Avenue.  Indoor  pool  and  sauna.  134 


rooms,  many  with  terraces  overlook- 
ing the  harbor.  Rates  $105  to  $225. 

•  Viking  Hotel  &  Motor  Inn  (40 1  -847- 
3300)  at  1  Bellevue  Avenue.  'An  m- 
town  hotel  with  indoor  pool.  180 
rooms.  Rates  about  $100  to  $120. 

•  The  Inn  at  Castle  Hill  (401-849- 
3800)  on  Ocean  Drive  near  the  en- 
trance to  Newport  Harbor.  Nearby 
beach.  Lovely  views  across  rolling 
lawns  to  the  sea.  16  rooms.  Rates  $65 
to  $165. 

Newport  also  has  a  number  of  bed- 


A  typical  Newport  "cottage" 
Monuments  to  the  pretax  era. 


and-breakfast  guest  houses.  Call 
Newport  Travel  (40 1  -846- 1 6 1 5 )  for  in- 
formation on  rates  and  availability. 

Here's  a  sampling  of  interesting 
places  to  visit  among  the  town's  New- 
port Mansions.  Many  built  around  the 
turn  of  the  century,  before  the  days  of 
personal  income  tax,  are  open  to  the 
public  for  a  small  fee.  They  include: 

•  The  Ehns  (Bellevue  Avenue).  De- 
signed after  an  18th-century  French 
chateau,  it  was  built  by  coal  magnate 
Edwin  Berwind  in  1901.  Inside  are 
authentic  Louis  XIV  and  XV  furniture 
and  paintings  on  loan  from  the  Metro- 
politan Museum  of  Art  in  New  York. 

•  Rosecliff  (Bellevue  Avenue).  Built 
around  1900  by  Theresa  Oelrichs  and 
her  husband,  Hermann.  Her  father, 
James  Fair,  discovered  the  Comstock 
Lode,  the  fabulous  gold  and  silver  de- 
posit in  Nevada.  The  mansion  is  de- 
signed after  Louis  XIV's  palace  at  Ver- 
sailles. Scenes  for  the  1973  film  Tlx 
Great  Gatsby  were  shot  here. 

•  The  Breakers  (Ochre  Point  Ave- 


A  landlubber's  guide  to  The  Cup 


Tlhe  America's  Cup  has  been  the  world's  premier 
sailing  event  for  well  over  a  century.  In  1851  the 
schooner  America  outsailed  14  of  Britain's  best  yachts 
in  a  race  around  the  Isle  of  Wight.  When  Queen  Victo- 
ria was  told  the  name  of  the  victor,  she  asked  who  had 
come  in  second.  "Your  Highness,  there  is  no  second." 
That  spirit  of  competition  has  never  flagged. 

The  Cup  commemorating  America  s  victory  reposes 
in  the  New  York  Yacht  Club,  which  sponsors  the 
event,  now  held  every  three  years.  For  many  years, 
beginning  in  1870,  it  was 
only  the  British  who 
mounted  challenges.  That 
year  the  British  schooner 
Cambria  lost  the  races, 
which  were  held  off  Stat- 
en  Island.  Now  the  event 
is  open  to  yachting  clubs 
the  world  over,  and  this 
year  will  see  a  record 
number  of  challenges. 

Here  are  some  other  tid- 
bits you  can  drop  over  the 
mahogany  after  the  sun 
has  crossed  the  yardarm: 

•  In  1887  the  event  be- 
came the  one-on-one  race 
it  is  today.  Newport  has 
been  its  home  since  1930.  The  competition  is  not — at 
least  in  theory — between  countries.  It  is  formally  be- 
tween yacht  clubs.  But  national  pride  is,  of  course,  on 
the  line.  The  host  New  York  Yacht  Club  decides  which 
challenges  from  foreign  yachting  clubs  to  accept. 

•  Since  1958,  12-meter  yachts  have  competed  for 
The  Cup.  They  are  not,  as  some  landlubbers  assume,  12 
meters  long.  The  12-meter  designation  refers  to  a  com- 
plex mathematical  formula  relating  several  hull  di- 


The  Royal  Perth  Yacht  Club's  entry  Australia  II 
Seven  challengers  from  five  countries  this  time. 


mensions.  Most  are  about  65  feet  (20  meters)  in  length. 

•  For  many  years  the  one  challenger  was  merely  the 
first  to  declare.  But  rule  changes  since  1970  have  per- 
mitted multiple  foreign  challengers.  In  1970,  for  exam- 
ple, French  and  Australian  clubs  challenged  with 
France  and  Gretel  II.  The  Australian  boat  won  the  right 
to  race  against  the  U.S.  entry,  Int}-epid. 

•  In  recent  Cup  competitions,  two  skippers  have 
stood  out.  One  is  the  flamboyant  Atlantan  Ted  Turner. 
In  1977  Turner,  skipper  of  Courageous,  whipped  two 

other  potential  Cup  de- 
fenders and  later  virtually 
blew  challenger  Australia 
off  the  triangular  race 
course,  which  is  set  to 
windward  about  eight 
miles  off  Aquidneck  Is- 
land in  Rhode  Island 
Sound.  The  other  is  Den- 
nis Conner,  40,  a  San 
Diego  businessman  who 
in  1980  skippered  Freedom 
to  victory  over,  once 
again,  Australia.  (In  1980 
the  Aussie  boat  defeated 
two  other  challengers, 
France  3  and  the  Swedish- 
manned  Si  erige,  to  win  the 
right  to  tack  and  jibe  against  Conner,  who  earlier  had 
knocked  Turner  and  Courageous  out  of  the  finals.) 

•  Between  now  and  Sept.  8,  in  three  separate  round- 
robin  series,  seven  boats  will  be  competing  among 
themselves  for  the  privilege  of  racing  an  American  12- 
meter  yacht  in  the  finals  starting  Sept.  13.  And  three 
American-manned  12s,  in  three  separate  trials,  will 
race  to  impress  the  New  York  Yacht  Club,  which  will 
ultimately  select  the  defender. — M.L. 
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A  full  carat  or  more.  Halfway  isn't  your  style. 


A  carat  or  more  -  one  in  a  million. 

Every  diamond  is  rare. 
But  of  all  diamonds  found,  a  solitaire  of 
a  carat  or  more  is  only  one  in  a  million. 

And,  like  love,  becomes  more  precious 
with  time. 

A  miracle  among  miracles. 
Born  from  the  earth.  Reborn  on  a  woman. 

The  extraordinary  diamond 
of  a  carat  or  more. 

Show  the  world  you  couldn't  have  made 
it  without  her. 

A  diamond  is  forever.  De  Beers 
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nue).  Considered  by  many  the  great- 
est of  the  Newport  mansions.  Built  by 
Cornelius  Vanderbilt  in  1895  and  de- 
signed after  an  Italian  Renaissance 
villa,  the  main  house  has  70  rooms, 
many  with  walls  of  alabaster  and  mar- 
ble imported  from  Italy,  France  and 
Africa.  The  fourth  floor  has  33 
rooms— all  for  servants. 

•  Marble  House  (Bellevue  Avenue). 
Designed  by  the  same  architect  who 
conceived  the  Breakers — Richard 
Morris  Hunt — this  mansion  was  built 
by  William  K.  Vanderbilt  and  opened 
in  1892.  Corinthian  columns  domi- 
nate the  exterior.  The  Harold  S.  Van- 
derbilt room  displays  yachting  tro- 
phies won  by  the  same,  who  success- 
fully defended  the  America's  Cup 
three  times  in  the  1930s. 

•  Tennis  Hall  of  Fame  and  Newport 
Casino  (Bellevue  Avenue).  The  casino, 
built  in  1880,  was  the  site  of  the  first 
national  tennis  championship  tourna- 
ment, a  year  later.  Inside  is  the  Tennis 
Hall  of  Fame — enshrining  the  greats 
of  the  game.  Its  12  grass  courts  are 
open  to  the  public. 

•  Cliff  Walk,  a  three-mile  path  be- 
tween several  of  Newport's  museum- 
mansions  and  a  rocky  cliff  overlook- 
ing the  sea.  A  jogger's  delight. 

•  Hammersmith  Farm  (near  Fort  Ad- 
ams). A  Victorian  summer  cottage 
and  the  site  of  Jacqueline  and  John  F. 
Kennedy's  wedding  reception. 

Getting  a  table  at  a  Newport  restau- 
rant requires  savvy  or  an  hour  or  more 
wait.  Any  wait,  however,  would  prob- 
ably be  justified  at  the  following: 

•  The  Rhwnbline  (62  Bridge  Street). 
Resembles  an  18th-century  tavern 
and  has  live  entertainment  on  week- 
ends. Features  fresh  seafoods,  sand- 
wiches and  salads.  Also  Hungarian 
goulash.  Accepts  reservations  (401- 
849-6950). 

•  White  Horse  Tavern  (corner  of  Fare- 
well and  Marlborough  Streets).  Sup- 
posedly the  oldest  tavern  in  the  U.S., 
it  was  operated  as  one  as  far  back  as 
1673.  Around  1800  it  was  a  favorite 
meeting  place  of  the  Rhode  Island 
General  Assembly.  Today  the  menu 
is  basically  French,  backed  by  an  ex- 
tensive wine  list.  Reservations  a  must 
(401-849-3600). 

•  Clarke  Cooke  I lo/cse  (Banister's 
Wharf).  Inside  a  coL  three-story 


mansion  on  the  harbor,  here's  a  place 
to  dine  on  classic  French  food  by  can- 
dlelight. From  an  outside  deck  you 
can  survey  the  harbor  and  the  crowds 
on  the  wharf.  Accepts  reservations 
(401-849-2900). 

•  Black  Pearl  (Banister's  Wharf). 
Long  a  Newport  landmark,  this  res- 
taurant, according  to  Rhode  Islanders, 
serves  the  best  clam  chowder  in  the 
state.  The  other  seafood  selections  are 
on  a  par.  Accepts  reservations  (401- 
846-5264). 

•  Chart  House  (Bowen's  Wharf).  If 
you  like  breads  and  salads,  enjoy  star- 
ing at  nautical  charts — laminated  to 


The  Inn  at  Castle  Hill 

Count  on  a  wait  everywhere. 


the  tables — and  crave  a  Bloody  Mary, 
here's  the  place.  The  rest  of  the  offer- 
ings, however,  are  standard.  Limited 
reservations  accepted  (401-849-7555). 

•  Christie's  (off  Lower  Thames 
Street).  The  oldest  restaurant  on  the 
waterfront  is  always  crowded.  From 
an  outdoor  deck,  where  you  can  dine 
and  drink,  yachts  seem  almost  within 
reach.  Features  seafood,  particularly 
stuffed  lobster.  No  reservations. 


Hardball  divorce 

Contemplating  a  split?  You  need 
only  scan  the  tabloids  to  see  that 
courts  are  routinely  awarding  six-, 
seven-  and  even  eight-figure  settle- 
ments these  days.  Marvin  Mitchel- 
son,  the  "Prince  of  Palimony,"  even 
managed  to  win  a  ten-figure  award  for 
one  of  his  California  clients.  (But 
since  attaching  half  of  the  estimated 
$6  billion  fortune  of  the  defendant, 
Sheikh  al-Fassi,  is  proving  nettle- 
some,  Sheikha  Dena  will  settle  for  a 
mere  $500  million.) 

Don't  take  those  headline  cases 
lightly.  Many  states  have  recently 
passed  laws  that  tilt  more  favorably  to 
the  "poorer"  spouse  than  before.  If 
you  are  the  principal  breadwinner  go- 
ing into  a  divorce,  watch  your  assets. 

"The  biggest  mistake  men  make  is 
to  fail  to  treat  divorce  like  a  business 
deal,  to  let  emotions  get  in  the  way," 
says  Mitchelson.  A  twice-divorced 


salesman  puts  it  a  bit  more  cynically 
"The  emotional  thing  you  get  over 
The  money  you  pay  forever." 

Prudent  handling  of  a  divorce  be- 
gins the  moment  you  and  your  spouse 
agree  to  disagree.  And  your  first  stop 
should  be  at  your  accountant's,  not 
your  lawyer's  office.  The  reasons  are 
twofold.  First,  you  need  to  determine 
exactly  what  you  are  worth.  You  then 
want  to  explore  what  you  can  do,  as 
top  divorce  lawyer  Raoul  Felder  ex- 
presses it,  to  "orchestrate"  your  fi- 
nances. And  you  want  to  do  this  be- 
fore the  lawyers  get  involved. 

A  good  accountant  will  be  quick  to 
point  out  how  the  timing  alone  of 
your  divorce  can  affect  your  wallet. 
Ken  Brewer,  a  tax  manager  with 
Touche  Ross  &  Co.,  points  out,  for 
example,  that  a  couple  still  legally 
married  on  the  last  day  of  the  year  can 
file  a  joint  income  tax  return  even 
though  they  may  be  divorced  by  the 
time  the  return  is  actually  filed. 
(Note:  If  you  have  long  been  filing 
jointly,  steer  clear  of  getting  a  legal 
annulment.  That  could  mean  you  and 
your  ex  will  have  to  amend  all  prior 
joint  returns  and  ante  up  any  differ- 
ences in  taxes  due.) 

If  you  are  still  on  a  relatively  civil 
basis  with  your  mate — remember, 
this  is  before  the  lawyers  are  in- 
volved— ask  your  accountant  how  to 
go  about  dividing  property  to  mini- 
mize the  tax  bite.  For  example,  you 
can  avoid  capital  gains  taxes  on  prop- 
erty that  you  may  both  own  if  you 
make  a  present  of  your  half  rather 
than  selling  it  all  and  splitting  the 
proceeds.  In  return  for  that  "gift"  of, 
say,  half  your  stock  portfolio,  you 
might  get  her  half  of  some  other  prop- 
erty— a  summer  house,  for  example. 

A  good  accountant  will  likewise 
tell  you  to  try  to  structure  your  prop- 
erty settlement  so  it  qualifies  as  ali- 
mony for  tax  purposes.  This  can  be 
done  by  making  the  settlement  pay- 
able over  a  period  of  at  least  ten  years, 
with  no  more  than  10%  paid  out  in 
any  one  year.  Alimony  is  tax  deduct- 
ible to  you,  of  course,  and  taxable  to 
her.  Property  settlements  and  child 
support  payments  are  not  deductible. 

When  it  comes  to  your  principal 
residence,  keep  this  in  mind:  If  either 
or  both  of  you  are  over  age  55,  it  will 
usually  be  better  to  sell  the  residence 
after  the  divorce.  The  tax  bite,  if  any, 
is  likely  to  be  considerably  lower. 

Again,  if  you  and  the  soon-to-be  ex 
are  still  talking,  try  to  determine  in 
advance  who  will  get  the  exemptions 
for  the  kids.  Generally,  the  parent 
who  has  custody  gets  the  exemption, 
unless  the  other  parent  provides  at 
least  $600  per  year  for  each  child's 
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nly  our  name  is  Eastern. 


Once  the  name  Eastern  meant  service  only  in  the  East. 
Not  any  more.  Today  we  spread  our  wings  North  to  Canada.  Westward  to 
the  Pacific.  And  Mexico.  Down  to  the  Caribbean.  All  the  way  to  South  America. 

To  over  120  cities  in  22  countries — flying  more  passengers  than  any  airline 
in  the  free  world. 

Today  only  our  name  is  Eastern. 

^  EASTERN 

983  Eastern  Air  Lines,  Inc.  America^  favorite  way  to  fly* 
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support.  Your  ex  has  to  agree  to  per- 
mit you  those  deductions,  however.  If 
she  does  not,  you  may  still  get  the 
deductions  if  you  can  prove  you  con- 
tribute at  least  $1,200  per  year  for  the 
support  of  each  child  and  she  does  not 
contribute  more. 

A  good  accountant  will  also  point 
out  something  that  your  lawyer 
might  not.  Charges  for  tax  advice  re- 
garding your  divorce — from  both  your 
lawyer  and  your  accountant — are  tax 
deductible.  So,  have  your  lawyer 
itemize  his  bill  to  indicate  such. 

Try  to  get  as  much  breathing  room 
as  possible  before  the  lawyers  are  in- 
volved. You  will  need 
time  to  put  your  financial 
house  in  order  the  way 
you  would  like  to  have  it 
presented  in  court,  if  nec- 
essary. For  example,  you 
don't  want  to  start  a  di- 
vorce immediately  after 
closing  a  business  deal  on 
which  you  have  made  a 
big  profit.  That  bloats 
your  net  income.  Or  just 
prior  to  paying  your  in- 
come taxes.  Nor  do  you 
want  to  pay  off  loans  or 
reduce  any  other  liabili- 
ties. "Paralyze  your  as- 
sets," advises  Lou  Filczer, 
executive  director  of 
ADAM — American  Divorce  Associ- 
ation of  Men.  "Increase  all  bank  loans 
and  bank  card  indebtedness,"  he 
urges,  "and  retrieve  all  credit  cards. 
You  may  be  liable  if  she  runs  up  bills. 
Close  the  accounts  if  you  cannot  get 
the  cards."  Cold-blooded?  Maybe  so, 
but  prudent. 

During  this  period,  says  Filczer, 
also  get  all  your  bills  and  tax  and 
business  records  together.  "Establish 
a  net-worth  picture  and  a  cost  study  of 
the  necessary  expenses  to  support 
yourself,  the  wife  and  the  children.  It 
can  come  in  handy  in  arguing  yourself 
into  a  better  court  order,"  he  adds. 

Once  your  wife  sees  a  lawyer,  par- 
ticularly if  it's  a  good  one,  you  could 
find  your  hands  tied.  "Barring  out- 
right criminality— perjury,  subver- 
sion of  assets,  backdating  contracts, 
debts,  gifts  to  family  and  so  on — there 
is  very  little  you  can  do  once  the  law- 
yers are  involved,"  says  Felder,  the 
noted  New  York  attorney  who  has 


won  some  whopping  awards  for  his 
clients — usually  women. 

When  it  comes  to  picking  a  lawyer, 
don't  settle  on  an  old  chum  or  some- 
one who  does  not  specialize  in  matri- 
monial law.  "With  the  new  divorce 
laws  the  quality  of  the  lawyer  be- 
comes essential,"  says  Felder.  "Under 
the  old  law  in  most  of  America,  ex- 
cept in  historically  community-prop- 
erty states,  a  wife  would  get  support — 
that's  all.  Now,  virtually  everywhere 
in  America  she  is  entitled  to  part  of 
the  marital  assets.  You're  talking 
about  evaluating  businesses  and  pen- 
sions and  life  insurance  and  stuff  like 
that." 

Another  reason  you  want  a  lawyer 


who  constantly  handles  divorces  is 
his  knowledge  of  judges.  Roy  Cohn, 
for  example,  keeps  close  tabs  on  how 
New  York  judges  rule  in  divorce 
cases.  He  sees  them  basically  falling 
into  two  camps — pro-women  and 
those  who  maintain  "women  can't 
have  it  both  ways." 

"They  [women]  want  women's  lib," 
says  Cohn,  paraphrasing  a  pro-man 
judge.  "They  want  their  own  lives, 
they  want  to  assume  family  responsi- 
bility, they  want  their  careers — that's 
wonderful.  But  on  the  other  hand, 
they  have  to  bear  some  responsibility, 
and  the  responsibility  they  have  to 
bear  is  not  holding  up  the  guy  on  a 
hook  for  the  rest  of  his  life  paying  her 
alimony." 

Here  are  some  other  points  to  bear 
in  mind: 

•  "Don't  move  out  of  the  house," 


advises  Filczer.  "Why  pay  double  rent 
and  let  your  wife  have  access  to  your 
possessions?  Negotiate  for  the  house. 
If  your  wife  alleges  you're  at  fault  and 
that's  not  the  case,  perhaps  you  can 
agree  to  an  uncontested  case  in  ex- 
change for  her  half  of  the  house.  If  you 
are  awarded  custody  of  the  children, 
your  chances  of  getting  the  house  are 
greatly  enhanced." 

Note:  The  law  allows  you  a  hearing 
if  the  court  decides  to  remove  you 
from  your  house.  Your  wife  has  no 
right  simply  to  lock  you  out. 

•  Assemble  the  cash  you  have  and 
put  it  someplace  where  it  cannot  be 
traced  by  your  wife  or  her  lawyer, 
advises  Filczer. 

•  Reduce  your  tax  exemptions  to 
zero  so  your  net  income  is  lower. 

•  Make  the  other  side  work  hard  to 
discover  what  you  have.  "Let  the  wife 
know  as  little  as  possible  about  your 
income  and  assets,"  says  Cohn.  And 
volunteer  nothing. 

•  Don't  assume  you 
have  to  pay  your  wife's  le- 
gal fees,  if  she  has  an  in- 
come and  the  ability  to 
pay  them.  "The  law  says 
the  court  may  order  her  to 
pay  if  she  can  afford  it," 
says  Filczer. 

•  Look  at  her  resources. 
If  she  has  assets,  you'll  be 
in  a  better  bargaining  po- 
sition when  it  comes  to 
determining  support  and 
property  agreements. 

Here  are  three  associ- 
ations that  offer  informa- 
tion and  counsel  to  men 
going  through  divorces: 
ADAM  (1008  White 
Oak,  Arlington  Heights,  111.  60005. 
Tel.  312-870-1040)  entitles  members 
to  one  legal  consultation,  in  person  or 
by  phone,  and  one  nonlegal  consulta- 
tion per  year  for  a  $70  annual  fee. 
ADAM  also  provides  literature  on 
such  topics  as  home,  money,  credit 
cards,  taxes  and  divorce  lawyers. 

America's  Society  for  Separated  & 
Divorced  Men  (575  Keep  St.,  Elgin,  111. 
60120.  Tel.  312-695-2200)  offers  assis- 
tance to  divorced  and  divorcing  men 
and  refers  members  to  attorneys  all 
over  the  U.S.  Membership  costs  $50  a 
year  outside  Illinois,  $80  in-state. 

Men's  Equality  Now  International 
(P.O.  Box  189,  Forest  Lake,  Minn. 
55025.  Tel.  612-464-7663)  serves  as  a 
clearinghouse  and  resource  center  on 
men's  rights.  It  is  a  coalition  of  di- 
vorce reform  organizations  whose  ob- 
jective is  "to  combat  anti-male  dis- 
crimination." Membership  is  $15  a 
year. — W.G.F.  and  Kevin  McManus 
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Typewriters 

*  in  their  class. 


,  »i  ^  ^* 


ible 

Standard  Manual 

Standard  Electrical 

t  MS-82 

age:  length  of  printing  line-9,5" 
styles:  tekno  pica,  script  and  pica 
lation:  simple 

nsion:  width  - 14,17";  height -4,72": 

depth  -13,58"  (packed) 
ht:4,750  kg 

Model:  MS-98 

Carriage:  13",  15",  18"  and  27" 
Typestyles:  pica  and  elite 
TaPulation:  simple  and  decimal 
Dimension:  lineal  dimensions 
from  0,074  m3  to  0,169  m3 
Weight:  from  16,8  to  22  kg 

-  according  to  carriage's  length 

Model:  MS-90/3 
Carriage:  13",  18"  and  27" 
Typestyles:  pica,  elite,  baltea,  diploma, 

serra  and  XXth  century 
Tabulation:  simple  and  decimal 
Dimension:  lineal  dimensions 

from  0,146  m3  to  0,196  m3 
Weight:  from  25,0  to  31 ,5  kg 

-  according  to  carriage's  length 
Electrical  specification:  power  supply  - 
1 10/220  V;  frequency  50/60  Hz 

Olivetti/Underwood 

/lore  than  15  years  of  Exporting  all  over  the  world  including  the  USA. 


Olivetti 

Olivetti  do  BrasilS/A 
Divisaode  Marketing  Planning  e  Comercio  Exterior 

Av.  Paulista,  453  -  7°  andar  -  CEP:  01 31 1  -  Sao  Paulo 
Brasil  -  Fone:  289-1 1 77  Telex  (01 1 )  21 1 22  e  2361 1 


A  MESSAGE  FROM 
THE  U.S.  AMBASSADOR 
TO  BRAZIL 


Mr.  Langhorne  Anthony  Motley 

Ambassador  of 

the  United  States  to  Brazil 

t^~]  razil  is  the  giant  of  South  Amer- 
■  |  ica.  This  diverse  nation  stretches 
mr  from  the  jungles  of  the  Amazon 
in  the  north  to  the  Pampas  and  industrial 
heartland  of  the  south,  encompassing  an 
area  greater  than  that  of  the  continental 
United  States.  Nearly  every  racial  group 
is  represented  in  its  120  million  people. 
Economically,  as  well  as  physically,  it  is 
the  powerhouse  of  Latin  America. 

Brazils  1981  gross  domestic  product  of 
$290  billion— larger  than  the  combined 
GDPs  of  Mexico,  Argentina  and  Vene- 
zuela— made  it  the  eighth  largest  free 
world  economy.  There  is  every  indication 
that  Brazil  will  surpass  Italy  and  Canada 
by  the  end  of  the  century. 

The  last  several  years  have  seen  an 
end  to  the  "economic  miracle"  of  the 
Seventies.  Growth  rates  through  the  Sev- 
enties were  around  8%  per  year.  Growth 
in  1982  was  well  under  2%,  better  than 
the  1.9%  decline  of  1981  but  far  below 
the  7.9%  growth  achieved  in  1980  and 
the  6.7%  growth  of  1979.  The  slowdown 
has  largely  been  a  result  of  the  worldwide 
recession  and  the  drying  up  of  Brazil's 
export  markets  in  both  the  developed 
and  developing  worlds 

Brazil  is,  of  course,  a  nation  heavily  in 
debt,  with  the  largest  debt  in  the  Third 
-    World.  Recent  agreements  with  the  IMF 
z    and  loans  from  the  U.S.  Treasury  and 
5    international  banks  should  enable  Brazil 


to  handle  its  short-term  needs.  Moreover, 
Brazil's  debt  structure  differs  from  that  of 
other  Latin  American  countries.  Brazil's 
debt  of  $88  billion  comes  to  a  per  capita 
debt  of  $692,  compared  to  a  per  capita 
debt  of  $1,308  in  Argentina  and  $1,112  in 
Mexico.  Brazil's  debt  is  26%  of  the  GDP, 
much  lower  than  Mexico's  36%  or  Argen- 
tina's 30%.  In  recent  years,  Brazil  has 
modified  its  economic  base,  moving 
away  from  dependence  on  primary  prod- 
ucts like  coffee,  sugar  and  soybeans. 
Brazil  now  produces  heavy  machinery, 
automobiles  and  trucks,  aircraft,  arms, 
computers,  televisions  and  many  other 
manufactured  items.  During  a  time  of 
slow  economic  activity,  Brazil  has  built  up 
a  large  domestic  infrastructure,  including 
an  extensive  hydroelectric  network  and 
access  to  newly  developed  mineral  re- 
sources, which  should  allow  sustained 
economic  growth  (and  repayment  of 
debt)  as  the  international  economic  situa- 
tion improves.  In  the  meantime,  in  line 
with  its  IMF-approved  stabilization  pro- 
gram, the  government  has  implemented 
belt-tightening  measures,  including 
sharply  reduced  government  deficits, 
changes  in  the  salary  law,  lowered  sub- 
sidies and  a  devaluation  of  the  cruzeiro  of 
23%. 

In  the  midst  of  these  economic 
troubles,  Brazil  has  continued  with  its 
"Abertura"  or  political  opening.  After  al- 
most two  decades  of  military-dominated 
rule,  Brazil  is  moving  to  a  more  open, 
democratic  political  system.  The  Novem- 
ber 1982  elections  saw  the  opposition 


take  control  of  the  governments  of  ten 
states,  including  the  economically  power- 
ful states  of  Sao  Paulo,  Rio  de  Janeiro 
and  Minas  Gerais,  and  win  large  inroads 
into  the  federal  chamber  of  deputies  and 
federal  senate.  However,  the  ruling  gov- 
ernment party  still  controls  the  electoral 
college  and  will  most  likely  choose  the 
next  president  in  1985. 

Despite  its  current  economic  woes, 
Brazil  remains  a  large  market  for  U.S. 
goods  and  services.  Brazil  welcomes  for- 
eign investment,  particularly  if  it  will  help 
its  exports  or  import  substitution  pro- 
gram. Joint  ventures  are  welcome, 
particularly  those  that  bring  technology 
transfers.  Only  in  the  areas  of  telecom- 
munications, informatics  and  petroleum 
extraction  and  refining  are  there  tight 
controls  on  foreign  participation. 

In  other  areas,  foreign  firms  are  treated 
the  same  as  domestic  companies.  Total 
foreign  investment  and  reinvestment  in 
Brazil  stood  at  $19.6  billion  in  June  1982. 
Of  that  amount,  U.S.  investment  ac- 
counted for  $6.1  billion,  or  31%  (up  from 
30%  in  December  1981).  Dealing  with 
Brazil  will  require  creative  business  ar- 
rangements. American  firms  face  stiff 
competition  from  Europe,  Canada  and 
Japan,  but  the  long-term  prospects  are 
bright  and  the  rewards  for  enterprise  and 
imagination  could  be  considerable. 


IBSTACLES 
iND  THE  ROAD 
0  RECOVERY 


ig.  Enrico  Misasi 

residente  de  Olivetti  do  Brasil 

B  J  razil  grew  at  an  average  rate  of  8.8% 
■  |  a  year  between  1971  and  1980.  In 
mm  fact,  over  the  past  25  years,  the 
DP  has  tripled.  However,  oil  shocks  and 
her  economic  blows  resulted  in  the  1981 
2  recession.  In  the  last  couple  of  months 
series  of  steps  was  taken  to  direct  Brazil 
ward  effective  economic  recovery, 
;suming  two  fundamental  conditions: 
A  $6.5  billion  surplus  in  its  trade  bai- 
lee. This  figure  could  be  lower  if  crude 
1  prices  and  foreign  loan  interest  rates 
op  in  comparison  to  what  they  were  in 
ecember  1982.  At  the  current  price  of 
1  and  today's  interest  rates,  the  needed 
3.5  billion  could  shrink  to  $5.5  billion  or 
/en  $5  billion. 

A  curbing  of  the  enormous  rate  of 
flation — around  105%  a  year — with 
hich  we  have  been  living. 

Expanding  the  first  point,  foundations 
ive  already  been  laid  for  a  surplus  in 
jr  trade  balance.  First,  the  sharp  30% 
axidevaluation  of  the  cruzeiro  on  Feb- 
lary  10,  accompanied  by  the  weekly 
inidevaluations,  that  together  have  led 
i  an  overall  devaluation  rate  of  65.3%  in 
e  first  quarter  of  1983,  will  contribute  to 
creasing  the  foreign  competitiveness  of 


mister  Ernane  Galveas  is  honored  in 
•83  by  the  Brazilian -American  Cham- 
vr  of  Commerce  as  Man  of  the  Year, 
le  award  is  presented  in  recognition 
outstanding  accomplishment  and 
mtribution  to  the  cause  of  economic 
id  trade  relations  between  the  United 
ates  and  Brazil. 


our  products.  Second,  the  containment 
of  industrial  costs,  achieved  by  cutting 
wages  (already  decreed  by  the  Executive 
Branch  of  the  government  and  now  un- 
der study  in  Brazil's  Congress)  and  the 
establishment  of  price  controls  on  inputs 
and  industrial  products  at  90%  of  the 
inflation  rate,  will  allow  the  benefits  of  the 
maxi  to  linger,  instead  of  being  diluted  in 
a  short  period  of  time. 

With  these  two  measures,  among  oth- 
ers, Brazil's  economic  impresarios  should 
be  able  to  leave  home  this  year,  sample 
case  in  hand,  to  sell  $23  billion  worth  of 
quality-competitive  products — now  at- 
tractively priced,  as  well — a  wholly 
feasible  economic  venture,  considering 
that  these  $23  billion  in  exports  represent 
1%  of  world  trade. 

As  to  the  curbing  of  inflation,  the  con- 
tainment of  wages  and  official  price 
controls  (both  projected  at  levels  lower 
than  the  anticipated  inflation),  plus  drastic 
cuts  in  government  spending  and  a  re- 
duction in  domestic  bank  interest  rates  by 
15%  to  20%  over  the  year's  inflation  rate 
(the  last  two  measures  yet  to  be  put  into 
effect)  should  bring  down  the  inflationary 
rate  by  at  least  20  percentage  points  this 
year. 

It  is  my  belief  that  it  will  be  easier  for  us 
to  achieve  a  surplus  trade  balance  than  to 
make  any  important  advances  in  combat- 
ring  inflation  because  any  attempt  to  trim 
the  fat— and  there  is  a  lot  of  fat — off  the 
costs  of  public  companies  is  sure  to  meet 
with  heavy  resistance,  given  the  politically 
powerful  nature  of  these  companies.  In 


any  event,  Brazilians  know  it  is  imperative 
to  achieve  both,  and  to  do  so  within  the 

year. 

On  the  foreign  scene  we  can  see  some 
light  at  the  end  of  the  dark  tunnel  in 
which  we  find  ourselves.  Rays  of  hope 
include  the  resurgence  of  economic 
growth  in  the  United  States,  the  drop  in 
crude  oil  prices  and  the  decline  in  interest 
rates,  to  name  only  some  factors  that  will 
contribute  to  Brazil's  regaining  its  eco- 
nomic equilibrium  and  resuming  its 
growth  at  a  rate  perhaps  more  modest 
than  in  the  recent  past,  but  certainly  more 
constant  and  lasting. 

It  is  important  to  stress  that  the  process 
we  have  adopted  to  pull  us  out  of  this  rut, 
or  better  yet,  to  train  this  prizefighter  for 
his  next  rounds,  should  exclude  certain 
practices  commonly  used  in  developing 
countries  to  combat  rampant  inflation.  I 
refer  specifically  to  unemployment — or 
let  us  say,  underemployment — which 
due  to  our  lack  of  protective  mechanisms 
(namely  unemployment  benefits)  may 
spur  social  tensions  to  such  heights  as  to 
compromise  the  process  of  redemocra- 
tization  that  we  are  now  experiencing  and 
that  has  permitted  the  moderate  opposi- 
tion and  the  center  to  win  the 
gubernatorial  elections  in  states  repre- 
senting almost  70%  of  the  country's  gross 
national  product. 

In  other  words,  the  current  central 
government  and  the  opposition  which  is 
just  starting  to  govern  Brazil's  principal 
states  must  be  able  to  work  together  in  a 
reasonable  social  climate,  so  that  the 
country  is  able  to  produce  and  export, 
and  thus  honor  its  foreign  financial  com- 
mitments. I  am  not  excluding  our 
obligation  to  endeavor  to  come  to  terms 
with  our  creditors  in  further  negotiations, 
but  as  a  foremost  condition  there  must  be 
a  reasonable  social  climate  for  our  coun- 
try to  continue  on  the  path  of  modern 
social  capitalist  democracy  in  this  part  of 
the  world. 
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Americans  roast, 
Russians  toast, 
Englishmen  pour,  Frenchmen  adore 
Argentinians  drink,  Dutchmen  clink 
Chinese  serve,  Germans  deserve, 
Italians  expect,  Japanese  select, 

Swedes  sip 
and  Brazilians  ship 


the  best  coffee  in  the  world! 


CAFE  DO 
8RASIL 


IBC— Institute  Brasileiro  do  Cafe 

Rio  de  Janeiro:  Av  Rodrigues  Alves,  129;  tel.  291-4141;  telex  2123040 
New  York:  767  Fifth  Ave.,  33rd  floor;  tel.  421-4422;  telex  71238208. 
Hamburg:  Roedingsmarkt  39/III;  tel.  364681;  telex  214971. 
Milan:  Corso  Europa,  12;  tel.  79-2741;  telex  31573 
London:  Samuel  House,  6  St.  Albans  St.;  tel.  930-5232;  telex  21814. 
Tokyo:  Yurakucho  Denki  Bldg..  13th  floor,  room  1305/8,  1-7-1  Yarakucho 
Chiyoda-Ku;  tel.  2120931/4;  telex  0222-3468 


On  the  Docket 


Say  you  are  on  trial  for  making  an  ac- 
counting error.  Do  you  want  jurors  who 
are  good  or  bad  at  math? 

Practicing  law  . . . 
and  casing  juries 


By  Richard  Greene 

W'hen  large  companies  go 
into  a  courtroom,  they  fre- 
quently start  off  at  a  disadvan- 
tage. The  issues  contested  can  involve 
complexities  like  corporate  account- 
ing, product  specifications  and  com- 
petitive strategy.  How  can  a  company 
hope  to  communicate  effectively 
with  a  jury  that  may  be  made  up  large- 
ly of  retired  blue-collar  workers? 

Enter  Litigation  Services  Group,  a 
division  of  Doremus  &  Co.,  a  New 
York  advertising  and  public  relations 
firm  owned  by  BBDO.  It  does  just 
what  you  would  expect,  but  with  a 
small  public — the  jury.  Led  by  Ste- 
phen Roth,  a  statistician,  and  Anita 
Chafetz,  who  has  a  public  relations 
background,  Litigation  Services  has 
worked  on  over  20  large  corporate 
lawsuits  in  the  two  years  since  it  was 
launched. 

This  may  sound  like  yet  another 
situation  where  consultants  are  add- 
ing a  layer  to  a  litigation  process  that  is 
already  excessively  expensive.  But  if 
you  are  a  chief  executive  with  hun- 
dreds of  millions  riding  on  the  opinion 
of  12  jurors,  knowing  how  to  appeal  to 
them  makes  a  little  more  sense. 

Listen  to  Roth  tell  a  story  about  one 
of  his  projects:  "Our  client  was  de- 
fending a  case  centering  on  its  ac- 
countants and  auditors,  and  there  was 
a  lot  of  math  involved.  Naturally  we 
thought  we  wanted  people  on  the  jury 
who  were  comfortable  with  math — 
folks  who  could  balance  their  check- 
books. But  we  set  up  simulation  juries  > 
and  discovered  that  people  who  were 
good  at  math  tended  to  be  unsympa- 
thetic to  our  client.  Those  who 
weren't  thought,  'Nobody  could  get 


something  this  complicated  right'  and 
were  very  sympathetic." 

Here  are  some  other  questions  Roth 
and  Chafetz  have  explored,  with  an- 
swers below: 

•  When  a  big-city  lawyer  and  a  local 
lawyer  are  co-counselors  on  a  case 
tried  outside  the  city,  who  should  do 
most  of  the  presentations  to  the  jury? 

•  How  do  jurors  feel  when  they  see 
opposing  attorneys  acting  chummy 
with  one  another  during  a  case? 

•  If  you  are  a  defendant,  is  it  wise  to 
admit  minor  wrongdoing  or  merely  to 


hope  the  matter  won't  come  up? 

Many  of  LSG's  findings  stem  from 
work  with  simulated  juries.  For  one 
client,  the  firm  may  assemble  as 
many  as  45  fake  panels  with  the  same 
demographic  makeup  as  the  real  jury. 
Paid  participants  will  answer  surveys, 
join  discussion  groups  and  evaluate 
various  courtroom  tactics.  Don't  con- 
fuse this  with  the  more  controversial 
"shadow  juries,"  which  are  used  to 
assess  how  the  real  jury  is  reacting  to 
a  trial  day  by  day. 

There  is  one  major  objection  to 
probing  the  minds  of  jurors,  whether 
the  analysis  is  by  Doremus  or  inde- 
pendent psychologists  who  offer  simi- 
lar services:  Is  this  work  really  manip- 


ulation in  which  the  juror  is  persuad- 
ed more  by  the  tactics  of  clever, 
mind-bending  attorneys  than  by  the 
facts  in  the  case?  Naturally,  Roth  and 
Chafetz  say  no.  They  argue  their  work 
enhances  the  advocacy  system  by  al- 
lowing the  side  that  better  presents  its 
case  to  emerge  victorious. 

Winning  this  way,  of  course,  costs 
more  money  than  conventional  litiga- 
tion. But,  that's  the  law  business. 


ANSWERS: 

1.  Usually  you  should  go  with  the  local 
attorney.  The  big  shot,  big-city  lawyer  may 
hurt  your  ability  to  communicate  with  a 
local  audience. 

2.  Jurors  don't  like  it  when  opposing 
lawyers  are  too  friendly.  They  tend  to 
think  that's  a  sort  of  conspiracy  and  their 
involvetnent  in  the  case  is  being  somehow 
short-circuited. 

.1  Better  own  up  yourself  Jurors  raxed 
on  Perry  Mason  tend  to  make  a  big  deal 
out  of  any  wrongdoing  an  opposing  at- 
torney can  suddenly  produce  with  a 
flourish,  regardless  of  how  little  it  has  to 
do  with  the  case. 


The  buck  stops  there 

In  the  early  Seventies  there  was  Penn 
Central.  Then  came  W.T.  Grant.  And 
in  1983  there's  the  Washington  Public 
Power  Supply  System.  Now  that  the 
WPPSS  has  decided  to  curtail  nuclear 
power  plant  construction  after  bor- 
rowing billions,  it  has  sparked  litiga- 
tion that  will  eventually  make  scores 
of  lawyers  rich. 

Since  March  WPPSS  has  paid  its 
lawyers  about  $1  million  a  month. 
"We  expect  them  to  remain  at  least  at 
that  level  for  the  foreseeable  future," 
adds  a  spokesman.  That's  probably 
optimistic. 

Here  are  some  bills  that  have  al- 
ready been  paid: 

•  $2.8  million  since  1982  to  Culp, 
Dwyer,  Guterson  &  Grader,  a  Seattle 
firm  that  serves  as  WPPSS'  primary 
legal  adviser. 

•  $856,000  to  New  York's  Cravath, 
Swaine  &  Moore.  Cravath  represents 
Chemical  Bank,  the  bond  trustee  for 
WPPSS,  and  WPPSS  promised  to  pay 
any  of  Chemical's  legal  fees. 

•  $440,000  to  Betts,  Patterson  & 
Mines,  Chemical's  local  attorneys. 

Ultimately,  of  course,  all  WPPSS 
bills  are  being  paid  by  the  utilities 
that  had  interests  in  the  project,  and 
most  of  those  utilities  have  millions 
of  dollars  in  their  own  related  legal 
expenses. 

But  lose  no  sleep  for  the  utilities, 
either.  As  regulated  utilities,  they 
simply  pass  along  their  legal  costs 
to — you  knew  it — the  consumer.  ■ 
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We  listened 
harder.  - 


Introducing  the  new 
Osborne  Executive  Series. 


We  listened  when  you  told  us  you  wanted  a 
personal  business  computer. 

We  delivered  the  Osborne  1. 

And  in  the  two  years  since  its  introduction,  the 
Osborne  1  has  become  the  largest  selling  portable 
business  computer  on  earth. 

We  listened  harder. 

The  result  is  the  new  Osborne  Executive 
Series.  Consider  these  new  advantages: 

□  A  big,  80-column,  eye-easy  amber  display 
lets  you  see  more  of  the  infor- 
mation you're  using,  with  less 
effort.  □  Memory  is  expanded, 
for  larger  spreadsheets.  □  The 
new  Executive  Series  now  in- 
cludes a  database  system— 
Personal  Pearl!"  (That's  in  addi- 
tion to  an  already  formidable 
list  of  standard  Osborne 
software,  including  word 
processing  and  electronic 
spreadsheets.)  □  Terminal 


Trademarks  Osftome  1,  Executive  Executive  2  Osborne  Compute' 
Corporation  Personal  Pearl  Relational  Software  IBM  Personal 
Computer  International  Business  Machines 


Emulation  provides  access  to  information  stored 
on  other  computers.  □  IBM  Personal  Computer™ 
compatibility  (on  the  Executive  2)  lets  you  use  soft- 
ware packages  designed  for  the  IBM  system. 
And  there's  much  more. 
Add  up  the  value  of  all  the  hardware  features 
and  software  systems  included  with  either  the 
Executive  or  Executive  2  and  you  will  see  that  the 
sticker  price  is  one  of  the  incredible  bargains  avail- 
able in  personal  computing. 

Visit  your  local  authorized 
Osborne  dealer.  Once  again, 
Osborne  has  set  the  standard  for 
portable  business  computers. 

For  the  name  of  your 
nearest  Osborne  dealer,  dial 
(800)  772-3545  ext.  905  (in 
California);  (800)227-1617 
ext.  905  (outside  California). 


COMPUTER  CORPORATION 


The  Forbes/Wilshire  5000  Review 


A  moment  of  doubt.  When  the  Dow  goes  over  1200,  off 
goes  a  signal  telling  investors  to  take  profits.  As  a  result, 
whenever  the  Dow  hits  that  level,  it  generates  fears  the 
long-predicted  correction  is  upon  us.  So  far,  however,  none 
of  the  1983  setbacks  qualifies  as  a  full-fledged  retreat. 

Over  the  last  two  weeks,  the  Dow  industrials  led  the 
way  down,  with  a  2.8%  loss.  The  Forbes  500,  off  2.2%, 
followed.  NASDAQ  issues,  meanwhile,  were  able  to  eke 
out  a  minor  0.4%  gain.  The  Wilshire  index  shows  that 
equities  lost  1.6%,  or  $15.4  billion,  during  the  period.  And 
the  expansion  of  the  market's  price/earnings  multiple 
abated,  at  least  temporarily.  In  two  weeks  the  Wilshire 


P/E  dropped  from  14.5  to  14.2.  Nevertheless,  the  Wilshire 
is  still  53.5%  higher,  and  investors  are  some  $631  billion 
wealthier  than  they  were  just  52  weeks  ago. 

The  yardsticks  below  indicate  that  losses  were  general- 
ly confined  to  middle-of-the-road  securities  and  that  mon- 
ey was  still  pouring  into  more  speculative  areas.  For  the 
last  two  weeks  high-volatility  and  high-growth  shares 
advanced  9.7%  and  9.8%,  respectively,  vs.  much  smaller 
gains  for  low-volatility  stocks  and  low-growth  issues. 
Small  companies  gained  11%,  vs.  0.4%  for  top-tier  firms. 
And  investors  continued  to  snap  up  issues  priced  under 
$4.  Low-price  stocks  advanced  10%. 


Close-up  On  The  Equity  Markets 


Performance  of  six  leading  indexes 

Percent  change 

Wilshire 
5000 

Forbes 
500 1 

Dow  (ones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

-0.1 

-1.5 

-2.1 

-0.8 

3.2 

3.5 

in  last  52  weeks 

53.5 

46.1 

48.9 

49.0 

81.2 

82.5 

Stock  performance  based  on  five  key  investor  yardsticks 

Percent  change 

Company  size 

Volatility2 

P/E  multiple 

Dividend  yield 

Growth  profile3 

Share  price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

0.4 

11.0 

9.7 

1.5 

6.8 

6.1 

1.3 

7.2 

9.8 

1.1 

1.9 

10.0 

in  last  52  weeks 

57.8 

155.7 

151.0 

58.2 

109.2 

156.6 

51.3 

155.6 

161.4 

60.5 

72.8 

144.2 

'Based  on  sales. 

*A  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable, 
quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


Note:  All  data  for  periods  ending  6/9/83.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Aetion  Is 


A  slip  in  the  oil  patch.  Energy  issues  led  the  market  down 
and  posted  their  biggest  loss  since  mid-March.  But,  then, 
all  sectors  lost  ground.  This  time  some  sectors  posted  slim 
gains.  The  oils  haven't  been  noticeably  weaker  than  other 
industries  since  early  February.  Despite  their  much-dis- 
cussed undervaluation,  these  stocks  remain  more  suscep- 
tible than  other  issues  when  the  averages  fall. 


Capital  goods,  utilities  and  finance  all  declined  more 
than  the  overall  market,  while  the  strongest  sectors  were 
technology  and  raw  materials,  with  0.9%  gains.  Despite 
occasional  bad  days,  technology  stocks  are  clearly  out- 
performing other  sectors.  During  the  last  year  this  group 
has  gained  98.7%,  vs.  81.8%  for  second-place  consumer 
durables  and  15.1%  for  last-place  energy. 


Percent  change  in  last  52  week*  Percent  change  in  last  two  weeks 


Capital  goods 

+  50 

+  25 

o 

0 

1  J  t  1  1  1  J  1  1  1  1  1  1  II  1  1 

1  1 1  1 1 1 1 1 1 

'82  1 

'83 

Energy 

+  25 

0 

i  i  iVf  i  i  i  i  i  i  i  i  1  i  i  i 

1  1  1  1  1  1  1  1  1 

'82  1 

'83 

Technology 

+  50 

4  25 

0 

1   1    1    1    1    1    1   1    1  ! 

1  I  1  1  1  1  1  1  1 

'82 

111)11  1 

'83 

Consumer  durables 

+  50 

+  25 

o 

0 

1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1  1 

1 1 1 1 1 1 1 

'82  1 

'83 

Finance 

+  50 

+  25 

o 

0 

1  1  1  1  

i  ill  i  ij  i  mi  1 1 1 

'82 

1  '83 

Transportation 

+  50 

+  25 

/ 

o 

0 

1  1  1  1  1  1  11  1  1  1  1  1  1  1  1 

1 1  1 1  1  1  1  II 1 

'82  1 

'83 

Consumer  nondurables  and 

services 

+  50 

o 

0 

1  1  1  1  1  1  1  1  1  1  II  1  |  1  1  1  1  1  1 

1 1 1 1 II 

'82  1 

'83 

Raw 

materials 

+  50 

+  25 

0 

1 

i  i  ii  i  i  i  ii 

1 1 1 1 1 1 1 1  i 

'82 

1  |  1  1  1 

'83 

Utilities 


-2.9  _ 


■50 


-25 


I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  l  l  l  I  l  l  I  I  I  I 


'82 


'83 


W  hat  The  Analysts  Think 


Up  from  the  deep.  In  the  last  two  weeks  the  buy/sell  to  fourth.  But  there  was  still  some  bad  news:  The  overall 
rankings  of  several  groups  advanced.  Finance  jumped  from  buy/sell  opinion  of  the  analysts  for  the  nine  Wilshire 
sixth  place  to  third  place  and  transportation  from  seventh    sectors  is  becoming  more  pessimistic. 


The  experts'  consensus 


2.40 


2.48 


2.56 


2.64 


2.72 


2.80 


'     '  L 


J  I  I  I  I  I  L 


|     ASONDI     F    M  *  M  J 


Rank 

Sector 

Current 
opinion 

Rank 
2  weeks  ago 

Rank 
4  weeks  ago 

1 

Utilities 

2.70 

1 

1 

2 

Energy 

2.74 

2 

2 

3 

Einance 

2.79 

6 

6 

4 

Transportation 

2.83 

7 

7 

5 

Capital  goods 

2.83 

3 

3 

6 

Raw  materials 

2.84 

5 

5 

7 

Consumer  nondurables 

2.87 

8 

8 

8 

Technology 

2.79 

4 

4 

9 

Consumer  durables 

2.82 

9 

9 

Opinion  ratings  are  ranked  on  a  scale  of  1  Istrong  buy)  to  5  Istrong  sell|.  Data  reflect  the  rating  of  1,200  stocks,  while  the  sector  breakdowns  correspond  to  industry  groups 
views  of  200  institutional  analysts.  The  consensus  of  opinion  graph  is  the  composite     graphed  above.  All  figures  are  weighted  for  market  capitalization. 


Note:  All  data  for  periods  ending  6/9/83.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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B  1983  The  Prudential  Insurance  Company  of  America.  Newark,  N  J 


Is  taking  care  of  all  your  estate's  details 
more  complicated  than  you'd  care  to 
think  about?  If  it  is,  let  a  Prudential 
agent  help  you  start  simplifying  things 
now  while  planning  for  your  family's 
future.  With  a  free  financial  security 
review. 

You  and  your  agent  can  sit  down 
and  take  an  in-depth  look  at  your  total 
resources.  Then,  with  the  help  of  the 
most  sophisticated  computer  systems  in 
the  business,  your  agent  can  develop  an 
estate  plan  specially  tailored  to  your 
immediate  needs  and  long-range  goals. 
Including  how  to  purchase  life  insurance 
in  a  variety  of  tax-favored  ways. 

And  your  agent  will  be  happy  to 
work  with  your  attorney,  your 
accountant  and  even  your  personal 
computer  to  help  maximize  your  estate's 
value  and  minimize  your  estate  taxes. 

So  talk  to  a  Prudential  agent  soon. 
You'll  be  making  life  less  taxing  for  you 
now.  And  for  your  family  later. 


Your  Prudential  agent  knows  a  lot  more  than  insurance. 


YOUR  PRUDENTIAL  AGENT 
HAS  A  PLAN  TO  MAKE 
MANAGING  YOUR  ESTATE 
MUCH  LESS  TAXING. 


Statistical  Spotlight 


Right  here  in  the  U.S.,  you  can  have  a  piece 
of  the  market  action  from  . , . 


Over 
there 


By  Paul  Bornstein 


If  you  are  looking  to  diversify 
your  portfolio,  is  this  the  time  to 
consider  becoming  a  global  inves- 
tor? An  economic  upturn  in  the  U.S 
will  greatly  increase  the  prospects  of  a 
subsequent  worldwide  recovery.  And, 
because  of  higher  fixed  costs  (in  some 
countries  you  almost  can't  fire  any- 
body), financial  and  operating  lever- 
age is  generally  greater.  Third,  the  dol- 
lar is  now  considered  overvalued  by 
many  international  economists.  If 
they're  right,  and  foreign  currencies 
come  back  into  better  balance,  foreign 
stocks  will  get  still  more  leverage 
from  changing  exchange  rates. 

If  there  are  attractions  in  the  over- 


seas stock  markets,  there  are  also  dan- 
gers. This  is  no  simple  game.  You 
need  to  take  into  account  the  dangers 
of  inflation,  political  unrest,  civil  war, 
nationalization  or  even  outright  con- 
fiscation, and  the  ease  of  moving 
funds  in  and  out  of  a  country.  Did  we 
mention  taxation?  Many  foreign  na- 
tions have  an  automatic  15%  with- 
holding tax  on  dividends,  and  that's 
just  the  beginning  of  that  question. 
Finally,  it  is  usually  harder  to  keep 
close  tabs  on  an  overseas  company 
than  on  a  domestic  firm. 

For  those  who  feel  the  tradeoffs 
may  be  worthwhile  anyway  and  want 
to  see  what's  around,  Forbes  has  list- 
ed all  the  foreign  companies  traded  on 
U.S.  exchanges  that  are  not  Canadian 


(too  familiar)  and  have  more  than 
$100  million  worth  of  their  stock  or 
American  Depositary  Receipts 
(ADRs)  trading  here. 

ADRs  are  backed  by  varying  num- 
bers of  shares  on  deposit  in  the  coun- 
try of  origin,  and  ADR  prices  fully 
reflect  currency  exchange.  They  exist 
because  many  countries  will  not  al- 
low stock  certificates,  which  repre- 
sent ownership  of  national  industries, 
out  of  the  country.  So  some  compa- 
nies wanting  to  serve  (or  create)  an 
American  market  arrange  with  U.S. 
banks  to  issue  an  equivalent. 

Drexel  Burnham  Lambert's  interna- 
tional analyst  Rein  van  der  Does  took 
us  on  a  quick  tour  of  some  of  the  more 
prominently  represented  countries.  In 
Australia,  he  says,  "Share  prices 
aren't  likely  to  make  much  headway 
upward  because  this  market  is  very 
commodity-sensitive  and  we  are  cur- 
rently in  a  disinflation  scenario. 

"But  with  the  Thatcher  administra- 
tion in  the  U.K.,  there  has  been  less 
government  spending,  lower  inflation 
and  a  pro-business  attitude."  Never- 
theless, he  is  cautious.  "Although  I 
am  positive  on  the  U.K.  stock  market, 
the  strength  of  the  pound  sterling — 
with  its  close  dependency  on  the  price 
of  North  Sea  oil— is  of  some  concern." 

Van  der  Does  has  also  been  recom- 
mending stocks  in  the  Netherlands 
for  the  last  year  and  is  still  bullish 
there,  even  though  the  market  has 
already  advanced  some  60% .  A  parlia- 
mentary majority  held  by  the  center 
right  coalition  and  the  Dutch  govern- 


Overseas  opportunities  over  here 


Not  all  these  74  foreign  securities  listed  on  U.S.  ex- 
changes are  blue  chip  stocks,  but  some  might  prove  to 
be  good  investments.  About  half  of  the  firms  have 


dollar-converted  sales  over  $1  billion,  so  they  can't  be 
considered  fly-by-night.  Currency  fluctuations  offer 
additional  leverage,  but  this  can  work  both  ways. 


ADRs  in 

Recent 

Revenues 

Earnings 

Indicated 

Company' 

Industry 

$US  (mil) 

price 

(mil)t 

per  sharet 

P/E 

yield 

Country 

Broken  Hill  Proprietary 

energy 

$2,365 

7'/s 

$4,635 

$1.00 

7 

2.5% 

Australia 

Santos 

energy 

891 

57/s 

57 

0.16 

37 

0.7 

Australia 

Minerals  &  Resources 

copper  mining 

2,228 

14 

1,445 

0.61 

23 

1.5 

Bermuda 

Novo  Industries  A/S 

med  research,  drugs 

1,159 

59 

317 

2.44 

24 

0.5 

Denmark 

Bank  Leumi  le-Israel 

banking 

832 

lVs 

7,331 

0.05 

24 

0.0 

Israel 

Teva  Pharmaceutical  Inds 

drugs 

707 

6 

47 

0.04 

150 

0.3 

Israel 

IDB  Bankholding 

bank 

396 

l'/s 

NA 

0.14 

8 

0.0 

Israel 

Elscint 

med  instruments 

362* 

22% 

103 

0.92 

25 

0.0 

Israel 

Elron  Electronic  Inds 

computers 

135 

im 

77 

0.64 

27 

0.0 

Israel 

Scitex 

computer  graphics 

126* 

25% 

51 

0.81 

32 

0.0 

Israel 

Matsushita  Electric  Indl 

electrical  equip 

9,685 

62  Vi 

14,771 

4.23 

15 

0.6 

Japan 

Hitachi 

electrical  equip 

9,142 

33% 

15,799 

1.87 

18 

0.8 

lapan 

NEC 

electrical  equip 

4,760 

22  Vi 

4,760 

0.54 

42 

0.5 

Japan 

Nissan  Motor 

automotive 

4,011 

6% 

15,289 

0.61 

10 

0.7 

lapan 

Sony 

electrical  equip 

3,605* 

15% 

4,446 

0.53 

29 

1.0 

lapan 

'All  figures  are  converted  into  U.S.  dollars  as  of  the  latest  reporting  period  Market  value,  recent  price  and  earnings  per  share  reflect  ADR  or  U.S.  shares  f  Latest 
available  figures    t  Actual  shares,  not  ADRs.    NA:  Not  available.    NM:  Not  meaningful  Sources:  William  O'Neil  &  Co.:  Forbes.  International  Investors. 
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LET  E-COM  "SIGN,  SEAL,  AND 
DELIVER"  YOUR  MAIL  FOR  LESS 
THAN  YOU'RE  SPENDING  NOW 


There's  a  better  way  to  send  out  com- 
puter-originated mail.  The  Postal  Service's 
E-COM  Service.  It  lets  your  computer 
transmit  directly  to  ours.  So  you  can  send 
announcements  and  invoices,  for  example, 
while  you  bypass  a  lot  of  work-and  expense. 

E-COM  Service  is  a  cooperative  effort 
between  private  sector  communication  car- 


riers and  your  Post  Office.  Here's  how  it 
works.  Once  your  system  is  set  up  for  E-COM 
Service,  your  computer  operator  simply  pre- 
pares the  message.  It's  then  transmitted  as 
data,  by  telephone  or  other  communication 
carrier,  to  any  one  or  more  of  25  Serving  Post 
Offices  throughout  the  country.  And  E-COM 
Service  takes  care  of  all  the  rest. 


It  prints  your  messages,  which  can  be  up 
to  two  pages  long.  Folds  them.  And  puts  them 
in  envelopes,  all  at  the  Post  Office. 


It  provides  blue-and-white 
envelopes-for  impact. 


It  gives  you  all  this-which  cuts  your  labor 
costs,  too-for  26l  for  the  first  page.  And  only 
5C  more  for  the  second.  Postage,  paper  & 
envelopes  included. 


It  saves  you  time  by  letting  you 
transmit  your  message  directly  to 
the  Post  Office  by  telephone  or 
other  communication  carrier.  And 
it  saves  time  by  printing  your 
message  right  at  the  Post  Office. 
Then  it  delivers  your  mail  in  just  2 
days  or  less. 


We  can  help  you  figure  out  the  best 
way  to  link  up  with  E-COM  Service. 
And  we  can  even  give  you  any  technical 
advice  you  might  need. 
So  why  not  let  new  E-COM  Service 
give  you  a  hand  with  the  mail?  For 
more  information,  simply  call  or  write 
your  communication  carrier  or  your 
local  Postmaster. 


E-COM 


R 


IT  DELIVERS  SAVINGS  ALONG  WITH  THE  MAIL 


♦  ©USPS  1983 


Overseas  opportunities  over  here 


ADRs  in 

Recent 

Revenues 

Earnings 

Indicated 

Company* 

Industry 

^  111  1 1  I 

price 

Jmillt  * 
1  1 !  1 1 1  1  1 

per  sharet 

P/F 

*  /  E. 

yield 

Country 

Ito-Yokado 

retailer 

tf"  s   t  in 

$3,393 

19V4 

$3,817 

$1.01 

20 

1.3% 

Japan 

Fuji  Photo  Film 

prion)  ctjuip 

a  i  l  7 

O,  ll/ 

1  A7/w 
1U/K 

9  Ss4 

1  36 

1  .OD 

12 

n  1 

I J  p  J  n 

Honda  Motor 

d  u  tuition  vc 

2  956$ 

34  Vu 

04  /n 

8  996 

3.57 

10 

1.0 

japan 

Tokio  Marine  &  Fire  Ins 

mciii,,inr,p 

lili»Ui«iIlLtr 

9  7fl6 

z,  /  uu 

9  399 

5.72 

1 7 

d.  y 

)  3p3n 

9  407 

Z,4D  / 

44 
'it 

1  909 
1 ,  z  y  z 

9  3f) 

Z.OD 

1 0 

0  A 

W.  D 

fspsn 

Canon 

photo  equip 

2,145 

31 '/a 

2,418 

1.36 

23 

0.6 

Japan 

Kyocera 

.  Iv  l  u  I  '._  Li  ]  LkjUlJ' 

2  090 

50 

638 

1.57 

32 

0.6 

Japan 

Kuoota 

Idllll  niaciiiiici  y 

1  8A9 

98 
zo 

9  4DA 

Z,4UU 

n  84 

33 

1  0 

)  ^psn 

Mitsui  &  Co 

i  ^riA 

AS  1  84 

DO,  1  0*+ 

n  3A 

D.OD 

86 

OD 

n  9 

d.  y 

J<ip3n 

Pioneer  Electronic 

£\  1  an  *                1"    #^("1  1  1  1 

cicciruniL  cLjuip 

1  3s4 

93 

1  9ss 

1  ;zoo 

n  43 

NM 

n  7 

D.  / 

I  <i  pjn 

Kirin  Brewery 

consumer  goods 

1, 144 

17% 

4,306 

1.22 

15 

1.3 

Japan 

Shiseido 

LUIlbUIIlCI  gUUUo 

83  3 

9fl 

1  3A9 
L  ,OOZ 

1  1  4 

1.14 

1  8 

n  a 

U.o 

Japan 

jviaKita  tiectric  worns 

ClCCiriCdl  CClLlip 

4s9 

40Z 

94VU 

Z4  /8 

9  78 
z  /  0 

1  3s 

1 .00 

1  8 

1  9 
1  .z 

Japan 

Oaiei 

rfto  i  lf*r 
L  v_  Ltll ICI 

127 

47/s 

5  440 

-0.1 1 

NM 

1.8 

Japan 

Telefonos  de  Mexico 

utility 

t  33 

Zoo 

/4 

MA 
IN  r\ 

n  44 

z 

9a  3 

Zo.o 

/Mexico 

Tubos  de  Acero  de  Mexico 

steel  piping 

105 

1% 

276 

0.62 

3 

0.0 

Mexico 

Royal  Dutch  Petroleum 

energy 

1  1  994± 

1  1  ,ZZ4  + 

41  7/u 

43  8AA 
40;o00 

a  na 

o.Uo 

c 
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Statistical  Spotlight 


ment's  proposals  to  lower  corporation 
taxes  from  48%  to  40%  in  1984  and 
abolish  double  taxation  of  dividends 
all  add  up  to  a  positive  outlook,  in  his 
opinion. 

South  African  gold  mining  shares 
are  a  perennial  favorite,  according  to 
John  Van  Eck,  president  of  Interna- 
tional Investors,  a  mutual  fund  80% 
invested  in  gold  mining  shares.  "Gold 
mining  shares  have  done  much  better 
than  gold  itself,"  Van  Eck  notes. 
Many  have  doubled  or  better  in  the 
past  year.  Shares  in  Van  Eck's  fund 
went  up  from  $6.40  net  asset  value  to 
$14.29,  a  123%  increase,  while  gold 
went  from  $300  an  ounce  to  $400  an 
ounce,  a  gain  of  33%.  Of  course,  you 
have  to  live  with  South  Africa's  politi- 
cal problems  and  the  fact  that  the 
dividends,  usually  semiannual,  gener- 
ally vary  with  the  recent  price  of  gold. 

Next  to  the  U.S.,  Japan  has  the  sec- 
ond-largest stock  market  in  the 
world,  based  on  market  capitaliza- 
tion. Therefore,  it  is  not  surprising 
that  it  is  the  most  popular  country  for 
foreign  investing.  David  Gong,  vice 
president  of  Rowe  Price-Fleming  In- 
ternational, which  manages  the  T. 
Rowe  Price  International  Fund,  has 
put  half  of  that  fund  into  Japanese 
securities.  He  argues  that  the  Japa- 
nese economy  is  now  showing  signs 
of  economic  recovery  and  the  yen  is 
undervalued  relative  to  the  dollar. 

One  of  Gong's  favorites  is  Fuji 
Photo  Film.  Fuji  has  a  70%  share  of 
the  domestic  market  in  Japan  but  only 
5%  in  the  U.S.  "They  are  now  aggres- 
sively promoting  their  product  in  the 
U.S.,  and  Fuji  is  the  official  film  of  the 
1984  Los  Angeles  Olympics,"  says 
Gong  (see  Forbes,  Nov.  22,  1982). 

As  more  research  and  information 
becomes  available  on  foreign  securi- 
ties, more  U.S.  investors  are  nibbling. 
"Wall  Street  has  been  slow  to  meet 
the  demand  for  foreign  stocks,"  says 
John  Abbink,  international  analyst  at 
Merrill  Lynch,  "but  business  certain- 
ly has  been  terrific  here  in  the  first 
part  of  this  year." 

Will  U.S.  investors  continue  to 
smile  on  foreign  stocks?  "If  interest 
rates  go  back  up,"  says  Abbink,  "it 
will  cream  whatever  chance  of  a  re- 
covery there  was  overseas  and  prob- 
ably many  investment  prospects  in 
the  short  term."  Of  course,  higher  in- 
terest rates  would  also  dampen  inves- 
tor enthusiasm  for  U.S.  stocks.  That's 
the  short  term.  Long  term,  foreign 
stocks  are  likely  to  become  an  ever 
more  familiar  piece  of  investors'  glo- 
bal village.  ■ 


LOUISIANA  DOES  MORE 
THAN  TALK  ABOUT  IT 


Louisiana's  actions  on  "business  climate"  speak 
louder  than  words.  Check  our  record:  Reasonable 
Tax  Policies;  Revenue  Bond  Financing;  State-Sup- 
ported Job-Specific  Training  Programs;  Enterprise 
Zones;  Businesslike  Government;  Fair  Workmen's 
Compensation  and  Unemployment  Laws. 

LOUISIANA 
WORKS 


For  more  reasons  why  Louisiana  works, 
write:  Jim  Harris,  Louisiana  Office  of 
Commerce  &  Industry,  P.O.  Box  44185, 
Dept.  B53,  Baton  Rouge,  LA  70804, 
or  call  (504J  342-5361. 


Because  our  actions  speak  louder  than  words. 
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The  Funds 


These  days  any  telephone  lets  you  transfer 
money  from  one  mutual  fund  to  another. 
Is  the  industry  handing  shareholders  a  gun 
to  shoot  their  feet? 

Ready,  aim... 
switch 


By  Barbara  Rudolph 

In  calmer  times  people  bought 
mutual  funds  for  the  long  haul, 
often  after  listening  to  a  sales- 
man's pitch  over  the  kitchen  table. 
But  today  the  environment  is  differ- 
ent. Everyone  wants  instant  gratifica- 
tion, even  mutual  fund  investors. 

As  a  result,  shareholders  are  regu- 
larly switching  their  investments 
from  one  fund  to  another.  Even  wid- 
ows and  orphans,  it  seems,  under- 
stand quite  clearly  how  easy  it  is  to 
pick  up  a  telephone  any  afternoon  at 
the  pool,  dial  a  toll-free  number  and 
move  an  account,  say,  from  Fidelity 
Puritan  Fund  to  Fidelity  Cash  Re- 
serves for  only  a  nominal  fee. 

Last  year  the  mutual  fund  industry 
rang  up  $28  billion  worth  of  switches, 
or  fund  exchanges,  according  to  the 
Investment  Company  Institute,  a 
trade  group.  And  if  the  pace  contin- 
ues, by  year-end  there  will  have  been 
$38  billion  in  exchanges,  almost  tri- 
ple the  1981  level.  These  numbers, 
what's  more,  may  understate  volatil- 
ity because  they  include  only  trans- 
fers among  funds  operated  by  the 
same  management  company. 

This  year's  big  news,  of  course,  has 
been  the  grand  exodus  from  money 
market  funds.  But  switchers  were  ac- 
tive there  too.  Through  April  equity 
funds  picked  up  just  over  half  the  $1.1 
billion  in  direct  transfers  from  money 
market  accounts.  Municipal  bond 
funds  were  also  popular  with  money 
market  dropouts,  gaining  $379  mil- 
lion during  the  same  period. 

A  more  significant  sign  of  the  times 
is  the  fact  that  accounts  are  now  mov- 
ing among  the  narrower  group  of  equi- 
ty funds.  At  T.  Rowe  Price,  for  exam- 
ple, a  trickle  of  investors  have  been 
dropping  out  of  the  $1.4  billion  New 


Horizons  Fund  and  moving  into  the 
$1  billion  Growth  Stock  Fund.  That's 
a  sign  of  nervousness  about  the  sky- 
high  prices  of  some  of  the  hot  little 
companies  that  New  Horizon  favors. 
The  older  Growth  Stock  Fund  has  a 
portfolio  with  an  average  P/E  of  15 
while  New  Horizon's  average  P/E  is 
over  2 1 . 

In  the  not  so  distant  past,  most  eq- 
uity funds  discouraged  switching.  But 
when  money  market  accounts  began 
siphoning  off  assets,  many  fund  orga- 
nizations started  money  market  prod- 


ucts. Better  to  let  a  disillusioned 
shareholder  switch  within  the  family 
than  to  lose  him  completely. 

These  days,  despite  the  fact  that 
money  funds  have  lost  their  luster, 
investors  are  hooked  on  the  freedom 
of  moving  from  one  fund  to  another. 
Most  equity  funds,  of  course,  have 
risen  sharply  with  the  market.  But 
some  shareholders  aren't  satisfied 
with  good  performance.  They  want 
the  best,  and  a  thriving  cottage  indus- 
try of  middlemen  is  waiting  to  help 
them  find  it. 


These  advisers  sell  their  ability  toi 
use  mutual  funds  as  trading  vehicles. 
Most  individuals,  so  the  sales  pitch 
goes,  don't  have  the  energy  or  thel 
expertise  to  maneuver  back  and  forth 
among  products  like  growth  stock 
funds,  money  market  funds  or  evenl 
the  handful  of  precious  metals  funds. 
To  get  that  advice,  a  client  typically 
pays  around  1  Vz%  or  2%  of  his  assets, 
often  in  addition  to  normal  fund  man- 
agement fees.  Folks  who  can't  afford 
personalized  handholding  can  sub- 
scribe to  newsletters  like  fames  Scha- 
backer's  Switch  Fund  Advisory  and  Glen 
Parker's  Market  Logic 

There  are  problems  inherent  in  all 
this.  Trying  to  pick  tomorrow's  hot 
funds  is  clearly  a  high-risk  endeavor. 
A  switcher  who  chases  after  short- 
term  performance  leaders  will  quick- 
ly find  that  funds  are  no  different 
from  stocks:  The  ones  that  just  went 
up  are  often  more  likely  to  come 
down  than  those  funds  that  haven't 
moved  at  all. 

If  your  investment  strategy  in-} 
volves  steady  shifting  among  stocks 
and  bonds,  on  the  other  hand,  then 
moving  in  and  out  of  no-load  funds  is 
far  cheaper  than  dealing  directly  with 
a  broker.  Still,  market  timing  is  a 
tough  game  to  play.  Most  truly  suc- 
cessful investors  dismiss  it  as  impos- 
sible and  focus  instead  on  going  after 
long-term  value. 

Thanks  to  computerized  record- 
keeping, switching  costs  fund  manag- 
ers next  to  nothing.  The  problem,  for 
shareholders  and  portfolio  managers 
alike,  arises  when  market  timers  who 
follow  the  same  adviser  control  a 
disproportionate  share  of  a  fund's 
assets.  If  a  large  pool  of  money  sud- 
denly leaves,,  portfolio  managers 
could  be  forced  to  sell  stock  at  an 
inopportune  time,  and  that  could 
hurt  long-term  investors.  As  a  result, 
T.  Rowe  Price  and  some  other  firms 
try  to  enforce  limits  on  switching. 
But  most  fund  managers  are  willing 
to  suffer  market  timers  because  they 
see  switching  as  an  effective  way  to 
bring  in  new  customers. 

Still,  not  everyone  in  the  fund 
industry  is  ecstatic  about  the  trend. 
Charles  Royce,  president  of  $67  mil- 
lion Pennsylvania  Mutual,  a  top-per- 
forming growth  fund,  eliminated  his 
switching  option  for  new  accounts. 
"It  has  lost  us  business,  but  I  don't 
care,"  says  Royce,  who  argues  that 
switching  conflicts  with  his  long- 
term  investment  strategy.  "The  in- 
dustry thinks  investors  need  the, 
comfort  of  switching,"  Royce  contin- 
ues, "but  people  always  overtrade. 
Don't  give  them  a  gun  to  shoot  their 
feet  off."  ■ 
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This  June,  a  free  IBM  seminar 
can  help  bring  your  office  problems  down  to  size. 


If  your  office  problems  hav  e  grown  out  of 
jroportion,  vou're  in  luck.  Because  IBM,  the 
eader  in  office  solutions,  invites  you  to  free 
)ffice  Productivity  Seminars  in  June. 

We'll  show  you  solutions  to  office  prob- 
ems  you  face  every  business  day. 

Need  a  more  productive  way  to  handle 
ext.  data,  files,  mail  and  messages?  We've 
;ot  the  answer. 


Have  to  get  data  from  your  computer,  ana- 
lyze it  and  merge  it  with  a  report?  We'll  show 
you  how. 

Want  to  send  documents,  even  images,  to 
many  locations  simultaneously?  We  have  the 
systems  to  do  it. 

In  fact,  we'll  show  you  how  our  wide  range 
of  solutions,  from  the  most  preferred  office 
typewriters  to  advanced  office  systems,  can 


help  make  your  office  more  efficient  and  pro- 
ductive. 

To  get  on  top  of  your  office  problems, 
come  to  a  free  IBM  Office  Productivity  Semi- 
nar at  any  one  of  our  designated  locations. 
To  arrange  for  a  reservation  at  a  seminar  that's 
right  for  you,  just  call  your  local  IBM  repre- 
sentative. Or  call  toll  free  1  800  IBM-2468. 


If  you  own  or  trade 
stocks,  sooner  or  later 

you'll  learn  about 

Sto:k]hdexRitures. 

Better  make  it  sooner 
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FEB 
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J  Today's  stock  market  is  the 
iitLtj  most  volatile  in  history.  The 
higher  highs,  lower  lows  and  sud- 
den reversals  offer  both  risk  and 
opportunity— risk  to  the  investor 
with  a  portfolio  to  protect,  and 
opportunity  to  the  active  trader. 

Now  traders  and  investors 
alike  have  a  versatile  new  tool- 
stock  index  futures— that  allows 
them  to  take  advantage  of  move- 
ments of  the  broad  market.  For  the 


first  time,  you  can  translate  mar- 
ket opinion  into  market  action  with- 
out having  to  select  individual  stocks. 

The  first  stock  index  futures 
were  introduced  in  February 
1982.  Since  then,  they  have  be- 
come one  of  the  most  actively 
traded  futures  contracts  in 
America.  For  futures,  and  stock 
and  options  traders,  and  for  both 
individual  and  institutional  in- 
vestors, stock  index  futures  are 


simply  too  important  to  ignore 
So  here's  a  brief  introduction 
what  they  are,  how  to  use  them  fo 
profit  or  protection,  and  hov 
Merrill  Lynch  can  help  you  us 
them  more  effectively. 


A  futures  contract  is  simply  ■ 
standardized,  exchange-traded 
contract  to  buy  or  sell  a  fixeo 
amount  of  a  specific  asset,  at 


determined  future  date,  for  a 
(Tendy  determined  price, 
j  Stock  index  futures  are  a  little 
jFerent  from  other  futures,  in 
t  there  is  no  physical  underly- 
I  asset.  Traders  simply  partici- 
fe  in  the  overall  performance  of 

stock  market  as  measured  by 
index  of  stock  prices, 
i  Futures  are  currendy  traded 
jthe  New  York  Stock  Exchange 
;  mposite  Index,  the  Standard  & 
)r's  500  Index,  and  the  Value 
le  Composite  Index.  Each  has 

own  distinct  characteristics 
1  is  traded  on  a  registered  ex- 
mge;  a  Merrill  Lynch  Account 
scutive  can  explain  the  simi- 
ties  and  differences. 

In  most  ways,  however,  stock 
ex  futures  are  similar  to  other 
ores  contracts. 

The  initial  margin  required— 
ich  is  a  good  faith  deposit 
ler  than  the  traditional  margin 
liliar  to  securities  traders— is 
)roximately  10%  of  the  con- 
:t  value. 

This  high  degree  of  leverage 
i  generate  substantial  profits  or 


The  Arithmetic 
:  >f  Stock  Index  Futures. 

I  specific  example  may  clarify  how 
leverage  and  volatility  affect  the 
i  rofitability  and  risk  of  stock  index 
utures. 

|  The  value  of  a  contract  is  estab- 
i  shed  as  $500  times  the  level  of  the 
:idex.  If  the  index  were  90.00,  one 
iontract  would  be  worth  $45,000 
1)0.00  times  $500).  The  initial  mar- 
;in  to  hold  one  such  contract  is  set 
>y  the  exchange  at  $3,500. 

And  because  the  value  of  the 
iontract  is  $500  times  the  level  of 
iie  index,  each  1.00  shift  in  the 
:idex  moves  the  value  of  the  con- 
tact up  or  down  $500. 
i  For  example,  you  buy  a  stock 
iidex  contract  today  at  90.00.  Later, 
;ie  contract  price  declines  to  88.50 
>r  an  unrealized  loss  of  1.50  points 
jimes  $500  equals  $750).  Then,  if 
lie  price  rises  and  the  contract  is 
Did  at  92.50,  you  have  a  realized 
ain  of  2.50  points  (92.50  sale  price 
:ss  90.00  purchase  price),  or  $1,250 
150  points  times  $500).  For  sim- 
i  licity,  this  example  does  not  in- 
llude  transaction  costs. 


losses  from  relatively  small  price 
changes,  which  can  happen  very 
quickly.  Because  of  the  risk,  stock 
index  futures  are  not  suitable  for 
everyone;  you  should  be  aware 
of— and  be  able  to  assume— the 
financial  risks. 

You  can  withdraw  any  profits 
in  excess  of  your  initial  margin 
any  time  you  like.  If  the  value  of 
your  contract  falls  too  low,  you 
must  restore  your  account  to  its 
initial  margin  level. 


Stock  index  futures  offer 
traders  a  solution  to  a  frequent 
dilemma:  that  it's  all  too  common 
to  be  right  on  the  market  and 
wrong  on  the  stocks  you  pick. 

Now  you  can  participate  in 
the  direction  of  the  broad  market, 
without  having  to  select  a  single 
stock.  That  means  futures  traders 
can  trade  the  stock  market  with  an 
instrument  they  understand.  Stock 
and  options  traders  can  trans- 
late market  opinions  into  action. 

Investors  can  achieve  some 
protection  of  their  stocks  against 
an  overall  market  decline  or  at- 
tempt to  increase  the  rate  of  re- 
turn on  their  portfolios.  For 
example,  investors  who  are  con- 
cerned about  a  possible  near- term 
market  decline  can  protect  their 
portfolios  without  having  to  sell 
their  stocks,  by  selling  stock  index 
futures. 

Investors  anticipating  an  up- 
turn but  awaiting  funds  to  buy 
stocks  can  participate  in  the 
movement  by  buying  stock  index 
futures.  Similarly,  investors  who 
have  not  yet  made  their  stock 
selections  can  still  participate  in 
an  expected  market  rally  and 
attempt  to  increase  the  rate  of 
return  on  their  portfolio  by  buy- 
ing stock  index  futures. 


Although  stock  index  futures 
are  a  relatively  new  instrument, 
Merrill  Lynch  has  already  devel- 
oped considerable  expertise  that 
can  help  you  use  them  to  your 
advantage. 

The  Merrill  Lynch  Stock 


Index  Futures  Research  Report 
provides  both  technical  analysis 
from  our  Securities  Research 
Division  and  recommended  trad- 
ing strategies  developed  by  our 
Futures  Research  Division. 

Our  market  analysts  and  floor 
specialists  in  stock  index  futures 
keep  Merrill  Lynch  Account  Ex- 
ecutives continually  abreast  of 
significant  events  with  timely 
market  updates  throughout  every 
trading  day. 

A  Merrill  Lynch  Account 
Executive  can  show  you  how  best 
to  use  stock  index  futures  to  your 
advantage.  And  our  financial  re- 
sources and  years  of  service  to  our 
customers  provide  a  reassuring 
background  of  strength  and  in- 
tegrity. 

The  Merrill  Lynch  Guide  to 
Stock  Index  Futures  provides  an 
excellent  introduction  to  this  ex- 
citing new  market.  The  32-page 
brochure  includes  a  concise  de- 
scription of  the  mechanics  of  fu- 
tures, the  difference  between 
stocks  and  stock  index  futures, 
the  nature  of  stock  index  futures, 
and  strategies  for  active  traders 
and  stock  investors. 


Call  1-800-637-7455,  Ext.  868. 

Mail  to:  Merrill  Lynch  Service  Center 
EO.  Box  2021, 
Jersey  City,  NJ  07303 

For  a  free  copy  of  The  Merrill  Lynch 
Guide  to  Stock  Index  Futures,  call  the 
toll-free  number  above  or  mail  the 
coupon  today. 
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Despite  lower  rates  and  tougher  penalties, 
folks  are  working  harder  than  ever  to  cut 
tax  bills.  Is  all  this  time  well  spent? 


The  dark  side 
of  tax  shelters 


By  Richard  Greene 

If  you  walked  up  to  a  business- 
man, stuck  a  gun  in  his  ribs  and 
gave  him  the  choice  between 
handing  you  $100  or  simply  throwing 
away  $200,  he  would  have  no  trouble 
making  up  his  mind.  He  would  give 
you  the  $100 — and  then  call  the  cops. 
But,  somehow,  the  same  levelheaded 
businessman  will  thank  a  tax-shelter 
promoter  for  allowing  him  to  throw 
away  his  $200,  instead  of  giving  Uncle 
Sam  $100  in  taxes  due. 

Farfetched?  Not  quite.  Tax  shelters 
are  constructed  in  two  halves.  The 
first  half  gives  you  losses  on  an  invest- 
ment— sometimes  more  than  100 
cents  on  the  dollar — in  order  to  get  tax 
writeoffs.  The  second  half  brings  you 
a  return  on  that  investment,  in  the 
hope  of  substituting  capital  gains  for 
ordinary  income.  Unfortunately,  all 
too  many  investors  pay  attention  only 
to  the  first  half  of  the  shelter,  the  part 
where  you  lose  your  money.  They  ig- 
nore the  second  half,  where  you  aim 
to  turn  a  profit. 

With  the  Reagan  tax  cuts  taking 
effect,  you  would  certainly  expect  the 
use  of  tax  shelters  to  be  on  the  de- 
cline. Not  so.  Last  year  $9  billion 
worth  of  tax  shelters  were  sold,  and 
this  year  that  number  will  probably  be 
up  to  $12  billion.  A  good  portion  of 
that  rapid  growth  has  been  made  up 
by  IRAs  and  Keogh  plans,  of  course, 
but  there's  little  doubt  that  as  the 
total  amount  of  money  invested  in  tax 
shelters  of  all  types  has  grown,  so  has 
the  amount  put  in  shelters  that  will 
never  return  a  penny  to  the  investors. 

Take,  for  example,  the  growing  fad 
in  highly  leveraged  real  estate  tax 
shelters.  "The  promoter  buys  a  piece 
of  land  in  the  morning  for  $5  mil- 
lion," says  Robert  Stanger,  well- 
known  tax-shelter  consultant,  "and 


then  in  the  afternoon  he  takes  out  a 
second  mortgage  on  the  property  and 
brings  in  some  additional  money  from 
limited  partners  so  that  now  it's  fi- 
nanced for  a  total  of  $10  million.  The 
promoter  claims  that  since  he  in- 
creased the  price  of  the  property  by 
100%,  he  can  turn  around  and  in- 
crease the  deduction  by  that  much. 
An  investor  looks  at  the  tax  loss,  his 
eyes  glaze  over  and  he  signs  the 
check.  In  the  meantime  the  promoter 


is  adding  m  all  sorts  of  fees.  Unfortu- 
nately, when  the  IRS  looks  at  these 
things,  it  disallows  them." 

The  simple  fact  is  that  the  business 
of  tax  shelters  has  always  been  a 
risky  one  for  investors.  Outrageous 
promoters'  fees  can  drain  any  possi- 
bility of  real  profit  from  a  deal. 
Stanger  says  he  counted  up  no  fewer 
than  37  separate  types  of  fees  in  tax 
shelters  he  has  looked  at  recently. 
Meanwhile  the  IRS  is  growing  in- 
creasingly wary  of  so-called  abusive 
shelters.  That  should  be  enough  to 
make  the  average  investor  at  least 
somewhat  skeptical  of  shelters.  And 
there's  still  more.  Changes  in  the 
business  climate  added  to  changes  in 
the  tax  laws  have  made  the  tax-shel- 


ter game  even  riskier  than  ever  before. 

Some  of  the  pitfalls  center  on  the 
use  of  tax  shelters  as  delaying  devices, 
designed  to  give  you  deductions  this 
year  and  taxable  income  in  years  to 
come.  That's  great  when  tax  rates 
head  downward,  as  they  have  for  the 
last  several  years.  "But  in  the  next  few 
years  you  may  see  rates  higher  than 
they  are  today,"  says  David  Berenson, 
a  tax  partner  for  Big  Eight  firm  Ernst 
&  Whinney.  "So,  someone  who  takes 
a  deduction  now  and  pays  it  back  in  a 
few  years  may  wind  up  paying  under 
higher  rates." 

Similarly,  over  the  past  several 
years  inflation  has  helped  turn  tax- 
shelter  mistakes  into  successes.  You 
took  a  writeoff  in  year  one,  and  when 
you  paid  the  IRS  its  taxes  in  subse- 
quent years,  you  paid  them  in 
cheaper,  inflated  dollars.  Whether  in- 
flation will  stay  under  control  for  long 
is  an  open  question.  But  there  is  the 
possibility  that  an  ever-shrinking  dol- 
lar may  not  save  dubious  tax  shelters 
in  the  future. 

Even  as  the  changing  economic  en- 
vironment makes  tax  shelters  riskier, 
recent  congressional  action  has  made 
the  risk  of  an  IRS  challenge  much 
more  serious.  In  the  past  when  you 
were  hit  with  a  bill  for  back  taxes,  the 
interest  charges  you  paid  were  gener- 
ally less  than  the  return  you  could  get 
on  your  money  elsewhere.  So  even 
when  you  lost  on  the  legitimacy  of  a 
shelter,  you  won  on  the  spread.  Now 
the  interest  rate  on  penalties  is  tied  to 
the  prime  rate  and  adjusted  every  six 
months.  For  the  first  half  of  1983  it's 
16%,  compounded  daily.  Where  can 
you  invest  your  money  safely  to  earn 
that  kind  of  return? 

Other  recent  legislative  changes 
should  be  just  as  frightening  to  any- 
one considering  putting  money  in  a 
shelter.  Over  and  above  the  interest 
charge,  there  is  a  new  penalty  of  10% 
on  any  underpayment  of  tax  over 
$5,000.  So,  if  you  deduct  $100,000  for: 
a  disallowed  shelter,  the  IRS  will  take 
$10,000  as  a  fine.  And  that  is  not' 
deductible.  What's  more,  there  are  ad- 
ditional penalties  if  the  shelter  was 
disallowed  because  the  IRS  ruled  that 
you  had  overvalued  a  piece  of  proper- 
ty— as  might  be  the  case  in  the  lever- 
aged real  estate  deal  described  byl 
Stanger. 

Will  these  hazards  stop  investors 
from  going  into  shaky  tax  shelters? 
Probably  not,  if  the  past  is  any  guide. 
For  some  mysterious  reason,  the  desire 
to  avoid  paying  the  government  money 
can  cloud  the  minds  of  the  most  intelli- 
gent men.  Besides,  if  you  don't  have  a 
tax  shelter,  what  are  you  going  to  brag 
about  at  cocktail  parties?  ■ 
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Want  to  see  the  Father  off  our  country 
around  for  your  grandchildren? 


Borg-Warner  air  conditioning  systems  keep  the  temperature  and  humidity  constant  to 
help  preserve  the  historic  paintings  at  the  National  Gallery  of  Art.  That's  today's  Borg-Warner. 
Diversified  for  financial  stability.  A  company  worth  watching. 


1983  Borg-WarntrCorporatic 


Watch 
Bora-Warner 


For  an  annual  report  write:  Borg- Warner,  Dept.  50, 200  South  Michigan  Avenue,  Chicago,  Illinois  60604 


Is  the  future  of  Turkey 
any  of  your  business? 


Does  your  company  have— or  want- 
business  interests  in  Turkey? 


If  so,  you  should  know  about  an 
opportunity  to  enhance  your  prospects 
for  doing  business  in  this  revitalized  and 
strategically  important  nation. 

On  September  11-13, 1983,  a  select 
group  of  international  businessmen, 
bankers  and  investors  will  meet  in  Istan- 
bul to  confer  with  key  Turkish  govern- 
ment officials.  They  will  receive  a 
thorough  briefing  on  new  opportunities 
developing  in  Turkey  and  discuss  the 
roles  their  companies  can  play  in  the 
country's  economic  future. 

The  occasion?  The  Turkey  Forum: 
Opportunities  for  Trade  and  Invest- 
ment. This  meeting  is  sponsored  by  the 
government  of  Turkey  and  Institutional 
Investor,  Inc.,  publisher  of  Institutional 
Investor  magazine  and  organizer  of 
numerous  conferences  and  seminars  for 
the  global  financial  community. 

This  forum  provides  a  significant 
opportunity  for  one  of  your  com- 
pany's senior  executives  to... 

•  meet  personally  with  top  Turkish 
ministers  and  officials  who  control 
foreign  business  activities  in  their 
country; 

•  hear  firsthand  the  government's 


views  on  Turkey's  financial  and  po- 
litical conditions,  current  borrow- 
ing and  debt  management  plans; 
•  find  out  which  industries  Turkey 
has  targeted  as  growth  areas,  what 
incentives  and  credit  programs 
exist  for  foreign  investors  and  what 
are  the  best  ways  to  enter  the  Turk- 
ish market. 

Turkish  officials  participating  at 
the  forum  will  include  the  following: 
His  Excellency  Sermet  R.  Pasin.Mms- 
ter  of  State;  His  Excellency  Dr.  Ilhan 
Oztrak,  Minister  of  State;  His  Excellency 
Adnan  Baser  Kafaoglu.Mmsfero/' 
Finance;  His  Excellency  Mehmet 
Turgut.  Minister  of  Industries  and  Tech- 
nology; Tevfik  Altinok,  Secretary  Gen- 
eral of  the  Treasury;  Osman  Siklar, 
Governor  of  the  Central  Bank  of  Turkey; 
Husnu  Dogan,  Head  of  the  Foreign 
Investment  Department. 

Several  noted  international  experts 
will  also  address  the  forum,  including 
Alexander  M.  Haig,  former  U.S.  Secre- 
tary of  State. 

There  is  no  registration  fee  for  The 
Turkey  Forum.  However,  attendance 
will  be  limited  to  100  business  and 


financial  executives  in  order  to  assure 
the  most  productive  exchange  of  ideas 
and  information.  So  a  prompt  response 
will  be  important  to  secure  your  invita- 
tion. 

Turkey's  dramatic  economic  turn- 
around has  been  a  first  step  in  the 
government's  far-reaching  plan  to  forge 
a  future  of  industrial  and  trade  leader- 
ship in  Europe  and  the  Middle  East.  The 
Turkey  Forum  will  enable  your  company 
to  see  that  future  more  clearly. 

And,  at  the  same  time,  you  can  take 
some  steps  to  help  build  your  own 
future  in  Turkey  as  well. 

■Institutional 
Investor 

For  more  information  about  how  your 
company  can  participate  in  The  Turkey 
Forum:  Opportunities  for  Trade  and 
Investment,  contact:  M.  Van  Gelder. 
Managing  Director:  The  Turkey  Forum, 
Institutional  Investor,  488  Madison  Ave., 
New  York,  N.Y.  10022,  (212)  832-8888, 
Telex:  IISI  234988  (RCA),  INSINV 
428162  (ITT),  INSINVI  66385  (WUI) 


By  Ben  Weberman 


Capital  Markets 


Is  nothing  sacred  anymore — 
not  even  tax-free  utility  bonds? 


MINI  WPPSS? 


Canada's  hydroelectric-rich  prov- 
inces will  sign  long-term  contracts 
to  sell  cheap  power  to  the  northern 
U.S.  It  was  cheap  power,  remember, 
that  helped  spark  the  phenomenal 
growth  of  the  Sunbelt  in  the  first 
place.  What  if  cheap  power  revital- 
izes New  England  and  the  Midwest 
and  begins  to  draw  industry  back 
from  the  South? 

If  that  happens,  some  expensive 
utility  construction  in  the  South 
would  look  less  and  less  viable. 
Take,  for  example,  North  Carolina 
Municipal  Power  Ageticy  No.  1,  which 
owns  a  75%  interest  in  a  $1.3  bil- 
lion nuclear  power  plant  under  con- 
struction. The  plant  will  supply  19 
North  Carolina  municipalities  and 
the  Duke  Power  Co.  Because  of  a 
little-noticed  proposal  for  a  vote  by 
"bondholders"  on  how  interest  pay- 
ments are  to  be  met  beyond  Jan.  1, 
1986,  some  analysts  are  voicing 
considerable  concern. 

The  vote  was  shrewdly  scheduled 
for  the  brief  interval  in  which  the 
underwriters  hold  the  bonds.  So  it 
would  actually  be  a  decision  of  the 
underwriters,  not  of  the  ultimate 
bondholders.  Hardly  a  disinterested 
body.  The  idea  was  to  permit  the 
utility  to  keep  up  interest  payments 
if  construction  were  delayed.  But 
the  effect  is  to  allow  NCMPA  to 


MONEY  &  INVESTMENTS 


A  decade  ago  few  investors  doubted 
that  you  were  as  safe  in  the  bonds  of 
publicly  owned  utilities  as  in  your 
mother's  arms.  Now  times  have 
changed,  and  so  have  attitudes.  The 
problems  of  the  Washington  Public 
Power  Supply  System  are  the  most 
visible  evidence  of  this.  But  WPPSS 
is  not  alone.  Across  the  country, 
some  other  municipal  utilities  are 
facing  similar  if  less  severe  crises. 

Ten  years  ago  energy  planners 
assumed  that  oil  would  remain 
scarce  and  become  more  expensive 
and  that  energy  consumption 
would  grow  to  crisis  dimensions 
before  the  end  of  the  century.  Re- 
member those  brownouts  that  were 
always  around  the  corner?  None  of 
that  happened.  We  all  learned  to  get 
along  with  less  power,  and  oil 
prices  declined.  Utilities  were 
caught  with  huge  construction  pro- 
jects half  finished  and  with  no- 
where near  the  expected  power  de- 
mand required  to  pay  off  bonds 
issued  to  finance  them. 

The  Pacific  Northwest  is  far  from 
the  only  region  where  public  offi- 
cials committed  themselves  to 
building  expensive  new  capacity 
that  they  later  found  they  didn't 
need.  Surprisingly,  one  future  trou- 
ble spot  could  be  the  Sunbelt,  the 
fastest-growing  part  of  the  U.S. 
Why?  Because  of  the  possibility  that 

Ben  Weberman  is  economics  editor  of 
Forbes  magazine. 


meet  its  interest  payments,  not 
from  power  sales  revenues,  but  by 
selling  new  securities — a  Ponzi-like 
scheme  that  could  pile  up  more  debt 
every  year. 

For  similar  reasons  I  hesitate  to 
recommend  a  new  offering  of  a  big 
power  agency,  Lower  Colorado  River 
Authority,  even  though  those  due 
in  2003  are  priced  to  yield  as  much 
as  10.5%.  The  $330  million  issue, 
brought  to  market  in  early  June,  is 
intended  to  refund  outstanding 
bonds.  But  reserve  fund  require- 
ments and  rate  covenants — provi- 


sions that  protect  investors — are 
weaker  in  the  new  issue  than  in  the 
issue  being  refunded.  And  the  re- 
funding doesn't  achieve  any  cost 
savings,  which  is  the  usual  purpose 
of  a  refinancing. 

Cheap  Canadian  power  could  also 
affect  power  suppliers  in  New  En- 
gland itself.  Take  Massachusetts  Mu- 
nicipal Wholesale  Electric  Co.,  for  ex- 
ample, which  is  building  nuclear 
power  plants  at  Millstone,  Conn, 
and  Seabrook,  N.H.  Bond  analysts 
worry  that  because  of  reduced  pow- 
er demands  on  two  future  users — 
Public  Service  Co.  of  New  Hamp- 
shire and  Northeast  Utilities  Co.  of 
Massachusetts — a  mini-WPPSS  dra- 
ma could  someday  be  in  the  cards. 

Prescott  Ball's  director  of  fixed- 
income  research,  Peter  Schmitt, 
says  investors  also  should  keep  an 
eye  on  the  Middle  West,  especially 
Nebraska,  Iowa,  Missouri,  Tennes- 
see and  Kentucky.  Schmitt  singles 
out  three  small  municipally  owned 
utilities — Sikeston,  Mo,  Vancehurg, 
Ky.  and  Muscatine.  Iowa — where  ex- 
pected demand  may  not  actually 
materialize. 

Intermountain  Power  Agency, 
formed  in  1977  to  build  generating 
facilities  in  the  coalfields  of  Utah 
and  transmit  the  power  to  Southern 
California,  also  has  some  critics 
among  the  analysts.  But  others  say 
its  power  will  replace  outmoded  fa- 
cilities in  southern  California  and, 
therefore,  will  not  be  affected  by 
consumption  cutbacks.  IPA  bonds 
yield  about  10.7%. 

There  are  plenty  of  sound  utili- 
ties, of  course,  that  don't  face  these 
difficulties.  Their  construction  pro- 
grams were  more  modest,  either  be- 
cause the  managers  had  less  grandi- 
ose ambitions  or  because  they  sim- 
ply couldn't  afford  it.  In  the 
Midwest,  the  bonds  of  Omaha  Public 
Power  District  and  Lincoln,  Nebr.,  Elec- 
tric System  are  in  this  group.  Both 
utilities  have  limited  capital  re- 
quirements and  low  generation 
costs.  Schmitt  also  favors  five  Flor- 
ida municipal  systems — Gainesville, 
Jacksonville,  Lakeland,  Orlando  and 
Tallahassee. 

But  some  other  Florida  utilities 
may  not  be  in  as  good  a  shape.  The 
sad  fact  is  that  WPPSS  may  be  un- 
usual in  its  scale,  but  it  is  far  from 
unique.  Investors  can  no  longer  af- 
ford to  take  all  publicly  owned  util- 
ity bonds  for  granted.  ■ 


FORBES,  JULY  4,  1983 


177 


Observations 


MONEY  &  INVESTMENTS 


Whatever  its  drawbacks,  a  return  to  the 
gold  standard  looks  like  the  best  way  out 
of  our  present  difficulties. 

TIME  TO  TAKE 
THE  PLEDGE 


By  Ashby  Bladen 


Until  now,  I  have  not  joined  the 
people  who  are  urging  a  return  to 
the  gold  standard.  I  regarded  them 
as  impractical  fanatics  advocating  a 
policy  that  would  be  politically  im- 
possible to  get  adopted.  But  two  de- 
cades of  inflationary  economic 
expansions,  followed  by  painful 
but  ultimately  ineffective  credit 
crunches,  have  finally  changed  my 
mind.  I  am  now  convinced  a  gold 
standard  is  the  best  means  to  force 
our  policymakers  to  exercise  the  de- 
gree of  financial  responsibility  that 
will  be  required  to  avert  a  decline  in 
the  standard  of  living  of  both  the 
U.S.  and  the  world.  The  alternative 
that  the  policymakers  might  sug- 
gest— price  and  wage  controls — it- 
self depresses  the  standard  of  living 
by  reducing  efficiency. 

My  conversion  to  gold  was  caused 
by  the  gradual  loss  of  what  I  now 
regard  as  an  excessive  faith  in  hu- 
man rationality.  With  the  New  Eco- 
nomics of  the  Kennedy  Administra- 
tion, we  took  the  first  step  down  the 
path  that  starts  with  an  excessive 
rate  of  debt  formation,  passes 
through  a  period  of  intensifying  fi- 
nancial crises  and  ends  with  a  fall- 
ing standard  of  living.  The  New 
Economists  were  steeped  in 
Keynesian  dogma,  but  they  lacked 


Ashby  Bladen  is  senior  rice  president  for 
investments  of  the  Phoenix  Mutual  Life  In- 
surance Co.  and  author  of  How  to  Cope 
with  the  Developing  Financial  Crisis. 


practical  experience  in  the  financial 
markets.  As  a  result,  they  failed  to 
realize  that  their  proposal  to  run  the 
economy  permanently  at  full  em- 
ployment, at  the  cost  of  a  little  in- 
flation, would  motivate  people  to 
borrow  excessively  and  buy  infla- 
tion hedges. 

Similar  dogmas  have  caused  ex- 
cessive expansion  of  credit  in  the 
world  as  a  whole.  So  we  now  find 
ourselves  in  the  ridiculous  position 
of  having  to  lend  money  to  coun- 
tries that  cannot  possibly  pay  their 
outstanding  debts  so  that  they  can 
pay  the  interest  on  those  debts  just 
to  keep  an  international  financial 
crisis  from  breaking  out.  I  started 
writing  and  talking  about  the  grow- 
ing risk  of  financial  crises  over  15 
years  ago,  and  for  much  of  that  time 
I  believed  that  if  the  American  vot- 
ers were  just  shown  exactly  where 
our  policies  would  inevitably  lead, 
they  would  demand  that  those  poli- 
cies be  changed. 

It  didn't  work  out  that  way.  And 
even  when  my  faith  in  people's  abil- 
ity to  learn  by  abstract  reasoning 
began  to  fade,  I  continued  to  hope 
that  our  policymakers  would  at 
least  learn  from  the  accumulating 
experience  that  both  the  U.S.  and 
the  world  as  a  whole  are  piling  up  a 
steadily  less  supportable  burden  of 
debts.  This  borrowing  fever  is  likely 
to  be  broken  only  by  a  financial 
crisis  severe  enough  to  scare  every- 
body back  into  lasting  prudence. 

Last  fall  the  Fed  postponed  such  a 
therapeutic  crisis  in  the  U.S.  for  the 
fourth  time  since  1966,  largely  be- 
cause Chairman  Volcker  realized 
that  this  time  it  would  have  precipi- 
tated an  international  crisis  as  well. 
So  this  year  we  have  started  on  an- 
other credit-fueled  expansion.  But 
the  underlying  disease  cannot  be  ig- 
nored forever.  By  now  virtually  the 
whole  world  is  postponing  the  pain 


of  sobering  up  by  routinely  taking 
another  jolt  of  gin  with  the  morning 
orange  juice.  And  the  U.S.  is  doing 
most  of  the  pouring. 

The  hair-of-the-dog  approach  will 
eventually  lose  its  effectiveness.  At 
the  moment,  however,  we  aren't 
feeling  too  much  pain  in  our  stan- 
dard of  living  because  the  euphoria 
of  a  rising  bond  market  has  led  some 
financial  institutions  to  repeat  the 
very  mistake  that  just  a  year  ago 
they  swore  they  would  never  again 
make.  That  mistake  is  to  lend  out  at 
long  term  funds  that  the  institu- 
tions' own  creditors  can  withdraw 
on  demand  or  on  short  notice.  I  am 
seeing  to  it  that  the  institution  I 
work  for  doesn't  make  that  mistake 
because,  as  I  reported  last  time,  I 
expect  that  interest  rates  will  short- 
ly rise  back  to  a  level  at  which  funds 
start  pouring  out  of  financial  insti- 
tutions. In  short,  we  are  in  for  an- 
other burst  of  inflation  and  very 
high  interest  rates. 

Then  it  will  become  painfully  ob- 
vious that  inflation  and  high  inter- 
est rates — themselves  caused  by  ex- 
cessive creation  of  debts — are  in 
turn  drying  up  the  long-term  credit 
that  finances  the  productive  real  in- 
vestments on  which  our  standard  of 
living  depends.  People  have  no  in- 
centive to  save  in  the  form  of  long- 
term  financial  claims  when  they 
fear  that  inflation  will  destroy  the 
real  value  of  those  claims. 

This  leads  me  to  advocating  a  re- 
turn to  gold.  The  best  way  to  over- 
come the  experience  of  two  decades 
of  accelerating  inflation  and  lay  that 
fear  to  rest  would  be  to  go  back  to 
the  19th  century  system  of  com- 
plete convertibility  of  financial  in- 
struments into  gold  or  some  other 
commodity  that  possesses  real  tan- 
gible value.  Ordinary  Americans,  as 
well  as  foreign  central  banks, 
should  be  able  to  convert  dollar 
claims  into  a  fixed  amount  of  gold 
whenever  they  get  worried  about 
their  future  real  value. 

William  McChesney  Martin,  Ar- 
thur Burns  and,  now,  Paul  Volcker 
were  all  as  intelligent  and  responsi- 
ble central  bankers  as  we  could  rea- 
sonably have  hoped  for.  We  were 
lucky  to  have  them,  and  yet  each 
presided  over  an  inflationary  over- 
expansion  of  credit.  This  record  has 
finally  convinced  me  that  the  me- 
chanical discipline  of  the  gold  stan- 
dard is  essential.  ■ 
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to:  The  serious  investor  who  demands  superior  results 
from:  The  Value  Line  Investment  Survey 

2  things  you  should  know 

about  EVERY  stock  that 
concerns  you: 


TIMELINESS 

/  Relative  Price  Perform- 
Vance  Next  12  Mos 
SAFETY 

(Scale:  1  Highest  to 
BETA   65  (l 


Each  of  1700  stocks  monitored  by  Value  Line  is  the  subject  of  a  new  full- 
>age  Report  (size  BVt  x  11)  every  13  weeks.  (A  complete  set  of  the  latest 
Reports  Is  yours  as  a  bonus  below.) 

Each  of  these  full-page  Reports  contains  more  than  7000  items  of  infor- 
mation about  the  subject  company  and  its  stock.  But  before  you  bother  with 
my  other  information,  there  are  two  things  you  should  know  about  EVERY 
stock  that  currently  concerns  you: 

I.  HOW  SAFE  Is  this  Stock?  Value  Line  ranks 
>ach  of  1700  stocks  from  1  (Highest)  down  to  5 
Lowest)  for  relative  long  term  investment  Safety.  The 
Safety  rank  Is  based  on  the  stock's  price  stability  and 
he  company's  financial  strength  (each  of  which  is  also 
anked  separately).  If  you  require  superior  Safety, 
itick  with  stocks  ranked  1  or  2  in  this  respect. 

I.  HOW  TIMELY  is  this  Stock?  Value  Line  ranks  each  of  1700  stocks 
rom  1  (Highest)  down  to  5  (Lowest)  for  Timeliness— reflecting  Value  Line's 
>bjective,  computerized  assessment  of  its  relative  price  performance 
>rospects  In  the  next  12  months.  Almost  every  stock  goes  through  phases 
vhen  It  performs  a  lot  better,  or  worse,  than  the  overall  market.  Whatever 
ilse  you  may  want  from  your  Investments,  if  you  want  performance,  we 
tuggest  you  stay  with  stocks  currently  ranked  1  or  2— and  not  worse  than  3 
Average)— for  Timeliness. 

JPDATED  EVERY  WEEK 

n  addition  the  regularly  issued  full-page  Reports,  every  week  Value  Line's 
Summary  &  Index  updates  the  ranks  and  ratings  of  each  of  1700  stocks 
elative  to  all  the  others,  as  follows: 

a)  Rank  for  Timeliness  (as  outlined  above). 

b)  Rank  for  Safety  (as  outlined  above). 

c)  Estimated  Yield  in  the  Next  12  Months. 

d)  Estimated  Appreciation  Potential  in  the  Next  3  to  5  Years,  showing 
the  future  "target"  price  range. 

e)  P/E  ratio,  current  price,  Beta,  estimated  12-month  earnings  and 
dividends,  latest  quarterly  results  vs.  year-ago  results. 

SPECIAL  INVITATION 

fou  can  receive  the  complete  Value  Line  Investment  Survey  (with  30-day 
noney-back  guarantee)  for  the  next  10  weeks  for  only  $37— about  HALF  the 
egular  rate— If  nc  one  In  your  household  has  subscribed  in  the  past  two 
'ears.  And  you  automatically  receive  these  two  bonuses: 
iONUS  #1— Value  Line's  2000-page  Investors 
Reference  Service,  Including  our  latest  full-page 
Reports  on  each  of  1700  stocks  .  . .  fully  indexed 
ind  loose-leaf  bound  for  easy  reference,  and 
tystematlcally  updated  by  new  full-page  Reports  in 
he  weeks  ahead.  Filing  takes  but  a  minute  a  week. 

IONUS  #2— A  Subscriber's  Guide,  by  Arnold 
iemhard,  Value  Line's  founder  and  research  chief, 
rhis  72-page  guidebook  reveals  methods  of  stock  evaluation  that  took 
Jecades  to  develop,  and  tells  exactly  how  to  use  the  Immense  wealth  of 
jrecision-organlzed  data  In  The  Value  Line  Investment  Survey. 

MONEY-BACK  GUARANTEE 

f  you're  not  fully  satisfied  with  the  Value  Line  Survey  for  any  reason  at  all, 
limply  return  the  material  within  30  days  for  a  full  refund  of  the  fee  you  have 
)ald.  But  keep  the  72-page  book,  A  Subscriber's  Guide,  as  a  gift. 

With  the  very  first  weekly  Value  Line  issue  you  receive,  we  urge  you  to 
:heck  the  Safety  and  Timeliness  ranks  of  every  stock  that  concerns  you 
low. 

CALL  TOLL-FREE: 
If  you  have  Master  Card,  American  Express  or  Visa, 
)hone  1-800-331-1750  (operator  13)  24  hrs.  7  days  a  week. 
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The  Value  Line  Investment  Survey 

71 1  Third  Ave,  N.Y,  N.Y.  10017  Dept  416C04 
INTRODUCTORY  OFFER 

□  Begin  my  10-week  trial  subscription  for  $37  to  The  Value  Line  Survey 
(limited  once  to  any  household  every  two  years)  and  send  me  the  two 
bonuses  listed  above. 

ONE  YEAR  SUBSCRIPTION 

□  Begin  my  1-Year  (52  issues)  subscription  for  $365  and  send  me  the  two 
bonuses  listed  above.  There  are  no  restrictions  with  this  annual  subscrip- 
tion. 

SPECIAL  EXTRA  BONUS  i  w] 

A  pocket-size  CREDIT  CARD  LCD  CALCULATOR  given  II 
to  you  when  you  order  The  Value  Line  Investment  Sur- 
vey for  one  year. 

□  My  payment  is  enclosed. 

□  Please  charge  to:  □  American  Exp.  □  Master  Card  □  Visa 

Expiration  Date  Account  #  

This  subscription  is  tax-deductible  and  non-assignable. 
(N  Y.  residents  add  sales  tax.)  Allow  4  to  6  weeks  for  delivery 
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I  am  a  fundamentalist,  but  I  am  willing 
to  hear  what  the  technicians  have  to  say. 

"DR.  MILFORD'S" 
CHARTS 


By  Ann  C.  Brown 


I  joined  the  baby  bears  of  Wall  Street 
a  couple  of  issues  ago  in  expecting  a 
temporary  near-term  sinking  spell 
in  the  stock  market.  Since  I  am  a 
fundamentalist,  I  decided  to  check 
out  my  views  with  my  old  friend 
Dr.  Milford,  chartist  cum  laude. 
Like  most  technicians,  the  good 
doctor  couldn't  give  two  pins  what  a 
company  does  or  where  it  does  it, 
what  its  growth  rate  is  or  what  the 
return  on  equity  is  expected  to  be. 
Of  no  interest  to  him  are  estimated 
earnings  and  dividends,  currency 
fluctuations,  merger  and  acquisi- 
tions prospects  or  whether  the  man- 
agement graduated  from  the  Har- 
vard B.  School  or  a  veterinary  col- 
lege. National  and  international 
political  and  economic  develop- 
ments, things  that  fascinate  us  fun- 
damentalists, are  just  further  bits  of 
information  already  reflected  in  the 
numbers  Dr.  Milford  pores  over  day 
in  and  day  out. 

In  actuality,  Dr.  Milford  is  a  com- 
posite of  a  number  of  analysts  I 
know  who  study  the  market  itself 
instead  of  the  underlying  economic 
and  corporate  fundamentals.  Dr. 
Milford  is  a  chartist.  At  a  time  when 
a  good  many  fundamentalist  ana- 
lysts are  girding  for  a  reaction,  a 
high  proportion  of  the  Dr.  Milfords 
remain  bullish. 


Ann  C  Brown  is  chief  executive  officer  of  the 
equity  advisor}'  and  portfolio  management 
firm  of  A  C  Brou  n  &  Associates. 


On  interviewing  my  Dr.  Milfords, 
I  received  the  distinct  impression 
that,  while  they  would  have  liked  to 
join  me  in  my  caution  regarding  the 
market,  their  charts  remained  bull- 
ish. The  magnitude  and  duration  of 
the  market  rise  since  last  August, 
without  a  meaningful  correction, 
clearly  bothered  my  technical 
friends,  since  they  pointed  out  this 
phenomenon  hadn't  been  seen  since 
the  early  1930s.  However,  in  spite  of 
the  pauses  and  very  minor  pull- 
backs  of  recent  weeks,  the  upward 
trend  was  still  intact  and,  as  of  this 
writing,  Dr.  Milford  sees  the  vol- 
ume building  for  a  possible  assault 
on  the  existing  highs.  True,  it  is 
taking  increasing  volume  to  move 
the  market  higher,  but  the  market 
fails  to  drop  significantly  when  the 
volume  dries  up.  And  when  the 
breadth  turns  negative,  it  doesn't 
stay  that  way  very  long. 

What  stocks,  then,  would  Dr. 
Milford  be  buying?  Persuading 
chartists  to  commit  to  a  course  of 
action  is  always  difficult,  since  they 
instinctively  want  to  see  the  next 
tick.  However,  after  much  paper 
shuffling,  Dr.  Milford  produced  a 
list  that  he  warned  might  be  obso- 
lete by  the  time  this  column  came 
off  the  presses.  With  that  in  mind,  I 
asked  for  a  specific  price  for  each 
stock  above  which  he  would  not  be 
a  buyer. 

Here,  in  alphabetical  order,  are 
Dr.  Milford's  top  ten  trading  picks 
(all  optionable): 

Stock  Buy  below 

Anheuser-Busch  62 
Baldwin-United  12 
Eastman  Kodak  74 
Global  Marine  9Vi 
Hughes  Tool  20 
Philip  Morris  57 
Prime  Computer  20 
Sony  ADR  14 'A 

Telex  20 
Weyerhaeuser  38 


Nearly  all  of  the  picks  are  of  com- 
panies with  currently  mixed  funda- 
mentals; if  they  are  a  buy,  it  is  be- 
cause the  market  has  overdiscount- 
ed  the  bad  news. 

Anheuser-Busch  (66).  Rumor  has  it 
that  beer  consumption  is  running 
below  normal,  which  will  hurt  this 
number  one  brewer.  Earnings  esti- 
mates could  be  lowered  from  S6.40 
this  year.  Next  year  $7.40  could  be 
possible. 

Baldwin-Ignited  (12).  Tough  new 
management  trying  to  save  this 
troubled  company.  Bankruptcy  talk 
overblown,  but  problems  could  per- 
sist for  years. 

Eastman  Kodak  (74).  Worst  per- 
former of  the  30  DII  stocks  since 
last  summer.  Worldwide  recession 
causes  sales  slump,  and  increasing 
Japanese  competition  not  helping. 
Earnings  per  share  estimates  for 
1983,  S6.80.  If  dollar  weakens,  $7.75 
to  $8.75  in  1984. 

Global  Marine  (10).  Earnings  esti- 
mated at  SI. 70  to  SI. 80  per  share  for 
1983  because  of  contributions  from 
existing  oil-ng-drilling  contracts. 
Earnings  could  tumble  when  con- 
tracts expire  and  are  renewed  at 
lower  rates. 

Hughes  Tool  (20).  The  earnings  es- 
timates keep  coming  down.  For 

1983,  consensus  is  70  cents  per 
share.  Next  year,  SI. 75. 

Philip  Morris  (57).  Stock  down 
from  early-year  highs,  possibly  on 
lower  beer  (Miller)  earnings,  hints 
of  a  tobacco  price  war  and  concern 
over  new  no-smoking  laws.  Could 
earn  $7.25  per  share  in  1983  and 
$8.70  in  1984. 

Prime  Computer  (20).  Full-year 
1983  per-share-earnings  estimates 
are  in  the  $1  area  (split-adiusted). 
Next  year  $1.50  looks  attainable  for 
this  frequently  mentioned  takeover 
target. 

Sony  (16).  Earnings  still  headed 
south  and  the  company  continues 
to  be  plagued  by  inventory.  New 
products  far  away. 

Telex  (23).  Underfollowed  and 
rarely  promoted,  company  could 
earn  around  S2.25  per  share  in  1983, 
its  fifth  consecutive  sizable  earn- 
ings gain. 

Weyerhaeuser  (40).  Earnings 
trimmed  another  20  cents  per  share, 
to  $1.90  for  1983;  possible  $3  in 

1984.  Other  forest  products  compa- 
nies offer  more  leverage  on  the 
housing  market  recover)'  play.  ■ 
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Venture  Capital 


Decision  Resources  has  a  super  growth 
record.  The  company's  problem  is  that  it 
is  not  growing  fast  enough. 

SEAN  O'CONNOR'S 
DILEMMA 


By  Thomas  P.  Murphy 


"The  computer  software  business," 
explains  Sean  O'Connor,  33, 
founder  of  Decision  Resources,  "is 
like  other  businesses,  except  for  one 
thing.  It  is  sped  up  by  a  factor  of 
three."  In  practical  terms,  this 
means  growth  rates  reckoned  in 
months  and  product  life  cycles  pro- 
jected for  only  a  few  years.  It  also 
means  a  personal  life  chewed  to 
pieces  by  night  and  weekend  work 
as  O'Connor  races  to  make  his  busi- 
ness grow.  There  is  no  choice,  he 
feels.  It  is  grow  fast  or  die. 

The  race  started  casually  enough. 
In  the  late  Seventies  O'Connor,  an 
M. I. T. -trained  engineer,  began  fool- 
ing around  with  an  Apple  computer, 
trying  to  write  software  that  would 
drive  a  plotter  to  generate  everyday 
business  graphics:  bar  charts,  pie 
charts,  graphs,  etc.  It  worked  so  well 
that  O'Connor  found  he  could  pro- 
duce multicolored  graphics  that 
were  better  than  even  mainframe 
computers  were  producing,  and  he 
was  doing  it  on  a  microcomputer 
costing  a  few  thousand  dollars  and  a 
plotter  that  cost  $3,200  then  and 
$900  today. 

It  looked  like  a  marketable  prod- 
uct to  O'Connor,  and  he  was  in  a 
good  position  to  judge.  His  job  was 
screening  products  for  Cambridge 
Research  &  Development,  a  West- 
port,  Conn,  firm  that  starts  new 
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companies  based  on  inventions  sub- 
mitted to  it. 

O'Connor  could  write  software, 
but  he  was  not  a  trained  program- 
mer, so  he  hired  fohn  Segal,  then  a 
Harvard  sophomore,  and  his  own 
sister,  Ellen,  who  was  waiting 
around  to  get  into  Wharton  Busi- 
ness School.  This  team  got  Version 
3  of  Chart-Master  on  the  market 
early  last  year.  O'Connor  started 
with  Version  3,  figuring  that  cus- 
tomers would  be  wary  about  buying 
anything  labeled  Version  1. 

O'Connor  was  cautious.  He  hung 
on  to  his  job  at  Cambridge  Research 
and  ran  Decision  Resources,  which 
was  located  next  door,  in  his  spare 
time.  "I'd  seen  businesses  liquidat- 
ed," he  says.  "That  is  a  sad  sight." 

By  June  of  last  year,  Chart-Mas- 
ter, priced  at  $375,  was  selling  at  the 
rate  of  $18,000  a  month.  Some  of 
the  sales  were  still  mail  order,  but 
increasingly  Chart-Master  was  sell- 
ing through  computer  stores,  and 
that  despite  the  fact  that  store  per- 
sonnel gave  Chart-Master  little 
time.  "The  computer-store  people 
are  frantically  busy,"  says  O'Con- 
nor. "What  they  mean  by  'service 
and  support'  is  that  the  salesman 
remembers  your  name  if  you  come 
back  a  week  later." 

Not  that  O'Connor  expected 
much  support.  "There  are  16,000 
programs  written  for  the  Apple 
computer,"  O'Connor  explains, 
"and  already  1,600  for  the  IBM  per- 
sonal computer."  Among  the  latter 
there  are  eight  competitive  graphics 
programs,  but  all  are  geared  for  the 
lower  end  of  the  market,  while 
O'Connor's  market  is  the  Forbes 
500  kind  of  buyer. 

Decision  Resources  grew  rapidly, 
from  $5,000  sales  in  January  1982  to 
$45,000  by  December.  But  cash  re- 
quirements seemed  always  a  jump 
ahead  of  available  funds.  "We  were 
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growing,  but  we  weren't  growing 
fast  enough  for  the  software  busi- 
ness," says  O'Connor.  The  problem 
was  capital.  He  needed  money  to  do 
more  advertising,  to  hire  a  sales 
manager  and  to  hire  programmers 
to  work  on  his  next  products.  As  he 
analyzed  it,  he  had  five  choices: 

1)  Milk  the  business  for  cash  and 
eventually  fold  it. 

2)  Continue  what  he  had  been 
doing,  feeding  all  cash  back  into  the 
business. 

3)  Sell  to  someone  with  greater 
resources. 

4)  Raise  outside  capital.  (O'Con- 
nor figured  he  needed  $250,000. 
With  that  he  could  continue  to  have 
a  lock  on  high-quality  personal 
computer  graphics  and  in  1984 
show  about  $5  million  in  sales  and 
$750,000  in  pretax  profit.) 

5)  Say  to  hell  with  short-term 
losses  and  begin  growing  the  busi- 
ness as  though  he  had  the  money. 

Number  five  was  not  O'Connor's 
style:  "Growing  by  just  throwing  a 
lot  of  money  at  it  was  repugnant.  I 
don't  like  the  lack  of  feedback  and 
control."  In  fact,  all  but  the  fourth 
choice  were  rejected.  "I  have  a  great 
fear  of  failure,"  O'Connor  says, 
"and  a  great  desire  for  financial  in- 
dependence." He  defines  the  latter 
as  a  net  worth  of  $2  million. 

When  O'Connor  set  out  to  raise 
capital,  he  quickly  learned  that  ven- 
ture capital  firms  don't  like  to  talk 
about  $250,000  financings:  "The 
venture  industry,"  O'Connor  con- 
cluded, "is  people-limited.  They 
don't  have  time  to  work  with  small 
investments."  The  venture  capital- 
ists also  wanted  potential  sales  of  at 
least  $50  million.  Decision  Re- 
sources did  not  have  that. 

That  took  him  to  individual  in- 
vestors and  companies.  One  small 
corporation  in  a  related  field  invest- 
ed $150,000  in  exchange  for  12%  of 
the  company.  Another  investor,  an 
individual,  wanted  to  buy  20%  of 
the  company  for  $200,000,  but 
O'Connor  hesitated.  He  had  op- 
tioned stock  to  key  employees  and 
his  ownership  would  be  diluted  to 
40%  if  that  investor  came  in.  That, 
in  fact,  is  where  I  left  Sean  O'Con- 
nor and  Decision  Resources.  Ver- 
sion 5  of  Chart-Master  is  now  on 
the  market  plus  a  new  program  that 
does  fancy  lettering  for  presenta- 
tions. It  is  called  Sign-Master.  Ver- 
sion 3,  of  course.  ■ 
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Why  are  so  many  owners  of  personal 
computers  unhappy  with  their  purchases? 
They  leaped  before  they  looked. 

FINDING  YOUR  WAY 
THROUGH  THE  MAZE 


By  Srully  Blotnick 


I 


More  than  half  of  the  small  comput- 
er owners  I  have  surveyed  recently 
are  frustrated.  They  have  serious 
doubts  about  their  purchases.  What 
is  bothering  them?  Some  suspect 
they  bought  the  wrong  machine. 
Others  aren't  certain  that  they  have 
the  right  software.  A  clear  majority 
of  the  purchasers  I  talked  with  feel 
they  could  use  help  on  both  counts. 

Where  to  get  that  help?  How  can 
you  avoid  buying  a  machine  and 
software  that  you  almost  certainly 
won't  be  happy  with?  The  best  an- 
swer is  to  do  some  homework  before 
making  your  purchases.  Lots  of 
homework,  most  of  it  at  home.  It 
will  pay  off  handsomely  in  the  long 
run.  Many  potential  customers  are 
reluctant  to  go  into  a  store  and  just 
start  asking  the  clerk  questions. 
Why?  "Because,"  as  one  prospective 
buyer  told  me,  "I  don't  want  to  say 
something  dumb  to  the  salesmen." 
Another  typical  comment,  and 
much  more  to  the  point,  "I  don't 
think  I  know  enough  at  this  moment 
even  to  ask  the  right  questions." 

What  is  needed,  then,  is  a  good 
buyer's  guide.  However,  it  should 
be  one  that  takes  the  time  to  ex- 
plain what  the  products  being  sur- 
veyed actually  do,  since  many  con- 
sumers clearly  need  this  additional 

Dr.  Smlly  Blotnick  is  a  researcJ)  psychologist 
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information.  The  best  new  book  in 
this  category  is  Microcomputer  Buy- 
er's Guide  by  Tony  Webster 
(McGraw-Hill,  $19.95).  It  reviews 
products  from  more  than  180  mi- 
crocomputer manufacturers. 

What  about  a  guide  to  software? 
Those  who  have  machines,  or  al- 
ready know  which  ones  they  are 
likely  to  buy,  find  the  profusion  of 
software  on  the  market  maddening. 
The  best  way  to  avoid  being  over- 
whelmed by  the  flood  is,  first  and 
foremost,  to  know  the  full  range  of 
offerings.  Few  of  the  customers  I 
surveyed  who  bought  software 
knew  about  more  than  two  or  three 
of  the  most  popular  packages.  The 
majority  were  familiar  with  one,  at 
most,  and  acknowledged  that  "I 
bought  what  the  salesman  recom- 
mended." My  advice  is:  Before  even 
talking  to  the  salesman,  spend  some 
time  with  The  Software  Catalog:  Mi- 
crocomputers, Spring  1983  (Elsevier 
Science  Publishing  Co.,  S69.  Semi- 
annual updates  cost  $15).  In  addi- 
tion to  games,  it  gives  concise  de- 
scriptions of  packages  that  will  in- 
terest professionals  in  the 
accounting,  legal,  architectural, 
medical  and  dental  fields.  Ques- 
tions about  the  catalog  can  be  an- 
swered by  calling  800-525-4955. 

Owners  who  have  hardware  and 
software  that  satisfy  their  basic 
computing  needs  often  want  to 
learn  more  about  database  manage- 
ment packages.  David  Kruglinski's 
Data  Base  Management  Systems:  A 
Guide  to  Microcomputer  Software  (Os- 
borne/McGraw-Hill,  $16.95)  does  a 
good  job  first  of  explaining  and  then 
reviewing  the  best-known  products 
on  the  market.  Serious  students  of 
the  subject  won't  want  to  miss  Rela- 
tional Database  Systems:  Analysis 
and  Comparison  i Springer- Verlag, 
$19.80),  edited  by  J.  Schmidt  and  M. 
Brodie.  This  600-page  work  insight- 


fully examines  14  of  the  most  im- 
portant existing  relational  database 
management  systems. 

Springer- Verlag  has  also  recently 
published  what  has  to  be  one  of  the 
most  delightful  books  I  have  ever 
seen  for  those  who  want  to  use  sta- 
tistics to  solve  problems,  with  or 
without  the  aid  of  a  computer.  It  is 
called  Applied  Statistics  A  Handbook 
of  Techniques  ($48)  by  Lothar  Sachs, 
and  should  be  in  every  corporate 
library.  A  knowledge  of  calculus  is 
not  required  to  read  or  use  it. 

Those  who  do  know  elementary 
calculus,  and  want  to  learn  to  ana- 
lyze randomness  of  all  sorts,  should 
take  a  look  at  Probability  and  Ran- 
dom Processes  (Oxford  University 
Press,  $19.95)  by  G.  Grimmett  and 
R.  Stirzaker.  This  new  book  rapidly 
takes  the  reader  from  the  basics 
right  through  to  the  advanced  topics 
needed  to  study  important  business 
and  economic  problems,  and  does 
so  in  a  very  smooth  manner.  A  plea- 
sure to  read. 

In  addition  to  spending  time  with 
computer  books  like  those  cited 
above,  there  is  something  else 
worth  doing  before  plunging  into 
machines  and  software.  It's  obvi- 
ous, yet  needs  mentioning  because 
the  machines  are  being  so  aggres- 
sively promoted  and  widely  em- 
braced: Ask  yourself  whether  you 
really  need  a  computer.  For  many 
people,  a  programmable  calculator 
from  Texas  Instruments  or  Hew- 
lett-Packard, say,  for  less  than  one- 
tenth  the  price  is  more  than  ade- 
quate. That  is  particularly  so  for 
most  of  the  students  entering  engi- 
neering programs,  or  taking  a  few 
courses  in  the  area,  whose  word- 
processing  needs  are  minimal.  For 
this  group  there  is  a  noteworthy 
book  just  published  by  Macmillan 
entitled  Computation.  Calculators 
and  Computers  ($17.95)  by  G.  Beak- 
ley  and  R.  Lovell.  It  discusses  how 
to  use  programmable,  hand-held 
calculators  to  solve  a  wide  range  of 
problems,  while  painlessly  teaching 
the  reader  FORTRAN. 

Also  new  and  noteworthy  is  Rich- 
ard M.  Jones'  Introduction  to  Pascal 
(Allyn  cx  Bacon,  $23.95),  one  of  the 
best  Pascal  texts  on  the  market  to- 
day for  classroom  or,  especially, 
self-study. 

Before  starting  out  on  this  long, 
complicated  journey,  spend  some 
time  studying  the  road  maps.  ■ 
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Articles  of  faith.  

Reporting  on  the  inspired  and  dedicated  people  who  do  Gods  work 
has  been  a  TIME  tradition  since  the  very  beginning. 

Despite  evidence  that  we  live  in  an 
I  era  of  high  technology  and  low 
morality,  this  can  hardly  be 
called  a  godless  age.  Religious  move- 
ments and  religiose  personalities 
abound.  Issues  as  various  as  nuclear 
strategy  and  female  ministers  symbol- 
ize crucial  changes  sweeping  the 
Catholic  and  Protestant  churches. 

New  religious  militancy  in  the 
Middle  East  influences  elections  and 
foreign  policy,  and  alters  the  social 
structure  of  nations.  In  the  earth's  re- 
motest corners,  200,000  missionaries, 
very  different  from  the  "spiritual  impe- 
rialists" of  the  19th  Century,  work  as 
hard  to  save  lives  as  to  save  souls. 


Decidedly,  religion  is  news  these 
days.  But,  for  TIME,  it  always  has  been. 
From  its  very  first  issue,  TIME  has  had 
a  Religion  section,  "to  find  out','  some- 
one once  said,  "whether  God  was  doing 
anything  worthwhile  in  our  generation 
and.  if  so,  to  report  it!' 

From  simple  reportage,  TIME'S 
Religion  section  developed  into  a  sys- 
tematic examination  of  what  happens 
when  intelligence  discovers  something 
it  regards  as  holy,  and  is  transformed 
into  divine  discontent:  a  force  that  can 
not  only  move  mountains,  but  make 
heroes.  And  they,  as  Carlyle  assures  us, 
are  the  people  who  make  history. 

Understanding  heroes  and  their 
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inspirations  is  what  transforms  mere 
news  into  living  drama,  and  brings  co- 
herence to  events  that  seem  otherwise  to 
defy  comprehension. 

TIME  Magazine's  missionary 
zeal  in  finding,  exploring  and  commu- 
nicating the  human 
source  of  current 
events  creates  an  ap- 
peal, emotional  as 
well  as  intellectual, 
that  each  week  at- 
tracts nearly  30  mil- 
lion men  and  women 
around  the  world. 

More  goes  into  it. 


e  1983  Time  Inc 
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AMETEK,  Inc.  N 

NEW  YORK,  N.Y.,  May  26 — The  Board  of  Directors  of 
AMETEK,  Inc.  (NYSE-PSE)  today  approved  a  two  shares  for  one 
stock-split  in  the  form  of  a  100  percent  stock  dividend  on  the 
industrial  manufacturers  11  million  shares.  Stockholders  of 
record  at  the  close  of  business  on  July  1st  will  be  mailed  the 
additional  shares  on  July  15,  1983.  AMETEK's  Board  also 
declared  the  regular  quarterly  dividend  of  30  cents  per  share 
for  the  second  quarter  of  1983,  payable  June  29  to  stock- 
holders of  record  June  1 5, 1983.  AMETEK's  Chairman,  Dr.  John 
H.  Lux  said  that  at  its  next  dividend  meeting  the  Board  of 
Directors  will  consider  paying  a  20  cent  per  share  quarterly 
dividend  on  the  new  split  stock,  equivalent  to  an  increase  to  40 
cents  per  share  on  the  current  stock. 

AMETEK  last  month  reported  that  its  first  quarter  net 
income  was  a  record  for  any  quarter  in  the  company's 
history.  It  recently  reached  agreement  to  purchase  the 
MicroFoam  plastics  packaging  materials  operation  in  Wurt- 
land,  Kentucky  from  the  Du  Pont  Company  and  an  under- 
standing in  principle  to  purchase  the  Karbate  graphite 
equipment  business  from  Union  Carbide  Corporation.  Both 
acquisitions  are  for  cash  and  are  expected  to  close  in  the 
third  quarter  of  this  year. 

AMETEK,  a  Fortune-500  Company  listed  on  the  New  York 
Stock  Exchange  since  1930,  has  increased  total  dividend 
payments  annually  for  a  third  of  a  century. 

(Contact:  Darrah  Ribble,  Jr.,  AMETEK,  Inc.,  Station  Square 
Two,  Paoli,  PA  19301.  Phone.  (215)  647-2121.) 


ALTEX  OIL  CORPORATION  A 

DENVER,  COLORADO,  May  18,  1983— Cecil  C.  Wall, 
President  of  Altex  Oil  Corporation,  (ASE:  AOC)  and  Ray- 
mundo  J.  Chico,  President  of  American  Gold  Minerals  Corpo- 
ration, (NASDAQ:  AGMC)  today  announced  an  agreement  in 
principle  in  which  American  Gold  is  to  become  a  wholly 
owned  subsidiary  of  Altex. 

The  proposed  merger  would  result  in  American  Gold 
shareholders  receiving  one  share  of  Altex  common  stock  for 
each  V/2  shares  of  American  Gold.  There  are  presently 
14,400,000  shares  of  American  Gold  outstanding. 

The  agreement  is  subject  to  the  negotiation  of  a  defini- 
tive agreement,  the  approval  of  the  respective  boards  of 
directors  and  the  shareholders,  and  compliance  with  appli- 
cable requirements  of  the  Securities  and  Exchange  Commis- 
sion. American  Gold,  as  a  wholly  owned  subsidiary,  will 
manage  Altex's  newly  formed  metals  division.  This  division 
will  contain  not  only  the  present  gold,  uranium  and  other 
mineral  assets  of  American  Gold,  but  also  future  acquisi- 
tions that  the  companies  may  make  in  the  precious, 
strategic  and  semi-strategic  minerals. 

(For  more  information,  contact  Cecil  C.  Wall,  (801)  789- 
4550,  or  Raymundo  J.  Chico.  (303)  770-5004.) 


CONTINENTAL  SILVER  CORP.  (CONTINENTAL)  O-V 
ARIZONA  SILVER  CORPORATION  (ARIZONA)  O-V 

Directors'  Report  to  Members  (Shareholders) 

VANCOUVER,  B.C.  Canada,  June  6,  1983— The  BOARD  of 
DIRECTORS  are  pleased  to  announce  that  the  first  phase  of 
an  equity  financing  program  by  Continental  Silver  Corp. 
(CONTINENTAL)  successfully  took  place  on  June  3,  1983 
resulting  in  immediately  raising  the  Company  net  proceeds 
of  $1,526,250  (Cdn). 

Further,  pursuant  to  the  program  CONTINENTAL  is  in  a 
position  to  raise  an  additional  $4,425,000  (Cdn)  over  the 
next  year  if  all  the  Share  Purchase  Warrants  forming  part  of 
the  financing  are  exercised. 

These  proceeds,  together  with  the  cash  flow  anticipated 
to  be  generated  primarily  from  mining  production,  will 
enable  CONTINENTAL  to  accelerate  exploration  and  develop- 


ment operations  on  its  WHITE  HILLS  Mining  Properties 
located  in  Mohave  County,  Arizona,  U.S.A. 

In  addition,  CONTINENTAL  will  be  in  a  strong  financial 
condition: 

a)  To  exercise  the  OPTION  and  participate  as  to  its  proposed 
40%  undivided  interest,  in  the  development  of  and 
production  from  the  EUREKA  Mining  Property  comprised 
of  15  mineral  claims  also  located  in  Mohave  County,  in 
the  general  vicinity  of  the  Company's  White  Hills  Mining 
Properties; 

b)  To  commence  an  exploration  program  upon  conclusion  of 
a  Mining  Lease  with  respect  to  a  strategically  located 
Mining  Property  in  the  WENATCHEE  GOLD  BELT  AREA, 
County  of  Chelan,  Washington,  U.S.A. 

The  acquisition  of  and  the  exploration/development  pro- 
grams contemplated  for  the  EUREKA  and  the  WENATCHEE 
GOLD  BELT  Mining  Properties  are  subject  to  the  final 
approval  of  the  regulatory  authorities. 

The  operations  in  TENNESSEE,  U.S.A.,  are  continuing  to 
produce  gas  on  a  minimal  basis.  Meanwhile,  representa- 
tives in  San  Angelo,  Texas,  U.S.A.  are  continuing  to  search 
for,  examine  and  evaluate  potential  oil  and  gas  prospects. 
Recent  Significant  Developments 

The  recent  lease  from  United  Nuclear  of  a  silver  assay 
probe  will  enable  CONTINENTAL  to  obtain  close  to  absolute 
control  on  its  mining  properties  thereby,  among  other  things, 
keeping  development  costs  down  due  to  the  fact  that  the 
geology  can  be  more  precisely  determined.  The  probe  is  run 
intothe  drill  hole-and  computerization  effectivelyassays  every 
60-90  seconds  any  silver  values  encountered  and  stores  the 
information  in  the  computerized  probe  mechanism. 

In  conclusion,  CONTINENTAL  is  now  in  a  healthy  position  to 
take  full  advantage  of  earlier  development  work,  and  to 
achieve  increased  silver/gold  production  for  the  reasons  as 
follows: 

a)  The  new  silver  assay  probe  is  expected  to  greatly  improve 
and  expedite  the  existing  exploration  and  development 
programs  and  enable  the  existing  and  virgin  ore  bodies 
on  both  the  WHITE  HILLS  and  EUREKA  Mining  Properties 
to  be  probed  and,  where  warrented,  to  be  produced; 

b)  It  is  anticipated  in  the  very  near  future  to  gradually  shift 
from  processing  of  lower  grade  dump  material  to  higher 
grade  underground  ore; 

c)  Development  work  on  the  EUREKA  Mining  Property  is 
proceeding  very  satisfactorily  and  nearing  the  com- 
mencement of  production. 

During  the  ensuing  year  CONTINENTAL  will  concentrate  its 
main  efforts  on  its  Mining  Properties  including  broadening  the 
base  thereof  by  the  acquisition  of  other  properties  of  merit  in 
the  general  vicinity  of  WHITE  HILLS  where  warranted. 
'"ARIZONA  SILVER  CORPORATION  is  acquiring  the  other 
remaining  60%  undivided  interest  in  the  EUREKA  MINING 
PROPERTY  and  is  also  further  continuing  with  development 
and  mining  operations  on  its  adjacent  WHITE  HILLS  85 
mineral  claims. 

CAPITALIZATION 

Arizona  Silver  Corporation      Continental  Silver  Corp. 

Authorized  10,000,000  shares     Authonzed    5,000,000  shares 
Issued        3,926,934  shares     Issued        2,545,086  shares 
Listed:  Listed: 
Vancouver  Stock  Exchange/ARZ     Vancover  Stock  Exchange  /CVR 
NASDAQ  /ARZ  NF     NASDAQ  /CTL  SF 

(Contact:  Charles  S.  Underbill,  Director,  Arizona  Silver 
Corporation  &  Continental  Silver  Corp.,  Suite  1140,  625 
Howe  Street,  Vancouver,  B.C.  Canada  V6C  2T5  Phone:  (604) 
689-5588  or  Michael  Connor,  Balfour  Securities,  Suite  2170, 
630  5th  Avenue,  New  York,  N.Y.  Phone:  (212)  489-7133  or 
David  Morris,  Cowen  &  Company,  545  Madison  Avenue,  New 
York,  N.Y.  Phone:  (212)  688-7400) 


GOLDRICH  RESOURCES,  INC.  V 

VANCOUVER,  B.C.  Canada,  June  17,  1983— Paul  Frig- 
stad,  President  of  GOLDRICH  RESOURCES,  INC.  (Vancouver 
Stock  Exchange,  Symbol:  GRD)  has  announced  the  company 


has  reopened  for  commercial  gold  production,  on  a  mini 
basis,  the  Bayonne  Mine  which  is  situated  20  miles  from 
city  of  Creston,  B.C.  and  55  miles  from  the  smelter  city, 
Trial,  B.C.  The  company  owns  approximately  10,000  ac 
surrounding  the  original  Crown  Grants  or  159  units  in  to 
as  to  mining  rights. 

The  company's  independent  engineer,  Roy  Phendler  r 
given  ore  reserves  of  31,070  tons  proven  and  31,070  t» 
possible  and  50,000-70,000  tons  inferred  by  opening 
new  tenth  level.  Mr.  Phendler's  over-all  ore  reserves 
stated  in  his  May  10,  1983  report  to  the  company,  i 
grades  averaged  .442  ounces  of  gold  per  ton  and  .75  ouni 
of  silver  per  ton  over  1.77  feet  of  width. 

Initial  production  is  being  taken  from  higher  gra 
material.  With  numerous  veins  known  on  the  prope 
additional  development  work,  when  completed,  will  exte 
the  life  of  the  mine  substantially.  The  company  has  a 
proved  the  reserves  for  the  normal  three  years  peril 
Currently  GOLDRICH  RESOURCES,  INC.  has  2.3  mill 
shares  outstanding  of  which  approximately  635,175 
held  by  insiders  in  the  form  of  escrow  stock. 

The  company  has  no  debt  and  has  sufficient  f inane 
for  the  present  production  schedule.  Increments  of  20 
tons  batches  will  be  shipped  as  it  is  readied  from  the 
The  first  shipment  was  made  in  June. 

(Contact:  Paul  Frigstad,  GOLDRICH  RESOURCES,  IN 
Suite  611,  475  Howe  Street,  Vancouver,  B.C.  Canada  V 
2B3.  Phone  (604)  669-0515  or  John  Long,  CRESCE 
COMMUNICATIONS.  Phone:  (516)  360-0564.) 


McRAE  CONSOLIDATED  OIL  &  GAS,  INC. 

HOUSTON,  IX,  June  1— McRae  Consolidated  Oil  &  G 
Inc.  announced  today  that  it  has  mailed  to  its  shareholdl 
a  Notice  of  Meeting  and  Proxy  Statement  for  a  Spec 
Meeting  to  be  held  on  June  28,  1983.  Only  shareholders 
record  on  April  29, 1983  will  be  eligible  to  vote  at  the  spec 
meeting. 

The  purpose  of  the  meeting  will  be  to  vote  on  a  propoi 
whereby  McRae  would  transfer  all  its  assets  to  two  net 
formed  limited  partnerships  and  would  distribute  the  rest 
ing  limited  partnership  interests  to  its  shareholders  up 
liquidation  and  dissolution  of  McRae.  Subsidiaries  of  Shei 
son/American  Express,  Inc.  will  act  as  general  partners; 
the  two  partnerships.  The  proposal  was  first  announcedl 
McRae  and  Shearson/American  Express  on  October 
1982. 

Definitive  copies  of  the  proxy  statement  have  been  fii 
with  the  Securities  and  Exchange  Commission.  Shareholdl 
who  receive  the  proxy  materials  will  also  receive  copies 
McRae's  Annual  Report  on  Form  10-K  for  its  last  fiscal  yi 
and  of  McRae's  Quarterly  Report  on  Form  10-Q  for 
quarter  ended  March  31,  1983,  which  were  previously  fi 
with  the  Securities  and  Exchange  Commission. 

(Contact:  Bromley  DeMeritt,  Jr.,  Vice  President,  McF 
Consolidated  Oil  &  Gas,  Inc.,  601  Jefferson,  Suite  8i 
Dresser  Tower,  Houston,  TX  77002,  Phone:  (713)  652-58! 


MSR  EXPLORATION,  LTD.  0 

CUT  BANK,  MT.,  May  10— (NASDAQ:  MSREF;  Toron 
MTN-T). 

The  results  of  the  first  quarter  of  1983  show  an  all-ti 
record  high  quarter  for  MSR  Exploration  Ltd. 

Operating  revenues  for  Quarter  ended  March  31,  191 
totaled  $2,694,000.  This  compares  to  $1,514,000  for  Mai 
31,  1982,  representing  an  increase  in  revenues  of  soi 
78%  over  the  same  period  a  year  ago. 

Oil  and  gas  revenues  were  up  this  quarter  approximat 
94%  over  the  same  period  in  1982.  This  tremendc 
increase  in  oil  and  gas  revenues  is  a  direct  result  of  our  w 
completion  program  this  winter,  and  the  expansion  of  i 
Gypsy  Highview  Gathering  System,  our  pipeline  and  § 
plant  subsidiary. 


AN 

ADVERTISING 
SERVICE 
THAT'S 
SPECIAL . . . 


CORPORATE  REPORT 


SPECIAL  because  it's  where  publicly- 
held  corporations  can  report  current  develop- 
ments to  some  of  America's  most  important 
investors:  the  readers  of  FORBES. 

CORPORATE  REPORT 

UPDATES  appears  once  a  month.  For 
added  editorial  impact,  it's  positioned  in 
FORBES'  popular  financial  section,  "Money 
and  Investments." 

FORBES  has  over  700,000  subscribers 
and  a  total  readership  that  exceeds  2,000,000. 
98%  of  FORBES'  subscribers  have  investment 
portfolios  with  an  average  value  of  $615,000. 
Over  half  are  involved  with  helping  others 
make  investment  decisions.  Those  others  in- 
clude corporations,  institutions,  pension  funds, 
trusts  and  estates. 

ONCE  EACH  MONTH,  in  cor- 

porate  Report  Updates,  you  can  reach  those 
active,  investors  when  they  reach  for  FORBES. 

FORBES  gets  results.  For  more 
information  call  or  write: 

Sarah  Madison 

Corporate  Report  Updates 

Forbes  Inc. 

60  Fifth  Avenue 

New  York,  NY  1001 1 

Phone:  (212)  620-2371 


Financial  Strategy 


Your 
legacy: 

A 

40 -acre 
ranch 
and 
a  way 
of  life. 

As  big  as  all  outdoors, 
Forbes  Magazine  is  now 
offering  substantial  land  for 
skiers,  hunters,  naturalists 
and  lovers  of  America's 
magnificent  Old  West. 

For  the  pleasure  of  you 
and  your  family  today  these 
minimum  40-acre  ranch 
estates,  adjacent  to  the 
Forbes  Trinchera  Ranch  in 
southern  Colorado,  will  be 
an  important  legacy  in  the 
future  of  your  loved  ones. 

Prices  start  at  $25,000 
with  down  payment  as  low 
as  1%  and  monthly  pay- 
ments of  $250,  including 
interest  at  9%.  For  details 
and  color  brochure  write  or 
phone: 

Mr.  Errol  Ryland,  Manager 

FORBES 
WAGON  CREEK 
RANCH 

Box  303  KK 
Fort  Garland,  Colorado  81133 
(303) 379-3263 

This  is  not  an  offer  lo  sell  in  states  where  not  registered 


fi  1L'  M8IML6 

Ristorant.?  Italiano 

rT.  FORBES,  NEW  YORK  TIMES 
WWW        AND  GOURMET 

.  1460  SECOND  AVE.,  (76  &  77)  N.Y.C.  535-9310,, 


The  economy  is  on  the  way  up,  but  this  is 
not  the  time  to  return  to  old  habits. 


CUT  COSTS 
OR  ELSE! 


By  A.  Gary  Shilling 


Now  that  the  three-year  recession  is 
over,  you  may  think  you  can  relax. 
You  had  better  think  again.  You 
won't  be  able  to  slip  back  into  the 
old  patterns.  The  end  of  inflation,  as 
well  as  the  sporadic  growth  that  my 
firm  is  predicting,  means  that  cost 
increases  can  no  longer  be  passed  on 
routinely.  Thus  you  should  assume 
that  the  current  difficulty  in  raising 
prices  will  continue  indefinitely. 
You  should  develop  a  permanent 
cost-control  program.  Your  com- 
petitors may  already  be  moving  in 
that  direction.  Nationwide  nonfarm 
productivity  climbed  in  1982,  when 
one  would  have  expected  the  very 
weak  economy  to  depress  output 
per  worker  seriously  . 

Cost  control  means  that  manag- 
ers should  not  simply  fire  people 
while  retaining  their  positions  on 
the  organization  chart.  Then  they 
will  be  tempted  to  fill  the  empty 
slots  later  on.  Instead,  they  should 
reorganize  departments,  or  combine 
them,  to  eliminate  positions.  Only 
after  managers  have  streamlined 
their  organizations  should  they  fill 
positions,  and  then  they  must  be 
careful  to  choose  people  whose  tal- 
ents fit  in  with  the  new  system. 

Eliminating  minor  and  unprofit- 
able lines  of  business  is  another  way 

A  Gary  Shilling,  a  guest  columnist,  is  presi- 
dent of  A  Gary  Shilling  &  Co.,  Inc.,  a  New 
York  economic  consulting/inn  He  is  author 
of  Is  Inflation  Ending?  Are  You  Ready?. 


to  cut  costs  permanently,  as  is  re- 
ducing the  number  of  suppliers  you 
use.  Being  able  to  reward  suppliers 
who  meet  quality  standards  with 
bigger  orders  helps  control  costs, 
and  the  larger  orders  placed  with 
fewer  suppliers  will  also  tend  to  re- 
sult in  lower  bids.  Investment  in 
labor-saving  and  productivity-en- 
hancing capital  equipment  may  not 
always  have  immediate  payoffs,  but 
the  long-term  opportunities  for  cost 
saving  can  make  such  expenditures 
worthwhile. 

Some  of  these  investments  may 
be  unconventional.  Corning  Glass 
Works'  new  engineering  building 
was  designed  with  low  partitions  to 
take  advantage  of  the  finding  that 
engineers  get  a  majority  of  their 
ideas  from  casual  conversations 
with  colleagues,  not  in  isolated  of- 
fices. Corning  says  that  10%  more 
projects  are  now  being  handled  by 
the  same  number  of  engineers. 

Upgrading  the  purchasing  func- 
tion is  another  route  to  permanent 
cost  control.  In  many  firms,  pur- 
chased materials  outlays  vastly  ex- 
ceed labor  or  other  high-cost  items, 
but  purchasing  agents  tend  to  be 
low-level  people,  perhaps  reporting 
to  plant  managers.  Significant  cost 
savings  may  be  possible  by  elevat- 
ing these  purchasers  and  having 
them  report  perhaps  to  the  vice 
president  of  manufacturing.  Results 
may  be  even  better  if  purchasing 
managers  are  engineers  who  have 
run  plants  themselves  and  under- 
stand specifications  and  acceptable 
substitutes. 

Permanent  cost  control  can  also 
result  from  a  much  more  realistic 
attitude  toward  the  value  of  execu- 
tives' time.  As  consultants,  we  are 
basically  selling  our  time  and  have  a 
clear  understanding  of  its  value,  but 
we  observe  many  manufacturing 
executives,  even  at  the  most  senior 
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level,  who  are  concerned  with  the 
cost  of  capital  but  who  would  be 
hard  pressed  to  put  an  hourly  value 
on  their  own  time.  Is  it  worthwhile 
to  take  a  planeload  of  senior  officers 
on  an  overnight  trip  to  visit  lawyers 
in  their  offices  if  the  additional  cost 
of  having  attorneys  visit  the  clients 
at  home  is  only  several  thousand 
dollars? 

Setting  aside  ego-building  value, 
which  is  real  and  important,  is  the 
keynote  address  to  a  trade  associ- 
ation really  worth  the  time  that  the 
CEO  and  his  staff  spend  in  preparing 
and  delivering  it?  These  are  tough 
questions,  but  developing  the  habit 
of  asking  them  may  help  redirect 
executive  time  toward  the  most 
productive  uses  and  perhaps  even 
reduce  the  need  for  some  high- 
priced  talent. 

Creating  a  competitive  atmo- 
sphere among  divisions  or  plants 
that  produce  similar  products  is  an- 
other way  of  adding  a  permanent 
incentive  to  cost  control.  Xerox  has 
used  this  technique  among  its  U.S., 
British  and  Japanese  units  to  en- 
courage the  production  of  parts  and 
entire  machines  at  lower  costs. 
American  employees  of  Xerox, 
threatened  by  external,  internal  and 
offshore  competition,  are  voluntar- 
ily joining  quality-of-work-life  cir- 
cles and  engaging  in  other  produc- 
tivity-enhancing activities. 

Of  course,  even  in  a  noninflation- 
ary  climate,  some  firms  may  con- 
tinue to  have  a  meaningful  degree  of 
control  over  the  prices  of  their  out- 
put. For  most  businesses,  however, 
permanent  cost  control  is  probably 
the  only  route  to  success. 

Firms  that  have  cut  costs  on  a 
long-term  basis  have  been  able  to 
lower  their  break-even  points,  thus 
earning  higher  returns.  For  exam- 
ple, my  firm  estimates  that  General 
Motors  reduced  the  break-even 
point  on  its  vehicles  worldwide 
from  an  average  of  7.1  million  units 
during  the  1978-80  period  to  6.2 
million  units  in  1983.  This  repre- 
sents a  reduction  of  over  10%  of  the 
number  of  vehicles  GM  had  to  sell 
to  break  even. 

A  lot  of  us  got  religion  during  the 
recession  and  began  to  shed  sloppy 
habits  built  up  over  more  than  a 
decade  of  inflation.  Slipping  back 
into  those  sloppy  habits  will  prove 
costly,  maybe  even  fatal,  in  the  new 
low-inflation  environment.  ■ 


TRYTELUNG  THESE  PEOPLE 
THAT  CANCER  IS  UNBEATABLE. 


01 


Everyone  in  this  picture  shares  something  in  common.  They've  all  had 
cancer,  and  are  leading  happy,  normal  lives. 

Through  progress  in  treatment,  knowing  the  risks  and  early  detection, 
over  two  million  individuals  have  survived  cancer. 

But  most  people  don't  know  that.  They  still  think  cancer  is  unbeatable. 

A  fact  which  over  two  million  people  would  like  to  dispute. 

*jf  AMERICAN  CANCER  SOOETY 

*  How  you  live  may  save  your  life. 

This  space  contributed  as  a  public  service 


T.  Rowc  Price  Introduces: 

The  stock  fund  with 
dividends  for  today  and 
growth  for  tomorrow. 

Invest  in  our  new  Growth  &  Income  Fund  for 
current  income  and  the  potential  for  long-term  appreciation. 

The  Growth  &  Income  Fund  lets  investors  participate  in  equity  markets,  while 
providing  the  convenience  and  flexibility  of  a  no-load  mutual  fund.  And  there's  never  a 
charge  to  purchase  or  redeem  shares.  Bv  seeking  high  current  yield  as  well  as  growth, 
some  of  the  volatility  of  common  stock  investing  should  be  reduced.  An  excellent  basic 
equity  holding  for  investors,  the  Fund  is  also  well  suited  for  retirement  plans,  where 
investors  can  compound  dividends  on  a  tax-deferred  basis. 

YES!  Please  rush  me  a  tree  Growth  &  Income  Fund 
■     information  kit  and  prospectus,  with  more  complete  mfor- 
I     mation,  including  management  fee  and  other  charges  and 
.     expenses.  I  will  read  it  carefully  before  I  invest. 

Name  

Address  

City  State  Zip  

XRowe  Price 

,         100  Fast  Pratt  Street,  Baltimore,  MD  21202 

I  (d 

T.  Rowe  Price  Marketing,  Int.,  Distributor 


The  Fund  gives  you  the 
flexibility  of  free  exchange 
among  our  ten  no-load 
funds,  and  toll-free  tele- 
phone service  for  full  con- 
trol of  your  investment. 

Join  the  T.  Rowe  Price 
Family.  More  than  25,000 
of  our  shareholders  are 
already  benefiting  from  their 
nearly  $100  million  invested 
in  the  Growth  &  Income 
Fund.  Call: 

1-800-638-5660 

In  Baltimore  547-2308 
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Making  money  in  the  commodity  mar- 
kets in  recent  months  hasn't  been  easy. 
But  nobody  ever  said  it  would  be. 

MUCH  ADO  ABOUT 
NOTHING 


By  Stanley  W.  Angrist 


Alas,  it's  time  for  the  semiannual 
review  of  my  recommendations.  As 
you  will  see,  it  would  have  been 
better  if  I  had  stood  in  bed  on  some 
of  the  biweekly  picks  I  made. 

The  first  trade  I  suggested  in  1983 
appeared  in  the  lan.  31  issue — a  bull 
spread  in  copper.  Unfortunately,  it 
was  easily  doable  at  the  recom- 
mended level,  and  prudent  traders 
were  stopped  out  in  mid-February 
with  a  50-point  or  $125  loss. 

In  the  Feb.  14  issue  I  came  up  with 
a  hog  spread  involving  a  long  June 
and  short  April  position,  doable  at 
140  points  premium  the  June.  By 
mid-March  the  recommended  200- 
point  profit  could  have  been  taken, 
putting  $600  in  traders'  pockets. 

The  next  recommendation  was 
made  in  my  Mar.  28  column,  and 
was  essentially  a  bear  spread  in 
heating  oil.  Primarily  because  the 
weakness  in  the  oil  sector  abated 
somewhat  shortly  after  the  spread 
was  put  on,  the  June  never  went  to 
much  of  a  premium  to  the  May.  The 
market  stuck  it  in  our  ear  to  the 
tune  of  $250. 

In  the  Apr.  1 1  issue  I  suggested  a 
bull  spread  in  silver  that  worked 
just  like  a  textbook  case  by  widen- 
ing 30  cents  in  a  few  weeks  for  a 
$1,500  profit.  This  trade  never 
showed  any  loss. 


Stanley  W.  Angrist  is  a  commodity  specula- 
tor, consultant  and  longtime  observer  of  the 
commodity  markets. 


In  the  Apr.  25  number  I  showed 
my  colors  as  a  premature  stock  mar- 
ket bear  by  recommending  a  strate- 
gy that  would  show  a  profit  in  the 
event  that  the  market  had  a  sub- 
stantial correction.  It  hasn't,  and 
the  trade  didn't  work,  costing  us 
$1,000  in  the  process.  Back  to  sleep 
for  the  bears. 

Head  bloody  but  unbowed,  in  the 
May  9  column  I  looked  at  a  cattle 
versus  hog  spread,  using  three  con- 
tracts of  the  former  and  four  of  the 
latter.  I  recommended  entering  the 
trade  with  the  cattle  at  least  at  a  16- 
cent  premium  and  a  total  risk  of  no 
more  than  $2,400  on  the  trade.  Re- 
cently, the  loss  on  this  open  posi- 
tion stood  at  $800,  so  I  am  sticking 
with  it  for  now. 


1979  9  43.5%  -18  to  205% 

1980  21  25.5     -48  to  102 

1981  41  4.8     -41  to  76 

1982  57  -0.8     -54  to  37 

"Excluding  four  tunds  disa  >lvtxl  during  1980 

In  the  May  23  issue  I  suggested  a 
$eptember  Kansas  City  versus  Chi- 
cago wheat  trade.  It  could  have  been 
entered  at  5  cents  KC  over,  and  one 
would  now  be  holding  a  4-cent,  or 
$200,  profit.  The  trade  is  still  open. 

Of  the  five  closed-out  trades,  two 
were  profitable  for  a  net  profit  on 
the  five  of  $725.  The  two  open 
trades  show  a  net  loss  of  $600.  If  one 
ignores  commissions,  the  first  half 
of  1983  is  pretty  close  to  a  wash.  It 


could  still  turn  quite  profitable  if 
the  two  open  positions  go  as  project 
ed.  Of  the  trades  that  I  recommend- 
ed, 43%  were  profitable. 

Being  unimpressed  with  this  rec- 
ord, I  turned  to  the  April  issue 
of  Managed  Account  Reports  (5513 
Twin  Knolls  Road,  Columbia,  Md. 
21045),  a  publication  that  tracks  the 
performances  of  professional  com- 
modity traders  to  see  how  they,  as  a 
group,  have  been  doing.  MAR  com- 
piled the  figures  for  all  publicly 
traded  funds  for  the  years  1979 
through  1982.  First,  they  tabulated 
the  mean  and  the  range  of  the  funds' 
rates  of  return.  Then,  as  a  proxy  for 
the  risk,  the  mean  and  range  of  the 
maximum  drawdowns  (percentage 
drop  in  equity)  were  also  computed. 
For  $5  MAR  will  supply  a  copy  of 
their  report. 

MAR's  results  are  tabulated  be- 
low. Annual  yields  of  30%  and  up 
have  been  far  less  common  than  is 
generally  supposed.  (Most  observers 
believe  that  yields  lower  than  that 
amount  are  not  commensurate  with 
the  risk  taken.  The  underlying  data 
show  fund  managers  were,  in  gener- 
al, better  at  controlling  risk  than 
earning  terrific  rates  of  return. 
(Once  again  30%  is  considered  to  be 
a  large,  but  tolerable,  drawdown.) 


4  13.9%     3  to  51%  l 

8  12.9        0to44  2 

4  16.4  22  to  45  5 

6  21.0        0  to52  12 


I  have  presented  this  tabulation 
for  two  reasons:  1)  It  makes  my  me- 
diocre performance  for  the  first  six 
months  look  not  so  bad;  and  2)  it 
reveals  again  the  eternal  invest- 
ment truth  that  low  rates  of  return 
must  go  hand  in  hand  with  tightly 
controlled  risks.  It  seems  that  pro- 
fessional fund  managers  paid  very 
close  attention  to  managing  risks, 
which  on  average  kept  their  rates  of 
return  rather  modest.  ■ 


Controlled  risk,  low  returns 

Publicly  traded  commodity  funds  have  not  achieved  spectacular  rates  of 
return  under  their  professional  managements.  They  did  better  in  con- 
trolling their  risks — the  average  drawdown  never  exceeded  21%.  On  the 
evidence,  1981  and  1982  were  especially  difficult  for  professional  mon- 
ey managers.  The  number  of  funds  with  drawdowns  exceeding  30%  in 
both  years  exceeded  the  number  with  returns  greater  than  30%. 

 Rate  of  return    Largest  drawdown  

Number  number  number 

of  active  exceeding  exceeding 

Year  funds*        mean         range         30%  mean         range  30% 
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We've  Got  All-Stars 
Covering  All- Stars! 


We've  lined  up  a  fantastic  team  of  baseball 
experts  to  cover  the  50th  Anniversary  ALL 
STAR  GAME  this  summer.  Musburger, 
for  CBS  Radio,  and  Robinson  and  Snider, 
two  of  the  game's  immortals,  have  been 
in  33  all-star  games  themselves! 


Brent 

Musburger 


So  for  the  July  6  ALL-STAR  GAME  from 
Comiskey  Park,  Chicago  (where  it  all  began 
50  years  ago),  don't  miss  our  coverage  with 
Musburger  for  play-by-play,  and  Robinson  and 
Snider  with  color  and  analysis.  Catch  it— on 
your  nearest  CBS  Radio  Network  affiliate. 


Brooks 
Robinson 


1 18  .ill  star  games) 


Duke 
Snider 

17  all-star  games) 


The  All-Star  Game  July  6  on  the 
CBS  Radio  Network 


8:10PM  Eastern,  7:10PM  Central,  6:10PM  Mountain,  5:10PM  Pacific 
Check  local  listings  for  time  and  station  in  your  area. 


Property  Strategies 


The  blwring  of  distinction  between  debt 
and  equity  has  caused  problems  for  real 
estate,  but  it  also  offers  opportunity. 

HYBRID  VIGOR 


By  Stephen  E.  Roulac 


What  you  are  about  to  read  is  likely 
to  surprise  you.  Merrill  Lynch  Hub- 
bard just  sold  a  $250  million  real 
estate  syndication — the  largest 
ever — and  the  deal  involved  no 
debt.  That's  right,  no  borrowing,  no 
leverage  .  .  .  just  cold  cash. 

As  Merrill  Lynch's  brokers  tell 
the  story,  today's  market  offers  the 
opportunity  to  buy  properties  out- 
right, with  cash  flows  comparable 
to  those  of  tax-exempt  bonds. 
Here's  how  the  arithmetic  works: 
Investors  can  expect  a  yield  of  about 
8%,  but  depreciation  shelters  two- 
thirds  of  that.  So  the  aftertax  return 
comes  to  roughly  7%  for  top-brack- 
et taxpayers. 

That's  appealing  enough,  but  the 
salesmen  make  another  argument. 
Today,  unleveraged  real  estate  has 
the  safety  and  yield  lock-in  charac- 
teristics of  bonds.  And  since  rents 
are  tied  to  living  costs,  real  estate 
also  offers  an  appealing  potential  for 
capital  appreciation  and  a  hedge 
against  inflation. 

This,  of  course,  isn't  how  real  es- 
tate financing  is  supposed  to  work. 
In  the  past,  even  the  simplest  trans- 
actions involved  lots  of  debt  and 
sophisticated  ways  of  sharing  tax 
benefits  among  participants.  But  to- 


Stepben  £  Roulac  is  chairman  of  National 
Management  Advisory  Sen  ices,  a  division  of 
Kenneth  Leventhal  &  Co.,  a  national  CPA 
and  consulting  finn  specializing  in  real 
estate  and  financial  services. 


day's  interest  rates — at  record  highs 
in  real  terms — are  changing  things 
very  fast.  Investors  can  no  longer 
rely  on  long-term,  fixed-rate  mort- 
gages. Either  the  money  isn't  avail- 
able or  its  cost  is  prohibitive. 

As  a  result,  many  conventional 
leveraged  real  estate  deals  simply 
don't  make  sense.  This  also  means 
that  the  old  distinction  between 
debt  and  equity  is  fast  disappearing. 
To  fill  the  void,  creative  dealmakers 
are  turning  onerous  interest  rates 
into  opportunities  for  investors — 
many  of  whom  have  never  before 
been  attracted  to  real  estate. 

This  is  happening  through  a  pas- 
sel  of  unusual  financing  vehicles 
such  as  Merrill  Lynch's  all-cash 
syndication.  Like  many  of  these 
new  equity  positions,  it  has  a  low- 
risk  factor  that  conventional  real 
estate  investors  associate  with  debt. 
On  the  other  hand,  many  of  today's 
creative  mortgages  look  lots  more 
like  equity  than  debt  when  subject- 
ed to  close  analyis. 

Another  innovative  "not  borrow- 
ing" product  is  the  Sierra  Pacific 
Development  Fund,  designed  to  let 
individuals  invest  in  real  estate  on 
terms  typically  reserved  for  large  in- 
stitutional investors.  It  provides  de- 
velopers with  joint  venture  money. 

Traditionally,  this  kind  of  front 
money  comes  from  construction 
lenders,  and  borrowing  is  part  of 
what  makes  a  project  go.  But  now 
individual  investors  can  buy  equity 
early  in  the  development  process. 
That  offers  the  potential  of  sharing 
in  the  development  profits.  The 
risks,  of  course,  must  be  considered. 

To  avoid  borrowing  at  today's 
rates,  other  real  estate  syndicators 
have  gone  directly  into  the  lending 
business.  Balcor/ American  Express, 
for  example,  has  raised  money  for  a 
series  of  partnerships  that  invest 
funds  in  secondary  mortgages.  The 


MONEY  &  INVESTMENTS 


way  the  transactions  are  structured 
makes  returns — and  risks — close  to 
the  levels  traditionally  associated, 
more  with  equity  than  with  debt. 

The  numbers  look  like  this:  The 
interest  rate  is  perhaps  200  to  300 
basis  points  under  current  market 
levels.  Equity  participations,  how- 
ever, are  intended  to  add  between 
500  and  700  basis  points  to  make 
the  total  yield  more  attractive. 
When  Balcor  advanced  $400,000  on 
the  Forest  Brook  Shopping  Center 
in  North  Carolina,  for  instance,  the 
base  interest  rate  was  13% — well 
below  market  at  the  time.  But  pro- 
visions for  deferred  interest  of  8% 
and  participation  in  appreciated 
property  value  on  sale  or  refinanc- 
ing took  the  total  projected  return 
to  22.5%. 

A  different  approach  to  the  unset- 
tled mortgage  market  comes  from 
Winthrop,  a  Boston-based  syndica- 
tor.  Its  new  $200  million  partner- 
ship is  to  be  listed  on  the  American 
Stock  Exchange.  Winthrop  proposes 
to  buy  discounted  HUD  mortgages 
on  apartment  projects  it  expects 
will  be  converted  to  condomin- 
iums. A  precondition  of  conversion 
is  paying  off  the  HUD  loans,  and 
the  difference  between  the  face 
amount  of  the  mortgage  and  the 
discount  at  which  it  is  acquired 
becomes  profit  for  investors.  The 
ultimate  return  here  depends  on 
when  and  if  conversions  take  place, 
but  meanwhile,  the  downside  risk 
is  a  mortgage  pool  yielding  between 
8%  and  10%. 

These  financing  instruments  are 
a  response  to  the  same  issue.  High 
interest  rates  require  a  new  calculus 
for  investing  in  real  estate.  All-cash 
equity  deals  give  investors  a  chance 
to  earn  the  high  rates  that  conven- 
tional lenders  now  charge  develop- 
ers. Specialized  mortgage  funds,  on 
the  other  hand,  provide  debt  that  is 
cheaper  from  the  borrowers'  per- 
spective and  are  structured  to  ap- 
peal to  a  new  class  of  lenders. 

Some  of  these  unusual  products  ; 
may  look  attractive  to  you.  Others 
may  not.  But  be  especially  discern- 
ing before  getting  involved  in  any 
real  estate  venture.  Regardless  of 
how  attractive  a  deal  may  appear, 
bells  and  whistles  are  no  guarantee 
that  you  will  make  money.  To  do 
that,  you  need  a  sound  project, 
sponsors  that  are  intelligent  and 
honest — and  a  lot  of  patience.  ■ 
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rHESE  COMPANIES 
EARNED  AN 
UNEXPECTED  DIVIDEND 
rHIS  QUARTER 


They  invested  in  the  arts,  and  it's  paid  off  handsomely. 
Only  this  time  the  return  is  in  the  form  of  national 
recognition.  Because  a  distinguished  panel  of  judges  has 
just  declared  them  winners  in  the  Business  in  the  Arts  Awards  competition. 
The  Awards,  co-sponsored  by  the  Business  Committee  for  the  Arts  and  Forbes 
Magazine,  is  the  first  and  only  national  awards  program  to  honor  businesses  for 

supporting  the  arts. 

There  were  three  ways  a 
company  could  earn  dividends 
this  year:  First-Time  Awards  for  new  entrants,  Return  Awards  for  previous 
winners,  and  Distinguished  Achievement  Awards  for  businesses 
that  have  an  outstanding  history  of  support  to  the  arts.  These  winners 
re  located  all  across  the^^  country  from  Maine  to  California. 

The  competition  involved  more  than  big  blue-chip  companies.  Winning  firms  range  in  size  from  small  local  businesses  to  giant 
mltinational  corporations.  Company  contributions  included  more  than  liquid  assets  too.  They  could  take  the  form  of  a  cash  grant, 
le  loan  of  personnel,  the  provision  of  in-kind  goods  or  services,  or  a  tie-in  that  used  the  arts  in  advertising  or  promotion. 

Congratulations  to  the  Business  in  the  Arts  Awards  winners.  And  to  everyone  else,  showing  an  interest  in  the  arts  now  could 
arn  your  company  plenty  of  interest  when  next  year's  winners  are  selected. 


L  SI  NESS  COMMITTEE  FOR  THE  ARTS  INC.  1775  BROADWAY,  NEW  YORK,  N.Y.,  10019.  (212)  664-0600. 
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REAL  ESTATE 

REAL  ESTATE 

LAND  WANTED 

MISCELLANEOUS  FOR  SAL 

SAVE 

this  address 
If  you  are  interested 
in  a  Farm  or  a  Ranch 
anywhere  in  the  west 

Contact  ORR  LAND  COMPANY 

We  have  ali  sizes 

ORR  LAND  COMPANY 

420  East  58th  Street,  Suite  155 
Denver.  CO  80126 

(303)  295-1313 


SHERIDAN,  WYOMING 

2290  deeded  acres,  nestled  at  the  base 
of  the  Big  Horn  Mountains  on  1.7  miles 
of  Little  Goose  Creek,  the  area's  prime 
fly  fishing  stream  Totally  private,  ad- 
jacent to  National  Forest.  Yet  only  20 
minutes  to  Sheridan.  This  "end  of  the 
road"  ranch  has  excellent  facilities  for 
a  horse  operation  and  a  spectacular 
architect  designed  Spanish  style  home. 
This  is  one  of  the  Sheridan  area's  2  or  3 
most  prestigious  ranches — only  the 
second  owner  since  1880  Contact  Ex- 
clusive Agents  for  Sellers:  HALL  & 
HALL  INC.,  P.O.  Box  1924,  Billings, 
MT  59103    |406)  252-2155 


FREE  CATALOG 

Big  Free  SUMMER  Catalog  describes 
jnd  picture-  farms,  ranches,  acreages,  rec- 
reational properties,  businesses,  town  and 
country  homes  in  46  states  coast  to  coast! 
Please  specif)  type  and  location  preferred. 

UNITED  FARM  AGENCY 

612- Y  W  47th  Street 
Kansas  Citv.  MO.  64112 


NOTED  CATSKILL 
MTV  RESORT  - 

950  acres,  18-hole  golf  course.  PGA  pro 
golf  school,  100  lot  subdivision,  motel, 
cottages,  restaurant  scats  500  Lifetime 
owners  retire,  $1,350,000  Good  financ- 
ing. Details  and  videotape  available. 
CENTURY  21  T.L.  Wright  Realh. 
Coblcskill,  New  York  12043 


INDUSTRIAL/COMMERCIAL 
REAL  ESTATE 


MODERN  GEORGIA  PLANTS 

■  02.700  sf  -  Calhoun 

■  48,000  sf  -  Rome 

■  60.000  sf  -  Mocon 
Contocf  WILSON 

WATT  NEAL,  SIR  HULL 
404-352-1882  &NEAL 

Two  Northside  75  •  Atlanta.  Ga.  30318 


COURSES/SEMINARS 
TRAINING  PROGRAMS 


LAW  STUDY  THROUGH 
CORRESPONDENCE 

Registered  Law  School 
Oualify  for  California  Bar  Exam. 
Phone  Toll  Free  800-423-4530 
Ca.  residents  phone  800-362-7052 
SOUTHLAND  UNIVERSITY 
Dept  21B       35  N  Craig  Ave 
Pasadena,  CA  91107 


INVESTOR  WANTS  LAND 

A  scenic  working  ranch  or  timber- 
land.  Not  less  than  10,000  acres. 
Will  buy  for  cash  or  terms  as  re- 
quired 

Box  A251  Forbes 
60  Fifth  Avenue 
New  York,  N  Y.  10011 


GENUINE  GEMSTONES  AND 
JEWELRY 

Free  wholesale  catalog. 
Satisfaction  guaranteed! 
Member  Jewelers  Board  of  Trade 
Chamber  of  Commerce 
HOUSE  OF  ONYX 
No.  1  MAIN  ST. 
GREENVILLE,  KENTUCKY  42345 
TOLL  FREE  SERVICE  1-800-626-83! 


FORBES  CLASSIFIED 


FORBES  CLASSIFIED  is  published  in  the  first  issue  of  each 
month.  Advertising  closing  date  is  one  month  preceding  date  of 
issue. 

Frequency  discounts  available.  Payment  must  accompany 
order  unless  from  accredited  agency. 


FOR  ADDITIONAL  INFORMATION  WRITE  OR  CALL: 

LINDA  LOREN 
FORBES  CLASSIFIED 

60  FIFTH  AVENUE/NEW  YORK,  NY  10011 
(212)  620-2440 


Have  you  any  idea  how  much 
America's  colleges  mean  to  you? 


It  was  college-based  research  and  college-trained 
minds  that  gave  us  electronic  computers,  television,  space- 
craft. That  conquered  polio,  smallpox,  diphtheria.  That 
developed  new  strains  of  rice  and  wheat  to  help  feed  the 
world's  hungry. 

And  it  will  be  today's  college-trained  minds  that 
will  solve  tomorrow's  problems:  Energy.  Transportation. 


Health.  City  planning.  International  relations. 

But  only  if  you  help.  America's  colleges  are  in  deep 
financial  trouble. 

They  cannot  train  minds  for  tomorrow  unless  yoi 
make  it  possible  now. 

So  give  them  a  hand.  The  help  you  give  today  will 
make  tomorrow's  world  a  better  one. 


Make  America  smarter. 
Give  to  the  college  of  your  choice. 


Council  for  Financial  Aid  to  Education.  Inc 
Zt  680  Fifth  Avenue.  New  York.  N  Y  10019 


A  Public  Service  of  This  Magazine 
&  The  Advertising  Council 
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EXECUTIVE  GIFTS 


EXECUTIVE  GIFTS 


EXECUTIVE  GIFTS 


EXECUTIVE  GIFTS 


tonewall  Jackson  buys  some  stock. 

Offered  with  many  other 
American  autographs 
in  our  List  75, 
now  available  for  $2.00. 

JOSEPH 
RUBINFINE 

R.FD  No.  1 

V<^  /?  PLEASANTVILLE.  NJ  08232 

jr/ji^JJn,  (609)641-3290 

AUTOGRAPHS- MANUSCRIPTS 

HISTORICAL  AMERICANA  > 


PUBLICATIONS 


2 1 :  How  to  Prepare  and  Present  a  BUS  I 

iS  PLAN.  By  Joseph  R  Mancuso.  Prentice- 
.  1983  Hardcover,  316  pages.  "An  excellent 
le  to  writing  plans"  -Venture  Magazine 
tains  three  actual  business  plans.  $20.00 
22:  How  to  Write  a  BUSINESS  PLAN 
it  Rates  an  Eleven  (on  a  Scale  of  1  to 
|  Four  one-hour  cassettes  edited  from  a  live 
ilnar  on  preparing  business  plans.  Mancu- 

management  magic  shows  how  to  put  the 
ting  on  the  cake.  $65.00 
23:  Have  You  Got  What  It  Takes?  By 
:ph  R  Mancuso.  Prentice-Hall.  1982.  Soft- 
:r.  230  pages  Entrepreneurship — from  the- 
mto  practice  A  lively  informative  guide  to 
ting  your  o«n  business.  $7.95 

Send  for  Membership/publication  Info 
THE  CENTER  FOR 

ENTREPRENEURIAL  MANAGEMENT 

83  Spring  Street,  New  York,  NY  10012 
(212)  925-7304 


"50  WAYS  TO  SEE 
THROUGH  PEOPLE" 

;  problems!  Command  condi- 
Increase  profits!  End  worry!  $1 . 
Newlife 
Box  684-SX 
ioulder  City,  Nevada  89005. 


FORBES  BINDERS 


SLIP  CASES 
OR  BINDERS 


n  red  and  gold 
leatherette. 

Slipcase:  $5.95; 
three  for  $17 

Binders:  $7.50: 
three  for  $21.75 

i  check  with  your  name  and 

address  to: 
ESSE  JONES  BOX  CORP. 
Dept  FB,  P  O  Box  5120 
Philadelphia,  PA  19141 


BUSINESS  OPPORTUNITIES 


BUSINESS  OPPORTUNITIES 

Established  businesses  located 
west  of  the  Mississippi  for  sale  by 
owners.  Many  owner  financed. 
All  price  ranges  available. 

Call  collect. 
Agricultural  &  Related 
Businesses 
Food  Manufacturing 

or  Processing 
Retail  &  Wholesale 

(durable  goods) 
Personal  Services 
AFFILIATED  BUSINESS 
CONSULTANTS 

Box  6339.  Dept  F  Co  Spgs  CO  80934 
(303)  630-8188.  Exl  14 
No  fee  lo  buyer  involved 


FRAUD 

is  a  special  type  of  problem  and  in 
today's  increasingly  complex  world, 
special  problems  require  special 
attention  As  former  federal  fraud 
prosecutors,  we  put  our  extensive 
experience  to  work  to  help  entrepre- 
neurs, financial  institutions  and  busi- 
nesses of  all  sizes  respond  to  their 
fraud  problems.  From  embezzlements 
to  commercial  bribery,  from  bank- 
ruptcy fraud  to  theft  of  trade  secrets, 
FRAUD  IS  OUR  BUSINESSsm. 
WHITEHALL  &  COMPANY,  Finan- 
cial Fraud  Consultants,  P.O.  Box 
6351,  Attn:  LF,  Washington,  DC 
20015,  (202)  775  1370. 


Matttpion  Mail,  £td. 


THE  EXECUTIVE  COLLECTION 
Hampton  Hall  Ltd.,  the  leading  manufacturer  of  corporate  neckware,  will 
design  a  handsome  tie  and  scarf  for  your  company,  or  school.  Add  to  this  a  leather 
bound  wallet  and  a  belt  of  the  same  motif  and  you  have  the  Hampton  Hall 
executive  collection  Custom  designed  tote  bags  and  hats  are  also  available  For 
additional  information  and  brochure,  please  call  or  wnte:  (mm  order  150  units) 
HAMPTON  HALL  LTD  ,  220  5th  Ave.,  Suite  903-04,  N.Y.,  N.Y  10001    (212)  685-2440 
   IVpt  HI? 


I  KNOW 
WHAT  YOU  WANT 
THE  GIFT  for  ACHIEVERS 

Your  hand-crafted  oil  portrait, 
complete  with  a 
UNIQUE  GUARANTEE 

NO  OBLIGATION.  For  a  proposal 
that  is  simple  and  direct,  attach  your 
business  card  to  this  advertisement, 
and  MAIL  TO: 

Mr.  Alan  Elliott 

Portrait  Artist. 
6262  Babcock  Avenue 
No.  Hollywood.  CA  91606 


SAVE  SSS  ON 
COMPUTERS  &  CALCULATORS 


Hewlett -Packard -Texas  Instruments- 
Commodore-Atari-Timex-Franklin-Epson 
HP41CV  $219.95  —  HP41C  $169  96  — 
HP75C  comp.  $769.95  -  HP-12C  $99  95 

—  TI99/4A  $159.95  —  NewTI  CC40comp 
$199  95  —  Timex  TS1000$44  95  —  Timex 
printer  $94.95  —  Atari  1200-64K  $695  00  — 
800-48K  $499  95  —  400-16K  $159.95  — 
Franklin  1200  —  128K  Apple  and  CP/M 
Ace  1000— 64K$989  00—  IBMnewSelec- 
tric  II  dual  pitch-correcting  $789  95  — 
Atari  2600 $89.95  -  5200  $184  95  —  COm- 
modore  64  $399.95  —  Vic  20  $99.95 
package.  Mattel  Intellivision  2609  $99  95 

—  Kaypro  II  and  more 

'Some  prices  after  rebate 
OSC,  PO  Box  74545,  LA  Cal 
90004-800-421-8045  or  213-739-1130  ;n 
California  800-252  2153 


BOOKS  ON  TAPE 

FREE  BROCHURE 


NEW 
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Flashbacks 


Edited  by  Dero  A.  Saunders 


"The  more  things  change. . . ."    Items  from  past  issues  of  Forbes 


World's  largest  plane,  being  built  in  1923  near  Dayton,  Ohio,  weighed  42,000 pounds 


Sixty  years  ago  in  Forbes 

'From  the  issue  of  July  7,  1923) 

"The  monetary  position  is  distinctly 
better  than  many  had  predicted. 
Alarm  over  'inflation'  has  died  down. 
Interest  rates  have  remained  low 
enough  to  foster  all  legitimate  enter- 
prise. The  reserve  ratio,  thanks  chief- 
ly to  gold  imports,  is  so  high  that  little 
concern  need  be  felt  over  awkward 
stiffening  of  rates  when  crop-moving 
requirements  come  along." 

"A  billion-dollar  saving  during  the  fis- 
cal year  ended  June  30,  1923  was  an- 
nounced by  President  Harding  and  Di- 
rector of  the  Budget  Lord.  An  antici- 
pated deficit  of  $823  million  in 
ordinary  government  expenditures 
was  turned  into  a  $200  million  sur- 
plus of  receipts  over  expenditures. 


Carnation  Milk  President  ft/bridge  Stuart 
with  prize  hull  he  bought  for  $106,000 


Appropriations  for  the  fiscal  year 
1923-24  are  $3.7  billion,  which  is 
$234  million  less  than  the  previous 
fiscal  year  and  $7.8  million  less  than 
asked  for  in  the  budget  submitted  to 
Congress  last  December." 

"Florida  strikes  me  as  entering  an  era  of 
growth,  not  merely  as  a  winter  resort, 
but  agriculturally,  horticulturally,  in- 
dustrially, financially,  commercially 
and  real  estate-wise.  Florida  lately  has 
done  something  besides  wiping  out  the 
leasing  and  the  lashing  of  convicts.  Her 
legislature  has  submitted  to  popular 
vote  an  amendment  to  the  constitu- 
tion prohibiting  the  levying  of  income 
or  inheritance  taxes  upon  state  resi- 
dents for  25  years." 

— B.C.  Forbes 

"In  many  of  the  major  industries  the 

demand  for  common  and  skilled  la- 
bor is  far  greater  than  the  supply. 
Farmers  are  finding  it  almost  impos- 
sible to  obtain  sufficient  labor  to 
harvest  crops.  Unprecedented  migra- 
tion of  Negro  labor  from  the  South 
has  added  to  the  hardships  of  the 
southern  farmer." 


Fifty  years  ago 

(July  I.  1933) 

"This  year  the  child  labor  amend- 
ment— which  gives  Congress  the 
power  'to  limit,  regulate  and  prohibit 
the  employment  of  persons  under  18 
years  of  age' — has  suddenly  come  to 
life.  Although  Congress  put  ratifica- 
tion up  to  the  states  nine  years  ago  by 


passing  the  necessary  resolution,  only 
six  states  had  approved  it  up  to  Janu- 
ary 1933.  And  rejection  by  26  states 
apparently  had  killed  all  chances  of 
the  amendment's  adoption.  Interest 
in  it  died;  it  became  known  as  the 
'lost'  amendment. 

"But  in  June  New  Jersey  ratified  the 
child  labor  amendment.  And  New  Jer- 
sey's ratification  brought  to  7  the  list 
of  states  which  have  done  so  this  year 
[and]  to  13  the  total  which  have  ap- 
proved the  amendment — a  gain  of 
more  than  100%  in  six  months." 

"In  selecting  the  soundest  financial 
investments,  the  question  of  when  to 
buy  is  far  more  important  than  what  to 
buy.  The  latter  can  easily  and  me- 
chanically be  secured  by  extensive  di- 
versification; but  the  former  requires 
great  wisdom  and  courage. 

"But  how  shall  you  know  when  it  is  the 
right  time  to  buy  '''  The  answer  is  'by  the 
study  of  financial  and  business  condi- 
tions.' ...  I  could  even  give  you  a 
simpler  rule  than  this.  When  you  and 
others  can  easily  get  work  and  there  is 
even  a  shortage  of  labor  in  some  lines, 
sell  securities  and  store  cash;  but 
when  you  and  others  are  out  of  work 
and  the  large  cities  have  bread  lines  of 
unemployed,  buy  securities.  And  if 
you  previously  sold  when  things  were 
high,  you'll  have  the  cash  to  do  it." 

— Roger  W.  Babson 


Twenty-five  years  ago 

(July  I.  /95<SV 

"  'It's  been  very  stylish  to  invest  in 
technical  growth  stocks  with  a  sci- 
ence flavor.  So  stylish  in  fact  that 
we've  had  an  investment  binge  in 
electronic  stocks — and  every  binge 
has  its  hangover.  We're  having  one 
right  now,'  (said]  Warren  B.  Hayes,  a 
big  name  in  the  booming  West  Coast 
electronics  industry.  ...  In  1954  he 
cofounded  Culver  City,  Calif. 's  Pacif- 
ic Semiconductors  with  two  scientist- 
refugees  from  Howard  Hughes'  un- 
ruly stable.  A  $5  million  (sales)  manu- 
facturer of  diodes  and  transistors, 
highly  successful  Pacific  is  still  pri- 
vately held.  .  .  ." 

"In  last  year's  short  but  sharp  stock 
market  decline,  few  stock  groups 
burned  investors  as  badly  as  did  the 
'growth'  aluminum  companies.  Even 
allowing  for  the  current  rally,  shares 
of  aluminum's  Big  Four  were  down  an 
average  of  37%  from  their  highs  in 
late  June." 
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All  men's  gains  arc  the 
fruit  of  venturing. 
Herodotus 


It's  the  price  of  leadership 
to  do  the  thing  you  believe 
has  to  be  done  at  the  time 
it  must  be  done. 
Lyndon  B.  Johnson 


One  of  the  greatest  obstacles 
to  success  is  man's  inability 
to  put  first  things  first. 
Charles  B.  Roth 


Great  minds  have  purposes; 
others  have  wishes. 
Washington  Irving 


Some  people  have  a  genius 
for  doing  nothing  and  doing 
it  assiduously. 
Thomas  C.  Haliburton 


A  Text . .  . 

Let  us  therefore  follow 
after  the  things  which 
make  for  peace,  and  things 
wherewith  one  may  edify 
another. 
Romans  14:19 


Sent  in  by  F.M.  Gaugh,  Clearwater  Beach, 
Fla.  What's  your  favorite'  text?  The  Forbes 
Scrapbook  of  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of  texts  used. 


Consistent  winning  is  not 
the  purpose  of  an  endeavor 
Consistent  winning  is  the 
inevitable  by-product  of 
being  the  best. 

CULLEN  HlGHTOWER 


Not  all  those  who  are 
attempting  to  conduct 
successful  businesses 
are  profiteers. 
Calvin  Coolidge 


Thoughts 

on  the  Business  of  Life 


Success  is  not  a  matter  of 
luck.  It  is  mainly  a  matter 
of  first,  work:  second,  work; 
third,  work — with,  of  course, 
ct  plentiful  mixture  of  brains, 
foresight  and  imagination. 
Remember,  also,  that  genius 
is  most  times  the  fruit  of 
hard  work — well-directed  and 
long-visioned. 
B.C.  Forbes 


Few  of  us  get  anything 
without  working  for  it. 
William  Feather 


The  combination  of  hard 
work  and  smart  work  is 
efficient  work. 
Robert  Half 


If  the  power  to  do  hard 
work  is  not  talent,  it  is 
the  best  possible  substitute 
for  it. 

James  A.  Garfield 


Productive  power  is  the 
foundation  of  a  country's 
economic  strength. 
Stafford  Cripps 


Dreams  never  hurt  anybody 
if  he  keeps  working  right 
behind  the  dreams  to  make 
as  much  of  them  come  real 
as  he  can. 

F.W.  WOOLWORTH 


More  than  3,000  "Thoughts."  indexed  by 
author  and  subject,  are  available  in  a  574- 
page  book  at  $13.95.  Send  check  and  order 
to:  Forbes  Inc.,  60  Fifth  Ave.,  New  York,  N.Y. 
10011.  Add  appropriate  sales  tax  on  New 
York  State  orders. 


It  may  be  those  who  do 
most,  dream  most. 
Stephen  Leacock 


The  toughest  thing  about 
success  is  that  you've  got 
to  keep  on  being  a  success 
Talent  is  only  a  starting 
point.  You've  got  to  keep 
working  that  talent. 
Irving  Berlin 


There  may  be  luck  in  getting 
a  good  job,  but  there's  no 
luck  in  keeping  it. 
J.  Ogden  Armour 


Even  when  I  do  not  feel 
like  work,  I  sit  down  to 
it  just  the  same.  I  cannot 
wait  for  inspiration,  and 
inspiration  at  best  is  a 
force  brought  into  action 
by  effort. 
Igor  Stravinsky 


If  people  knew  how  hard  I 
have  to  work  to  gain  my 
mastery,  it  wouldn't  seem 
wonderful  at  all. 
Michelangelo 


A  big  corporation  is  more 
or  less  blamed  for  being  big. 
It  is  only  because  it 
gives  service.  If  it  doesn't 
give  service,  it  gets  small 
faster  than  it  grew. 
William  S.  Knudsen 


Shallow  men  believe  in  luck, 
believe  in  circumstances:  It 
was  somebody's  name,  or  he 
happened  to  be  there  at  the  time, 
or  it  was  so  then,  and 
another  day  it  would  have 
been  otherwise.  Strong  men 
believe  in  cause  and  effect. 
Ralph  Waldo  Emerson 


The  lyf  so  short,  the 
craft  so  long  to  lerne, 
the'  assay  so  hard,  so 
sharp  the  conqueryinge. 
Chaucer 
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For  all  the  commitments  you  make 


INSURANCE  FROM 

The  pride  and  care  we  show  in  sWBKBK  ffMQi  ments  worth  keeping  are  worth 

our  surroundings  demonstrates  Li^nUi  thoughtful  protection.  The  CNA 
one  of  the  manyc<  immitments  we      W»  Insurance  Companies  and  the 

make  to  our  future.  Commitment  is  agents  who  represent  us  understand 

the  key  to  making  our  family,  home  and  busi-  this.  We  provide  all  lines  of  insurance...  to  help 
ness  what  we  want  them  to  be.  And  commit-         those  who  make  commitments  keep  them. 


CNA  Insurance  Companies/CNA  Plaza/Chicago,  IL  60685  •  Independent  agents  who  represent  CNA  are  listed  in  the  Yellow  Pages 
Personal,  Commercial,  Life  and  Health,  Employee  Benefits,  Professional  Liability,  Association  Programs,  Annuities  and  Pensions 


^^^^^^^  ^ 


THE  SMALL  VW&B^M 


Contrary  to  conventional  wisdom, 
it's  anything  but  a  small  world. 

The  fact  is.  the  world  offers  broad- 
er investing  and  financing  opportun- 
ities than  ever  before: 

Many  of  them  fleeting,  demanding 
instant  and  intelligent  response. 

Precisely  why  Citicorp's  Global 
Investment  Banking  has  come  of  age. 


Consider:  Our  securities  trading, 
merchant  banking,  international  pri- 
vate banking,  investment  manage- 
ment, venture  capital  investing,  public 
finance,  and  economic  information, 
services— all  brought  together  in 
Citicorp's  Capital  Markets  Group. 

interacting  with  proven  exper- 
tise and  innovation  in  the  world's 


capital  markets,  accelerated  with 
"Citi  of  Tomorrow  "  technology. 

Which,  in  practical  terms,  mt 
your  range  of  investing  and  f inane 
ing  opportunities  much  greater. 

So  whether  you're  an  individ 
an  institution,  an  investor  or  an  isi 
local  or  multinational,  look  to  Citic 
And  see  what  the  world  has  to  of 


I  Cit'Coro.'-  ■  •  . 

Tomorrow  is  a  service  rnarK  of  GitiQan*.  N  A 


CITICORl 


GLOBAL  INVESTMENT  BANKIS 


How  dareThe  Glenlivet 


be 


so  expensive: 


How  dare  we  place  such 
a  premium  on  our  12-year-old 
Scotch?  The  same  reason  great 
vintage  wines  and  fine  cham- 
pagne cognacs  are  so  expensive. 
Taste.  Just  one  sip  and  you'll 
know  that  The  Glenlivet  has 
a  taste  that's  decidedly  superior. 

The  Glenlivet  is 
Scotland's  first  and  finest  single 
malt  Scotch.  And,  just  as  it 
always  has  been,  this  100% 
Highland  malt  whisky  is 
distilled  from  natural  spring 
water  and  fine  malt  barley, 
then  aged  in  oaken  casks. 


Only  The  Glenlivet 's 
time-honored  methods  can 
achieve  this  unequaled  taste. 
A  taste  that  sets  us  apart.  Its 
smoothness,  body  and  bouquet 
are  qualities  found  only  in  this 
unique  Scotch. 

Of  course  you  may  elect 
to  purchase  a  good  Scotch  that's 
less  expensive.  But  for  a  truly 
superior  taste,  you'll  have  to 
pay  us  the  greater  price. 

The  Glenlivet 

12-year-old  unblended  Scotch. 
About  $20  the  bottle. 


GlENLlVE? 


1 1983  THE  GLENLIVET  DISTILLING  CO .  N  Y  N  Y 


What  does  it  take 
to  make  a  winner? 


.  /eryone  loves  a  winner,  naturally.  And  why  not? 
fter  all,  virtually  everyone  has  the  potential  to  become 
!i  winner,  to  achieve  higher  goals  in  life.  All  it  takes 
is  to  recognize  more  of  our  unused  capabilities,  then 
develop  them  into  practical,  workable  skills  and 

ilities  that  we  can  use  to  move  us  further  in  the 
direction  we  want  to  go.  The  Dale  Carnegie  Course 
helps  thousands  of  men  and  women  each  year  to 
discover  and  develop  more  of  their  true  potential. 

t  prepares  them  to  stretch  beyond  their  previous 


limits  and  go  forward  to  reach  more  rewarding  goals. 
It  helps  them  to  build  a  stronger  foundation  of  con- 
fidence in  themselves  and  their  abilities.  It  inspires 
them  with  keener  enthusiasm,  greater  drive,  the  posi- 
tive attitudes  and  oudook  that  can  spur  them  on  to 
greater  success  in  whatever  they  do.  Find  out  how  the 
Dale  Carnegie  Course  can  help  you  go  the  distance 
and  gain  the  rewards  of  greater  personal  achievement. 
Call  toll-free  (800)  231-5800.  In  Texas,  call  (800) 
392-2424.  Or  write  direcdy  to  the  address  below. 


DALE  CARNEGIE  &  ASSOCIATES,  INC. 

SUITE  873  F»  7047  REGENCY  SQUARE  BLVD.  •  HOUSTON, TEXAS  77036 
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102  Cover  Story.  Growing 
old  not  ungracefully — by 
maintaining  a  permanent 
commitment  to  change. 


32  Chase  Manhattan 
Bank:  It  struggles  to  come 
back,  carrying  the  burdens 
of  the  past. 


66  Ihe  Up  &  Comers:  "1 
don't  just  wait  and  let 
things  happen.  I  make 
them  happen. " 


30  Companies: 
Hyster  Co. 

While  others  debate  a  national  industrial 
policy,  Bill  Kilkenny  is  fashioning  his  own — 
with  some  unsettling  implications. 

32  Companies: 

Chase  Manhattan  Bank 

It  has  the  will  to  quiet  the  jeering.  But  does  it 
have  the  way? 

35  Tax  Shelters: 

Xoil  Energy  Resources,  Inc. 

Oh,  to  be  broke  and  24. 

36  New  Issues: 

The  Blech  Brothers 

Who  says  you  have  to  be  a  scientist  to  start  a 
high-tech  company? 

40  Venture  Capital: 
Wall  Street  Preemies 

Fledgling  companies  are  going  out  in  the  cold 
a  lot  sooner  these  days.  It's  hard  to  resist  a 
2,000%  profit. 

44  Computers: 

Once  There  Were  108  Auto  Companies  .  . . 

The  historical  parallel  is  intriguing,  but  it 
doesn't  stand  up. 

48  Computers: 

A  Not-So-Silver  Lining 

Just  as  the  outlook  for  small  computers  is 
not  as  bleak  as  it  seems,  the  outlook  for 
peripherals  is  not  as  bright. 

49  Streetwalker: 
Weyerhaeuser  After  The  Ripsaw 

Which  may  mean  a  cheap  stock  with  lots  of 
leverage.  Also:  Braniff,  Norton  Simon,  Wind- 
sor Fund,  Webcor. 

50  Sunglasses: 

Through  A  Glass,  Darkly 

An  industry  as  crowded  as  a  beach  on  a  hot 
Fourth  of  July. 

66  The  Up  &  Comers: 
Hovnanian  Enterprises 

Kevork  Hovnanian  had  to  make  his  fortune 
twice — once  in  Iraq,  and  once  again  in  Amer- 
ica. Also:  International  Business  Services, 
Inc.;  a  capital  idea  from  the  U.S.  Senate. 

72  Companies: 

Economics  Laboratory 

Sandy  Grieve  doesn't  just  divest  operating 
groups;  entire  countries  may  be  involved. 


73  Home  Mortgages: 
Bailing  Out 

Creative  financing  may  have  been  necessary 
a  few  years  ago.  But  it's  not  easy  to  get  out  of. 

77  Management: 

Slowing  Down  The  Fast  Track 

Instead  of  anointing  crown  princes,  big  cor- 
porations are  experimenting  with  subtler 
ways  of  identifying  potential. 

79  Wall  Street: 
Riding  The  Bull 

Everybody  wants  to  work  on  Wall  Street 
these  days,  and  nobody  wants  to  think  about 
the  inevitable  fallout. 

83  Companies: 

PNC  Financial  Corp. 

Pittsburgh's  other  bank  wants  "to  do  every- 
thing Mellon  does,  better." 

91  Taxing  Matters: 
Whipping  Boys  No  More 

In  the  Reagan  lexicon,  private  foundations 
could  be  the  venture  capitalists  of  charity. 

92  Companies: 
Harley-Davidson  Motor  Co. 

Willie  and  Vaughn  try  to  save  an  American 
institution. 

93  Telecommunications: 

The  Shakeout  Has  Already  Started 

The  communications  equipment  market  is 
huge,  wide  open  and  growing.  Trouble  is, 
everybody  knows  it. 

98  Numbers  Game: 

Don't  Trust  The  Numbers 

What  the  accountants  think  may  often  de- 
pend on  who's  paying  their  bill. 


102  Cover  Story: 

A  Paragon  Called  TRW 

By  the  standards  of  some  of  today's  business 
critics,  this  unabashed  multinational  con- 
glomerate should  be  a  disaster,  instead  it's  a 
paragon  of  U.S.  industry.  Here's  why. 


126  The  Rental  Industry: 

An  Expensive  Way  To  Borrow 

Convenience  has  its  price. 
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79  Wall  Street  "  Tfjree, 
four,  fire,  ten  years  from 
now  it  will  all  be  worth  it. " 


92  Harley-Davidson:  A 
long-haired  biker  whose 
name  just  happens  to  be 
Davidson. 


128  Antitrust  Decrees 
Times  change,  and  so  does 
antitrust  doctrine.  But  it's 
a  slow  process. 


156  I hj//>/'i  Sequel  time  m 
the  show  biz  backing  biz. 


128  On  The  Docket: 

Old  Antitrust  Decrees  Never  Die 

At  least  not  until  now. 

129  Wall  Street: 
Interest  Swapping 

"No  tombstones,  no  registration  with  the 
SEC  and  no  publicity." 


130  Technology: 

The  Birth  Of  Bioindustry 

If  genetic  engineering  is  to  live  up  to  its 
promise,  it  must  develop  systems  to  mass- 
produce  its  products.  Here's  a  beginning. 


138  Personal  Affairs: 

Thank  You,  Francois  Mitterrand 

And  mother  nature,  too.  Together,  they  have 
made  fine  French  wines  affordable  again. 
Also:  "Executive  rehabilitation." 
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144  Richard  Saitow, 

Family  Support  Systems 

144  Franklin  Silbey, 

FCC,  Inc. 
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Trafalgar  House 

145  Richard  P.  de  Camara, 

Midas  International 
148  David  Maxwell, 
Federal  National  Mortgage  Association 

148  Jack  Hurley  and  Ronald  Russell, 

General  Electric  and  Northern  Telecom  Inc. 

149  Ray  Rogers, 

Corporate  Campaign,  Inc. 

154  Statistical  Spotlight: 
Is  The  Dow  Overvalued? 

Not  if  you  compare  it  with  the  good  old  days. 

156  Companies: 
Delphi  II 

How  many  Tootsies  make  a  roll? 

158  The  Funds: 

T.  Rowe  Price  Growth  Stock  Fund 

A  prestigious  fund  earns  an  unwelcome 
distinction. 

160  The  Funds: 

No  Load,  Sort  Of 

Why  give  away  what  you  can  get  paid  for? 
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Hot  issues  and  cool  thinking 

We  are  barely  halfway  through  1983,  and  already  more  capital  has 
been  raised  through  new  stock  issues  this  year — more  than  $3.3 
billion — than  was  gathered  through  new  issues  in  all  of  1972,  the 
previous  record  year.  Beware  of  any  single  generalization  that  seeks  to 
render  the  meaning  of  all  this  bustle.  Three  separate  stories  in  this 
issue  of  Forbes  deal  with  the  phenomenon.  Each  in  its  way  is  bound 
to  offend  some  article  of  faith  the  generalizers  propagate. 

Have  you  read  elsewhere  that  there  is  a  decidedly  better  tone  to  the 
kinds  of  companies  now  going  public  for  the  first  time,  that  they  are 
better  seasoned  and,  therefore,  better  risks?  We  commend  Contribut- 
ing Editor  Richard  Phalon's  roundup,  "Wall  Street  preemies,"  to  your 
attention.  Page  40. 

Are  you  convinced  that  it's  always  the  public  that  gets  fleeced  when 
a  hot  new  stock  hits  the  market?  Check  out  Tom  Murphy's  Venture 
Capital  column.  Page  172. 

And  if  you  cherish  the  notion  that  behind  every  high-technology 
new  issue  there  is  a  brilliant  scientist  with  a  belly  on  fire,  think  again. 
There  may  only  be  someone,  with  a  nimble  mind  and  a  gift  for 
packaging,  watching  all  the  action  and  saying  to  himself,  "I  can  do 
that."  Page  36. 

No  single  generalization  applies  to  the  current  ferment  in  new 
issues,  we  were  just  saying,  but  there  remains  one  truth:  A  true 
bargain,  like  a  good  man  in  the  old  song,  is  hard  to  find. 

No  sex  or  violence,  alas 


"Why  are  you  always  knocking  some- 
one?" runs  a  classic  complaint  about  the 
American  press.  "Because  we  don't  run 
stories  about  the  day  they  delivered  the 
mail,"  runs  a  standard  rejoinder.  The  cov- 
er story  in  this  issue  defies  both  cliches. 
There,  Executive  Editor  Jim  Cook  chroni- 
cles the  management  of  a  company  called 
TRW  quietly  and  profitably  delivering  the 
mail  to  customers  and  stockholders,  to  the 
benefit  of  the  nation  at  large,  for  close  to 


50  years.  TRW  security  sign 

Stories  of  this  kind  are  among  the  hard-   

est  to  report  and  surely  the  hardest  to  write  convincingly.  No  sex  or 
violence — the  path  of  the  financial  journalist  is  hard — no  confronta- 
tions in  the  corridors,  no  blood  on  the  boardroom  floor,  no  raids,  no 
rescues.  But  the  absence  of  high  drama  is  compelling  in  its  own  way. 
With  a  remarkable  continuity  in  management  at  the  top,  just  four 
CEOs  in  50  years,  TRW  has  journeyed  from  the  industrial  heartland  to 
outer  space  and,  literally,  beyond  the  solar  system.  Page  102. 

Chase  Manhattan's  future 

The  Chase  Manhattan  Bank,  one  of  America's  great  financial  institu- 
tions, has  had  more  than  its  share  of  trouble  in  the  financial  turbu- 
lence of  the  past  ten  years.  More  than  a  dozen  former  and  current  top 
executives  of  the  bank,  including  retired  chairman  David  Rockefeller, 
recently  submitted  themselves  to  frank  and  occasionally  painful 
interviews  with  Associate  Editor  Priscilla  S.  Meyer.  The  Chase  men, 
understandably,  sought  to  stress  the  bank's  progress,  but  they  candid- 
ly confronted  past  weaknesses  as  well.  The  resulting  story,  in  effect 
an  insider's  guide  to  the  Chase's  future,  begins  on  page  32. 


Managing  Editor 
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0  HEADACHES. 
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Sharp's  new  high-performance  SF-825  Copier. 


Designed  with  the  advanced  technology  that 


M    W£M  ^   Watch  for  our  TV 

H^H       I   commercial  to  learn 
W  more  about  the  latest 

B^^.JpB      advance  in  copier 
■  VV    technology  from 

W.  Sharp.We 
replaced  a  half-million  transistors 
and  diodes  with  one  tiny  "chip." 


harp  Electronics  Corp. 
P.O.  Box  204 
Wayne,  N.J.  07470 

□  Please  send  me  more 
information  about 
Sharp's  new  SE-825. 

□  Please  set  up 

a  demonstration. 


Name_ 
Title_ 


Company. 

Street  

City  

State  

Phone  


AUTHORIZED 
^DEALERS 


(Area  Code)  GS-OOS-63005 
Dept.-C-CPD-FO-7-18-3 
Sharp  Electronics  Corp ,  I^ramus,  N.J.  07652 


FROM  SHARP  MINDS 
COME  SHARP  PRODUCTS. 


Trends 


The  option  trap 

Stock  options  to  lure  executives  to 
new  jobs  or  to  keep  them  happy  in  old 
ones  are  back  in  vogue — but  there's  a 
catch  if  you  are  stationed  overseas. 
Options  exercised  by  Americans 
abroad  can  cost  their  companies  big 
tax  dollars,  according  to  Hewitt  Asso- 
ciates, the  Chicago  consultants.  The 
trouble  started  when  the  Tax  Reduc- 
tion Act  of  1981  changed  "nonquali- 
fied" options,  which  were  taxed  on 
the  date  of  exercise  at  a  maximum 
50%  rate,  into  "incentive"  options 
that  are  supposed  to  be  tax-free.  The 
idea,  says  Hewitt  partner  E.  Webb  Bas- 
sick,  was  to  get  managers  to  buy  the 
shares  and  hold  them.  Most  foreign 
governments,  however,  don't  recog- 
nize these  new  U.S.  laws,  and  tax 
gains  on  options  as  soon  as  they  are 
exercised,  often  at  rates  of  up  to  80% . 
Traditionally,  U.S.  firms  promise  to 
protect  foreign-based  employees  from 
extra  foreign  taxes,  Bassick  says.  A  $2 
billion  company  with,  say,  100  op- 
tion-endowed overseas  executives, 
could  end  up  paying  $1  million  in 
foreign  taxes  annually  if  only  ten 
managers  exercised  their  options.  "Of 
the  largest  U.S.  corporations,"  Bas- 
sick notes,  "more  than  50%  provide 
incentive  stock  options,  and  a  vast 
majority  have  expatriate  executives." 
The  solution?  One,  Bassick  says,  is  to 
"bank"  options  and  allow  them  to  be 
executed — at  the  same  price — when 
the  expatriates  return  home. 


Promotion  with  a  purpose 

In  its  search  for  new  funds,  the  Public 
Broadcasting  Service  relaxed  its  com- 
mercial guidelines  a  couple  of  years 
ago  to  allow  companies  to  underwrite 
programs  related  to  their  products. 
"The  only  thing  barred  now  is  bla- 
tantly promotional  or  'self-congratu- 
latory' underwriting,"  says  Karl  Ro- 
senberger,  director  of  underwriting  at 
Boston's  WGBH,  which  produces 
about  30%  of  prime-time  PBS  shows. 
The  new  rule  has  paid  off.  PBS  reports 
that  at  least  ten  programs  shown  na- 
tionwide this  season  were  funded 
wholly  or  partly  by  firms  with  an  in- 
terest in  the  subject  matter,  and  more 
are  coming  up.  Baxter  Travenol,  for 
example,  is  underwriting  a  12-part 
former  network  medical  series  called 
Lifeline,  to  air  this  month.  WGBH 
alone  reports  receiving  S3  million  a 
year  for  such  shows.  The  pioneer  pro- 
gram was  This  Old  Ho,  on  which 
developer    Bob    Vila  demonstrates 


home  remodeling.  Owens-Corning  Fi- 
berglas,  which  makes  home  products, 
came  in  with  a  $375,000  grant  in  1981 
(now  up  to  $600,000)  and  matched 
that  with  outside  print  advertising  for 
the  show.  It  picked  up  a  daytime 
Emmy  this  year  and  has  about  7  mil- 
lion viewers.  Other  companies  under- 
writing such  product-allied  programs 
include  Fram  Corp.,  Acorn  Comput- 
ers, Merrill  Lynch,  S.C.  Johnson,  Hos- 
pital Corp.  of  America  and  Timber- 
land  Co. 


Talking  to  Tokyo 

Japan's  2'/i-year  program  to  open  its 
telecommunications  market  to 
Americans  has  been  a  wrong  number 
so  far.  "The  process  looks  great  on 
paper,"  says  Colorado  Democrat  Tim 
Wirth,  head  of  the  House  telecommu- 
nications subcommittee,  "but  the  re- 
sults are  not  there."  Nippon  Tele- 
graph &  Telephone,  the  world's  sec- 
ond-biggest telephone  company, 
bought  $48  million  worth  of  U.S.  gear 
last  year,  triple  the  1980  figure  but 
invisible  among  the  billions  NTT 
spends  each  year.  Nor  is  the  fault  all 
Japanese,  as  many  Americans  insist. 
Wirth  puts  part  of  the  blame  on  "less 
than  aggressive  companies"  that,  he 
said,  won't  spend  $50  on  a  workshop 
to  find  out  how  to  sell  to  NTT.  The 
Japanese  are  more  sanguine.  Hisashi 
Shinto,  NTT's  president,  told  a  busi- 
ness meeting  in  Washington  that  the 
process  of  opening  the  Japanese  mar- 
ket was  "slow  and  difficult"  but  that 
Americans  were  "beginning  to  under- 
stand the  system  and  appreciate  it." 
Wirth  concedes  that  the  language  bar- 
rier alone  is  "formidable"  but  points 
out  that  NTT  is  moving  away  from 
mandating  specific  designs  and  start- 
ing to  use  performance  standards. 
Shinto  also  said  that  he  would  seek 
bids  from  foreigners  even  if  the  agree- 
ment with  the  U.S.  runs  out  at  the 
end  of  this  year. 


The  fun  and  sun  fleet 

Television's  long-running  Lore  Boat 
gets  at  least  some  of  the  credit  from 
ship  operators  for  changes  in  the 
ocean  cruise  business.  During  the 
1970s  passengers  tripled,  to  more 
than  a  million  a  year,  and  the  1983 
total  is  expected  to  reach  1.7  million. 
The  surge  in  short-run  trips  of  seven 
days  or  less  helps  explain  those  num- 
bers, but,  significantly,  40%  of  cruise 
passengers  now  are  under  35  and  the 
share   of   those   with   incomes  of 
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Cruise  ship  under  way 
Youth  will  be  served. 


$15,000  or  less  has  gone  from  6%  to 
20%.  These  quick  trips  cost  from 
$160to$210a  day  per  person,  and  the 
package  can  include  everything  from 
bed-and-board  to  free  or  cut-rate  air 
tickets.  (By  contrast,  a  suite  for  80 
days  on  the  QE2  can  run  $275,000.) 
Ship  operators  dream  of  the  potential 
out  there — only  about  5%  of  Ameri- 
cans have  ever  sailed  on  a  cruise.  By 
1985  the  number  of  ships  in  the  fun- 
and-sun  fleet,  now  about  100,  is  ex- 
pected to  increase  by  a  quarter.  While 
Lore  Boat's  contribution  is  welcomed, 
the  lines  are  trying  to  stress  reality 
over  fantasy.  Diana  Orban,  speaking 
for  the  24  members  of  the  Cruise 
Lines  International  Association, 
warns,  for  instance:  "The  image  can 
be  intimidating.  Not  everyone  looks 
that  way  in  a  bikini." 


A  home  away  from  home 

Saudi  Arabia's  orders  to  move  all  dip- 
lomatic missions  from  Jidda  to 
Riyadh,  the  desert  kingdom's  capital, 
will  cost  U.S.  taxpayers  $40  million 
for  86  new  homes  for  officials  and 
their  families,  plus  $51  million  for  a 
chancery  office.  "Costs  in  Saudi  Ara- 
bia are  just  horrendous,"  Congress 
was  told  by  William  Slayton,  the  State 
Department  man  in  charge  of  these 
things.  Couldn't  prefabricated  houses 


CPTword  processors 
speak  15  human  languages 


Arabic 


English 


German 


Portuguese* 


Dutch 


Modern 
Greek* 


Danish 


Norwegian 


French 


Finnish 


Italian* 


Swedish 


•watakana 
Japanese* 


And  Telectronic  ones, 


PL/ 1-8" 


BASIC  80/ 
BASIC  Compiler 


CB  80™ 


This  astounding  linguistic 
expertise  means  there  are  millions 
upon  millions  of  people  who  could 
make  their  jobs  easier  with  a  CPT 
word  processor. 

If  you're  one  of  the  390  million 
people  who  speak  English,  you'll 
'  be  glad  to  know  that  a  CPT  word 
processor  does,  too. 

All  keys  are  simply  labeled, 
with  words  like  Up,  Down,  and 
Move.  That  simplifies  even  the 
most  complicated  editing  tasks. 

For  those  who  don't  speak 
English,  a  CPT  word  processor 
speaks  another  14  languages. 
Languages  spoken  by  1 .01  billion 
more  people  around  the  world. 
And  for  the  growing  number 
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of  people  whose  jobs  require  them 
to  speak  the  universal  languages  of 
the  computer,  CPT  offers  seven  to 
choose  from.  So  a  CPT  word  pro- 
cessor can  be  used  in  place  of  a 
personal  or  micro-computer 

CPT  word  processors  even 
speak  the  languages  of  other  office 
machines. 

With  CPT's  planned  Office 
Dialog  Link™  network,  CPT  word 
processors  will  talk  to  computers, 
electronic  mail  and  data  networks, 
typesetters,  and 
more. 

No  wonder 
CPT  Corpora- 
tion is  one  of  the 
fastest  growing 
word  processor 


manufacturers  m  the  world. 

Everywhere  we  go,  we  speak 
the  language. 
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be  shipped  for  less  than  $500,000  a 
copy?  he  was  asked  by  one  incredu- 
lous lawmaker.  No,  said  Slayton;  the 
Saudis  and  their  German  consultants 
were  rigid  on  standards  for  the  diplo- 
matic compound.  "The  houses  have 
to  be  designed  to  fit  the  lot,"  he  ex- 
plained. "You  simply  cannot  place  a 
standard  house  there."  What's  more, 
he  added,  Americans  find  so  little  to 
do  in  Saudi  Arabia  that  they  must 
spend  most  of  their  time  at  home. 
"Employees  have  to  look  inward, 
rather  than  to  the  community  as  a 
whole,  for  their  activities,"  he  said. 

Get  'em  early 

As  any  alumnus  knows,  a  letter  from 
alma  mater  means  one  thing — mon- 
ey. Michigan  State  now  has  reached 
the  ultimate  in  such  dunning.  At  this 
year's    commencement,    the  5,258 


Graduation  day 

A  message  from  your  president. 

graduates  got,  along  with  their  hand- 
shakes, a  beribboned  scroll  in  lieu  of  a 
diploma.  (As  is  the  rule  in  such  large- 
scale  send-offs,  the  latter  will  be  sent 
on  by  mail.)  Unrolled,  the  scroll 
proved  to  be  a  letter  from  the  presi- 
dent, giving  congratulations  and  tell- 
ing his  newly  minted  alumni  and 
alumnae  that  their  school  needs  mon- 
ey and  would  appreciate  a  gift. 

The  nonmartini  lunch 

The  solo  business  meal  once  ate  up 
20%  of  corporate  travel  expenses,  but 
it  is  fast  falling  from  i  t  s  place  as  one  of 
the  most  expensive  travel  cost  items. 
According  to  Travc!  nse  Manage- 
ment Systems,  a  PHI  I  (  roup  division, 
which  tracks  travel  pj  t  for  some 
20,000  corporate  emplo\  the  typi- 
cal on-the-road  employ  te  24% 
fewer  meals  last  year  th<:  1981, 


and  the  firm  projects  that  in  1983  the 
average  such  traveler  will  eat  only  163 
meals  a  year,  11.4%  fewer  than  last 
year.  "More  and  more  companies  are 
finding  that  travel  expenses  deserve 
no  less  of  management's  attention 
than  other  expenses  that  impact  prof- 
it growth,"  says  H.  Robert  Heid,  direc- 
tor of  the  Hunt  Valley,  Md.  travel 
consultants.  He  notes  that  most  com- 
panies now  instruct  employees  to 
charge  food  on  a  per-meal  rather  than 
a  per-day  basis.  Employees'  increasing 
desire  to  manage  travel  time  and  their 
concern  about  physical  fitness  also 
keep  down  the  number  of  meals 
bought,  he  says.  Heid  says  the  average 
meal  on  the  road  costs  $6.97  (only  $1 
more  than  in  1981)  per  employee,  who 
spends  about  $21  a  day  for  a  fast-food 
breakfast,  a  variety  of  lunches  and  a 
three-course  dinner. 

When  plant  gates  close 

American  companies  ought  to  try  the 
Canadian  way  of  shutting  down 
plants,  says  William  Batt  Jr.,  an  old 
Washington  hand  who  is  now  a  Labor 
Department  consultant.  When  a  U.S. 
plant  closes,  writes  Batt  in  an  article 
coming  up  in  the  Harvard  Business  Re- 
view, workers  often  are  on  their  own. 
Shutdowns  raise  levels  of  depression, 
alcoholism,  drug  abuse,  marital 
stress,  child  abuse,  even  suicide.  In 
Canada,  he  says,  things  are  different. 
Companies  there,  by  law,  must  give 
advance  notice  of  shutdowns,  and 
then  work  voluntarily  with  unions, 
workers  and  Canada's  Manpower 
Consultative  Service  to  place  employ- 
ees in  new  jobs,  often  before  the  old 
plants  close.  In  1980,  Batt  reports,  365 
Canadian  company  and  worker 
groups  signed  agreements  affecting 
200,000  workers.  Germany,  Sweden, 
England  and  Japan,  he  notes,  have 
similar  programs.  Legislation  is  un- 
likely in  the  U.S.,  Batt  thinks,  but 
some  companies  are  trying  volunteer 
programs,  something  he  would  like  to 
see  more  of.  Dana  Corp.,  for  example, 
closed  a  1,600-worker  Wisconsin 
plant  in  1979  and  located  more  than 
3,000  alternative  jobs,  most  unlisted. 
Job  programs  for  closing  plants,  Batt 
says,  should  provide  a  financial  safety 
net.  "If  Canadians  can,"  he  asks, 
"why  can't  we?" 

One-man  shows 

Magazine  advertisers  may  be  glad  to 
share  audiences,  but  they  dream  of 
one-man  shows.  The  publisher's  an- 
swer is  the  single-advertiser  maga- 
zine. One  of  the  most  successful  of 
such  publishers  is  the  13-30  Corp.  of 


Knoxville,  Tcnn.  (it  also  puts  out  the 
nonexclusive  Esquire),  whose  corpo- 
rate operations  are  growing  at  30%  to 
35%  a  year.  Ralston  Purina  now  is  the 
sole  advertiser  in  Pet  Care  Report,  one 
of  three  new  13-30  magazines  started 
last  year  and  one  of  its  10  single-ad- 
vertiser publications.  Each  runs  from 
15,000  to  2.9  million  copies  per  issue, 
says  General  Manager  Mike  Collins, 
and  appears  from  twice  a  month  to 
twice  a  year.  Single-advertiser  clients 
include  General  Electric,  R.J.  Reyn- 
olds, Xerox,  Nissan  Motor  Co.-  and 
Johnson  &  Johnson.  In  St.  Paul, 
Minn.,  Webb  Co.'s  Creative  Commu- 
nications division  puts  out  13  publi- 
cations sponsored  by  companies  or  as- 
sociations that  want  exclusive  expo- 
sure in  their  markets,  and  expects  to 
start  two  more  this  year.  Among  its 
newer  entries:  Farmers  Insurance 
Group's  Friendly  Exchange,  a  quarterly 
shipped  to  4.4  million  policyholders. 
"These  publications  are  very  effective 
devices  to  zero  in  on  the  best  custom- 
ers," says  Webb's  Tom  Benson.  Mer- 
edith Corp.  I Better  Homes  and  Gardens) 
says  its  custom  magazines  have 
grown  250%  in  five  years  and  doubled 
iast  year.  The  latest  one:  Health  Pic- 
ture, a  test  magazine  circulated  in  su- 
permarkets for  Miles  Laboratories  and 
a  new  vitamin  line. 

Multinational  largesse 

American  multinationals  give  a  broad 
range  of  aid  to  employees  and  their 
families  in  less-developed  countries, 
says  a  new  report  by  the  New  York- 
based  Conference  Board,  and  it  is  not 
simple  altruism.  The  study  of  more 
than  200  companies  in  12  countries 
(including  Costa  Rica,  Egypt,  Indone- 
sia, Pakistan,  Sri  Lanka  and  Peru)  says 
that  the  help  is  motivated  by  local 
laws,  operating  needs  and  plain  public 
relations.  Free  medical  exams  were 
provided  by  90%,  and  by  25%  for  em- 
ployees' families.  Nearly  50%  operat- 
ed clinics,  and  about  25%  (most  agri- 
business firms)  ran  hospitals.  About 
half  provided  grants  to  colleges  and 
about-  25%  to  secondary  schools  in 
countries  where  they  operated.  Nor 
was  this  all  in-house.  Fewer  than  half 
of  the  15,000  students  at  50  schools 
built  in  Indonesia  by  Caltex,  the  board 
says,  are  children  of  employees. 
About  two-thirds  gave  scholarships 
for  employees  and  their  families,  and 
a  third  lent  engineers  and  other  spe- 
cialists to  local  schools  as  teachers. 
Nearly  two-thirds  also  provided  hous- 
ing aid,  usually  free  or  subsidized 
homes,  and  half  offered  mortgages  at 
less  than  market  rates. 
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GUESS  WHICH  STATE'S 
BUSINESS  CLIMATE  WAS  RANKED 
BEST  IN  AMERICA  FOR 
THE  SECOND  STRAIGHT  YEAR. 


Ve'll  even  give  you  some  hints.  It's  a  state 

hat's  noted  for  its  climate,  though  only  lately  for  the  business 
kind.  A  state  more  high-technology  industry  has  come  to 
than  anywhere  else  in  the  Southeast,  because  it's  the  state 

where  much  of  the  new  technology  was 
first  invented.  It's  the  state  whose  govern- 
ment sees  its  job  as  helping 
companies  do  their  job- 
making  products  with  high 
efficiency  and  low  cost.  In 
short,  it's  the  state  that 
Alexander  Grant  &  Company's 
independent,  annual  study 
again  showed  leading  all  the 
rest  in  a  combination  of  22  "im- 
portant factorsthat  affect  busi- 
ness success."  If  you  still  haven't 
guessed  which  state  it  is,  Bob 
Williamson  of  our  Division  of 
Economic  Development  will 
be  delighted  to  tell  you. 
If  you  phone  him 
at  904-488-5507. 
Or  write  him  at 
Suite  FB-18, 
The  Collins 
Building, 
Tallahassee 
32301, Florida. 

YOU'RE  GETTING  WARMER. 
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How  white  the  knight? 

Earlier  this  year  Albert  Tahmoush, 
the  61 -year-old  chairman  and  chief 
executive  of  insurance  broker  Frank 
B.  Hall  &  Co.,  talked  about  his  bewil- 
derment over  the  way  companies  in 
totally  disparate  fields  kept  wanting 
to  take  over  his  business.  "If  every- 
body wants  to  get  into  the  service 
act,"  he  said,  "who  in  hell  is  going  to 
produce  the  goods?"  (Forbes,  Feb.  28). 

Indeed,  Tahmoush  had  plenty  to 
worry  about.  A  year  or  so  before,  Mi- 
ami's Ryder  System,  the  truck  leasers, 
started  to  buy  what  eventually  be- 


Hall's  Albert  Tahmoush 
A  rescuer  at  last? 


came  a  9.2%  stake  in  Hall.  Ryder  said 
it  intended  to  increase  that  to  more 
than  15%.  Evidently,  a  takeover  was 
in  the  making.  Tahmoush  fought 
back.  He  bought  92%  of  Jartran,  a 
rival  truck  renter  founded  by  James 
Ryder  to  compete  with  the  namesake 
firm  he  had  once  headed.  Jartran  then 
filed  for  Chapter  11  and  the  whole 
deal  was  read  as  a  ploy  to  block  Ryder 
with  antitrust  charges  if  it  persisted  in 
trying  to  get  Hall.  Sure  enough,  Hall 
promptly  filed  an  antitrust  suit 
against  Ryder,  and  the  Miami  firm 
countered  with  one  against  Hall. 

Last  month  Tahmoush  apparently 
found  a  rescuer.  Ryder  abruptly  sold 
its  1.1  million  Hall  shares  for  $34.1 
million  to  New  York  financier  Saul 
Steinberg's  privately  held  Reliance 
Group  Holdings.  Reliance  described 
the  purchase  as  simply  an  invest- 
ment; Ryder  said  it  sold  because  it  had 
"more  interesting  opportunities." 
Tahmoush  says  he  accepts  Reliance's 
word,  adding  that  Ryder  had  sold  at  a 
price  that  just  about  covered  its  costs 
of  holding  those  Hall  shares. 


The  unanswered  question:  How 
white  a  knight  is  Saul  Steinberg? 
True,  he  is  in  a  service  business  and 
Reliance  is  already  half-owner  of  a 
smaller  insurance  brokerage  firm, 
E.H.  Crump,  but  Steinberg  has  never 
been  shy  about  takeovers.  (He  once 
tried  it  with  the  multibillion  dollar 
Chemical  Bank.)  His  move  into  Hall, 
one  of  the  few  independent  brokerage 
outfits  left,  is  bound  to  relight  the 
speculative  fires.  The  precedent  is 
certainly  there.  Last  October,  in  one 
week,  Combined  International  said  it 
would  lay  out  $109  million  to  get 
Rollins  Burdick  Hunter,  the  insur- 
ance brokers,  and  Transamerica  Corp. 
said  it  was  taking  over  Fred  S.  James 
&  Co.  for  $300  million. 

The  vanishing  secretary 

Secretaries  make  the  world  go  round, 
Laurence  J.  Peter,  the  professor  of  Pe- 
ter Principle  fame,  wrote  back  around 
1970.  Because  women  were  discrimi- 
nated against,  he  said,  they  couldn't 
rise  to  the  level  of  their  own  incompe- 
tency, as  males  tended  to  do;  thus 
their  efficiencies  saved  their  bosses 
from  themselves.  "But  for  how  long?" 
Forbes  asked  five  years  ago  (Dec.  11, 
1978).  Women  who  might  have  be- 
come first-rate  secretaries  were  be- 
coming telephone  lineworkers,  con- 
struction hard  hats,  mounted  police, 
Air  Force  pilots,  Marines,  business  ex- 
ecutives and  managers. 

Up  to  60,000  new  secretarial  jobs 
were  expected  to  go  begging  in  1979, 
Forbes  reported,  and  though  salaries 
were  rising  at  about  10%  a  year,  the 
secretary  shortfall  was  expected  to 
reach  250,000  by  1985.  To  cope  with 
the  situation,  employers  were  using 
temporary  help,  putting  up  with  less- 
skilled  secretaries  or  simply  going 
without. 

Since  then  the  supply  has  increased 
somewhat.  The  Bureau  of  Labor  Sta- 
tistics reports  there  were  2.4  million 
secretaries  nationwide  in  1980,  and 
last  year  it  expected  that  number  to 
rise  to  perhaps  3.4  million  by  1990. 
Demand  is  now  expected  to  be  more 
modest  than  that,  according  to  BLS 
economist  Larry  Drake.  But  there  is 
still  a  shortage,  he  says.  Moreover,  the 
underlying  problem — "the  traditional 
image  and  low  pay" — remain,  accord- 
ing to  Candace  Louis  of  Professional 
Secretaries  International,  a  secre- 
taries' association  headquartered  in 
Kansas  City,  Mo.  A  nationwide  sur- 
vey by  the  PSI  of  more  than  2,000 
secretaries    and    1,000  executives 


12 


FORBES,  IULY  18.  1983 


showed  that  the  average  salary  is  be- 
tween $17,000  and  $18,000.  "That's 
not  a  bad  average  for  secretaries,"  says 
Louis.  "But  some  PSI  members  still 
reported  earnings  as  low  as  $9,000  a 
year,  and  even  the  higher  average 
compares  poorly  with  many  other 
professions." 

The  PSI  survey  also  showed  that 
only  a  third  of  secretaries  under  30 
wanted  to  continue  in  their  careers; 
instead  they  aspired  to  supervisory 
and  management  posts.  But  two- 
thirds  felt  there  were  limitations  in 
career  advancement  and  status;  and 
about  a  quarter  of  the  women  in  this 
predominantly  feminine  calling  felt 
discriminated  against  because  of  sex. 

What  would  make  a  secretary's  job 
more  appealing?  About  86%  of  the 
women  in  the  PSI  survey  mentioned 
higher  salaries.  Drake  of  the  BLS 
agrees:  "With  women  going  into  other 
fields,  the  number  of  qualified  people 
will  decline  until  employers  are  will- 
ing to  pay  more." 


Splash!  Splash! 

Traditionally — and  logically — swim- 
ming pools  and  housing  starts  swim 
up  and  down  the  same  crests  and 
troughs.  Last  year,  however,  Forbes 
(June 21, 1982)  reported  a  strong  cross- 
current. For  three  years,  with  housing 
stagnating,  pool  starts  had  gone  up 
9%.  In  1981,  the  home  slump  wors- 
ened, but  backyard  swimming  holes 
were  off  only  2%,  to  208,000.  The 
reason:  Gasoline  prices  kept  Ameri- 
cans home,  and  the  recession  prompt- 
ed them  to  improve  their  homes. 

In  1982,  pools  did  even  better.  Ac- 
cording to  the  National  Spa  and  Pool 
Institute  in  Washington,  D.C., 
105,400  in-ground  pools  were  built 
last  year,  most  of  them  residential, 
and  another  110,000  were  installed 
above  ground.  That  was  a  falloff  of 
only  3%  for  in-ground  pools,  despite 
their  average  cost  of  $7,000  to  $14,000 
and  financing  charges  last  summer  of 
about  18%. 

For  1983,  bad  spring  weather 
pushed  May  sales  down  about  7%  in 
the  Northeast  (just  as  it  had  in  1982), 
but. in  the  Sunbelt  May  sales  were  up 
17%.  For  the  year  as  a  whole,  the  Pool 
Institute  expects  a  5%  to  10%  in- 
crease. And  the  hot  tub  and  spa  craze 
continues,  with  sales  of  100,000  to 
120,000  a  year.  Demographics  is  one 
reason.  "The  population  is  working  to 
our  advantage,"  says  the  Institute's 
Judy  Ramminger.  "The  baby  boomers 
are  now  19  to  35,  and  people  who  buy 
pools  are  increasingly  moving  into 
their  adult  buying  years." 


WHO  HAS  IT;  WHERE  TO  GET  IT;  AND  HOW 


The  MONEY  GUIDE  Starter  Manual  is  published  by  the  same  people  who 
produce  the  noted  MONEY  GUIDE  FINANCIAL  COORDINATOR  MAN- 
UAL, the  DIRECTORY  TO  LENDING  SOURCES,  the  DIRECTORY  TO 
VENTURE  CAPITAL  and  the  MONEY  MARKET  REPORT 

The  MONEY  GUIDE  FINANCIAL  COORDINATOR  MANUAL  SHOWS 
YOU  WAYS  OF  GETTING  BUSINESS  CAPITAL-tor  yourself  to  expand  a 
current  business  operation-or  as  a  business  securing  capital  tor  others 

MILLIONS  OF  BUSINESS  CAPITAL  DOLLARS  are  available,  it  you  know 
how  and  where  to  get  them  The  MONEY  GUIDE  FINANCIAL  COORDI- 
NATOR MANUAL  shows  you  all  the  "what  s"  and  "how  s"  of  securing 
needed  business  capital,  and  then  "where"  to  get  it 


It  shows  you 

How  to  locate  and  secure  capital  for  yourself  to  expand  or  start  your  own 
personal  business 

Locate  and  secure  difficult  venture  and  high-risk  capital 
Develop,  package  and  have  financed  shopping  centers,  high-nse  con- 
struction, apartment  complexes,  inventions,  new  ideas  and  other  ven- 
ture capital  protects 
I  Earn  fees  of$1000aday.and  more 

I  Be  your  own  financier  without  investing  one  cent  ol  your  own  money 
i  Make  money  in  commodities 

I  Begin  and  operate  your  own  business  as  a  financial  consultant-includes 
agreements,  contracts,  secunng  high  paying  clients,  etc 
It  sail  there' 

Over  2000  lending  sources,  including  names,  addresses  and  phone  num- 
bers everything  you  II  require  to  set  up  business  the  nght  way 

NO  GIMMICKS,  no  unfulfilled  promises  To  get  you  started.  Capital  Re- 
search offers  you  the  MONEY  GUIDE  STARTER  MANUAL  (as  illustrated) 
that  shows  you  how  to  make  money,  and  NOW  It  explains  all  the  "what  s" 
of  this  exciting  protession-a  profession  that  could,  indeed,  place  you  in  a 
higher  income  bracket 


THE  MONEY  MARKET  REPORT 

263  Mart,  S  W  Grand  Rapids,  Ml  49508 
GUARANTEE 

If  you  do  not  agree  that  the  MONEY  GUIDE  is  worth  1000  times  the 
cost,  simply  return  it  for  an  immediate  refund 

I  enclose  $14  95  by  Check  Money  Order 

Visa  Master  Charge 

Please  add  $  1  70  tor  postage  and  handling- 
Name 

Address  

CitylStatefZip:   


CREDIT  CARD  HOLDERS.  PLEASE  USE  OUR  TOLL  FREE  NUMBER 
TABLE  OF  CONTENTS  1  800  253  9257 

MONEY ! 


This  announcement  appears  as  a  matter  of  record. 


JSC  Holdings,  Inc. 

a  newly  formed  company  owned  by 
HENRY  SCHLOSS,  PAUL  SINGER,  HOWARD  SCH LOSS, 
and  the  Partners  of  THE  IORDAN  COMPANY 

has  merged  with 


INDUSCO 

Industrial  Sales  Co.,  Inc. 


The  undersigned  arranged  this  transaction 


,y/; 


lune.  I983 
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Readers  Say 


Don't  live  so  long 

Sir:  The  problem  of  sex  distinctions 
in  the  setting  of  insurance  rates  and 
benefits  (Fact  and  Comment  11,  June  20) 
arises  from  the  blatant  and  persistent 
sex  discrimination  practiced  by  wom- 
en in  living  longer  than  men. 

I  propose  the*establishment  of  a  Sex 
Equalization  Board.  If  a  woman  is 
found  to  be  living  beyond  the  estab- 
lished life  span  for  men,  the  board 
would  procure  a  cease  and  desist  order. 
—Joseph  B  Diamond 
New  York,  N.  Y. 


Looking  ahead 

Sir:  Your  editorial  on  the  Synthetic 
Fuels  Corp.  (Fact  and  Comment,  June 
20)  is  remarkable  for  its  unique  com- 
mon sense.  Americans  are  endlessly 
wont  to  berate  those  in  authority  for 
bringing  "too  little,  too  late"  to  the 
solution  of  national  problems.  The 
need  for  America  to  have  access  to  the 
solid  resources  that  constitute  91%  of 
our  total  energy  reserves  is  too  obvi- 
ous— one  would  have  thought— to  re- 
quire extended  comment. 
— Robert  AG.  Monks 
Director, 

Synthetic  Fuels  Corp. 
Washington,  D  C. 


Coal  next  victim? 

Sir:  Re  Reader  Gagle  Jr.'s  comment 
(Readers  Say,  June  6)  that  less  nuclear 
energy  will  result  in  a  boost  to  the 
depressed  coal  industry.  The  demise 
of  the  nuclear  power  industry  may  not 
be  so  fortunate  for  coal  should  the 
environmental  extremism  that  has 
prematurely  aborted  nuclear  energy 
be  redirected  at  [coal]. 
— Michael  B.  Gardner 
Manager  of  Environmental  Services, 
Horizon  Coal  Corporation 
Zanesville,  Ohio 


Fatal  conceit 

Sir:  Economist  Barry  Bluestone  (As  I 
See  It,  June  20)  either  has  amnesia  or  is 
woefully  oblivious  when  he  declares 
government  energy  regulations  suc- 
cessful. They  created  uncertain  sup- 
plies, costly  consumer  lines  (only  in 
America)  and  discouraged  domestic 
production. 

When  the  controls  were  finally  re- 
moved, we  had  an  oil  glut,  falling 


prices,  and  a  fragmented  "cartel." 

Bluestone  says  the  government  must 
temper  the  market  because  the  price 
system  doesn't  say  how  fast  changes 
should  occur.  What  a  laugh!  Does  he 
really  expect  better  information  from 
the  necessarily  small  clique  that  would 
call  the  shots  under  Bluestone-style 
planning?  Here  we  have  what  FA. 
Hayek  calls  the  "fatal  conceit." 
— Sheldon  L.  Richman 
Washington,  D  C. 


That  and  a  token  . . . 

Sir:  Re  MSF's  delightful  piece  on  hon- 
orary degrees  (Fact  and  Comment,  June 
20).  When  I  received  one,  an  old  re- 
cipient told  me,  "An  honorary  degree 
is  like  the  curl  in  a  pig's  tail — nice  to 
look  at  but  adds  nothing  to  the  weight 
of  the  hog." 
— James  L  Rohrhaugh 
Seattle,  Wash. 


Colorful  humor 

Sir:  I  take  it  as  further  proof  of  the 
Chinese  sense  of  humor  (Fact  and 
Comment,  June  6)  that  they  even  got 
the  colors  on  the  balloon  correct! 

— Van  Zandt  Williams  Jr. 
Vice  President  for  Development, 
Princeton  University 
Princeton,  N.J. 

I,  too,  would  like  to  think  that  the  me  of 
Princeton's  colors  for  the  balloon  on  the 
cover  of  that  Chinese  travel  guide  was  not 
a  coincidence! — MSF 


Healthy  solution 

Sir:  A  comment  on  the  job  loser  los- 
ing his  health  insurance  (Fact  and 
Comment,  June  6).  What  we  all  need  is 
portable  health  insurance.  Basic  pa- 
rameters, like  deductibles,  could  be 
legislated.  If  a  worker  changes  em- 
ployment, he  simply  takes  his  own 


plan  to  his  new  employer  and  shares 
in  the  payment  of  premium  with  his 
new  employer. 

— Paul  R.  Zietlow 
Director  of  Training, 
The  Paul  Revere  Cos. 
Cedar  Rapids,  Iowa 

Sir:  Why  can't  insurance  companies 
add  job  loss  protection  as  a  rider  to 
group  health  plans? 

— Neil  S.  Hiltunen 
North  Hampton,  N.H 

Sir:  How  is  the  loss  of  health  insur- 
ance by  job  losers  worse  than  for  the 
thousands  who  work  for  small  com- 
panies which  provide  no  health  insur- 
ance in  the  first  place? 
— L.G  Mumford 
Owensboro,  Ky. 


Schumpeter  and  Keynes 

Sir:  The  article  comparing  Joseph 
Schumpeter  and  John  Maynard 
Keynes  (May  23)  was  one  of  the  most 
scintillating  and  rewarding  moments 
of  reading  I've  shared. 
— Thomas  S.  Haggai 
High  Point,  N.C. 

Sir:  An  awful  lot  of  policy  is  being  put 
under  Keynes'  tent,  much  of  which  I 
think  he  might  very  well  deny.  Also, 
his  theory  was  developed  in  a  period 
of  depression  and  relates  principally 
to  that  economic  cycle. 
—William  F.  May 
Dean, 

Graduate  School  of  Business 

Administration 
New  York  University 
New  York,  NY. 


Surpassing  the  Joneses 

Sir:  We  consider  our  record  to  be  far 
better  than  "only  [keeping]  up  with 
the  competition"  since  managing  the 
Over-the-Counter  Securities  Fund 
after  Ralph  Coleman's  untimely 
death  in  1980.  For  the  period  of  our 
management  through  May  27,  the 
fund  has  had  a  total  return  of  64%, 
better  than  the  unmanaged  NASDAQ 
Composite  of  49.9%  (principal  only) 
and  the  total  return  of  the  S&P's  500 
of  51.6%. 

— Duncan  M.  McFarland 
Senior  Vice  President, 
TJjorndike,  Doran,  Paine  &  Leu-is 
Boston,  Mass. 
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''Don't  overlook  a  copier  maker 
that's  bigger  than  Xerox? 


look  into  the  precision- 
engineered  Ricoh  4060." 


If  you're  overlooking  Ricoh,  you're  overlooking 
i  copier  maker  that's  bigger  than  both  Xerox®  and 
BM?  How  did  Ricoh  get  to  be  so  big?  By  making 
Precision-engineered  <Tm  beginning  to 

:opiers,  like  the  compact  see  the  light!" 

<■  licoh  4060. 

Thanks  to  its  engineering,  the 
ftcoh  4060  is  the  first  copier  this 

i  >mall  with  so  many  features. 

The  4060  reduces  3  levels - 
lot  just  1  or  2,  like  a  lot  of 
copiers  its  size.  It  also  enlarges. 
\nd  it's  fast,  turning  out  20 
:lear,  crisp  copies  a  minute.  To 
nake  things  go  even  faster,  you 
:an  add  a  document  feeder  and 
i  sorter. 

So  call  us  for  a  closer  look  at  the 


Ricoh  4060.  We're  convinced  that  once  you  take  a 
good  look  at  it,  you,  too,  will  see  the  light. 

800-526-0890,  ext.  R15.  In  NJ,  800-452-5757, 
ext.  R15. 


©  1983  Ricoh  of  America,  Inc. 


Ricoh  of  America,  20  Gloria  Lane,  Fairfield,  NJ  07006. 
In  Canada,  Ricoh  of  Canada,  Ltd.,  Don  Mills,  Ontario. 


Name— — 
Company- 
Address— 


City  

PhoneJ_ 


.State- 


Zip- 


RICOH 


We  respond. 


Ricoh  makes  cameras, 
facsimile  and  office  automation  equipment. 


Xerox  *  and  IBM*  are  registered  trademarks  of  Xerox  Corp.  and  International  Business  Machines  Corp.,  respectively. 
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How  to  get  our 


OCR 

to  handle  your  mail 

PDQl 

Make  sure  your  business  mail  meets  a  few  simple  standards  set  by  the  USPS.  By  doing 
so,  you'll  be  helping  us  fulfill  our  commitment  to  automation.  And  that  will  mean  not  only 
more  efficiency  for  us.  But  more  stable  postage  rates— more  accurate  sorting— and  more  con 
sistent  delivery— for  you.  Here's  all  we  ask. 

Make  sure  it  all  shows.  Our  Optical  Character 
Reader  (OCR)  can  process  your  mail  instantaneously 
—as  long  as  the  complete  address  is  visible.  If  you  use 
a  window  envelope,  leave  at  least  lU"  margin  under 
the  address  and  on  the  sides.  Avoid  any  printing  other 
than  the  address  on  or  below  the  delivery 
address  line  across  the  entire  face  of  the 


P.O.  BOX  5752 

HEW  YORK, NY  10163 


II  R.FRED  BAXTER 

III  BAST  WACKER  DRIVE 
CHICAGO.IL  60601 


envelope.  And  our  OCR  will  get  a  perfect  view. 

ke  sure  it's  all  clear.  The  OCR  needs  print  that  contrasts  well  with  the 
f  background.  As  well  as  characters  that  don't  touch.  Standard  size  print.  And 
the  city/state/ZIP  Code  line  of  the  address  no  farther  than  2XU  inches  from  the 
bottom  of  the  envelope.  Keep  these  simple  points  in  mind,  and  your  envelope  will 
be  letter-perfect. 

So  start  helping  your  Postal  Service  automate  today.  Just  make  sure  your  mail 
meets  our  standards.  And  we'll  automatically  meet  more  of  yours.  For  more 
information,  call  your  Postmaster  or  Customer  Service  Representative  —ASAP 


OPTICAL  CHARACTER  READER  ** PRETTY  DARN  Ql'ICK 


©USPS  1983 


The  improvement  is  automatic. 


With  all  thy  getting  get  understanding 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


MESSRS.  FELDSTEIN,  REGAN 

MSF:  We  read  in  the  papers 
that  some  of  the  people  who  give 
you  economic  advice  are  talking 
about  the  necessity  of  slowing 
down  the  money  rate  and  increas- 
ing interest  rates  so  that  the  re- 
covery doesn't  get  out  of  hand.  I 
hope  they're  not  saying  the  same 
things  to  you. 

President  Reagan:  It's  just 
come  to  my  attention  that  that's 
going  on.  No,  that's  not  my  view 
at  all. 

MSF:  I  don't  think  we  need  to  worry  about  the  rate  of 
recovery,  about  snuffing  it  out  because  it's  getting  out 
of  hand. 

President  Reagan:  No.  Not  at  all. 
MSF:  It's  a  healthy  one  .  .  . 


.  to  r.)  President  Reagan,  MSF,  MSF  ]r 
Conferring  in  the  Oval  Office. 


ARE  YOU  LISTENING? 

President  Reagan:  Yes. 
MSF:  .  .  .  and  it's  going  to 
progress.  But  it's  alarming  to  read 
that  these  people  around  you 
think  the  recovery's  out  of  hand 
already. 

President  Reagan:  Well,  those 
are  those  usual  unnamed  sources, 
White  House  sources.  I  don't 
know  whether  they  even  exist.  I 
certainly  don't  know  who  they 
are,  or  they  wouldn't  be  White 
House  sources  anymore. 
MSF:  But,  you're  not  in  favor  of  a  return  to  high  interest 
rates. 

President  Reagan:  No.  And  I'm  not  in  favor  of  the  things 
they're  talking  about  on  the  Hill  of  wanting  additional  tax 
revenues.  Right  now  we've  got  a  recovery  going.  .  .  . 


"DUMP  BUSH'  ERS 

are  whistling  Dixie. 


FOR  EVERY  BIG  U.S.  PROBLEM,  THE  U.S.S.R.  HAS  TWO 


Outside  of  some  competency  in  its  military,  Russia's 
bogged  down  with  its  manufactured  output,  its  services 
and  its  distribution  operations.  To  dig  out,  Andropov  & 
Co.  are  trying  to  graft  individual  incentive  onto  their 
system.  But  such  creeping  capitalism  inflames  the  old 
ideologues,  so  the  new  Head  sits  on  a  still-shaky  neck. 

France  expels  47  KGB  agents,  Iran  another  batch,  and 
Norway  the  Russian  military  attache;  Japan  expels  a  Sovi- 


et diplomat  for  trying  to  steal  computer-company  data;  the 
West  German  electorate  repels  the  nuclear-freezers;  Po- 
land remains  in  turmoil;  the  Polish  Pope's  alive  as  ever, 
despite  Bulgarian-agent  bullets;  U.S.  missile-equalizers  for 
NATO  remain  on  schedule;  much  of  Afghanistan  remains 
unenslaved;  the  faint  threat  of  peace  in  the  Middle  East 
discombobulates  the  Kremlin. 

So  we're  not  the  only  one  with  problems. 
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BECAUSE  LAND  ACQUISITION 

many  have  howled  that  this  Administration  cutback  is 
wickedly  depriving  the  country  of  huge  and  desirable 
additions  to  the  public  domain. 

Utter  baloney — at  least,  almost.  Cases  can  be  made  for 
adding  bits  and  pieces  here  and  there  to  federal  lands. 

But  do  you  realize  that  right  now  the  U.S.  government 
owns  770  million  acres — 34%  of  all  the  land  that  consti- 
tutes the  United  States?  For  instance,  the  Feds  own: 
89.5%  of  Alaska  86.1%  of  Nevada 


BY  THE  FEDS  HAS  SLOWED 


63.8%  of  Idaho 
63.6%  of  Utah 
52.5%  of  Oregon 
48.7%  of  Wyoming 
46.7%  of  California 


44.0%  of  Arizona 
35.5%  of  Colorado 
33.2%  of  New  Mexico 
32.9%  of  Dist.  of  Columbia 
30.0%  of  Montana 
The  American  dream,  since  this  land  became  free,  has 
been  to  own  a  piece  of  it.  Millions  do  not,  and  even  more 
millions  hope  to. 
For  the  Feds,  too  much,  already. 


"READERS  DON'T  TRUST  US" 


In  a  searing,  succinct  summary  of  Why,  Kansas  City's 
Star  and  Times  ombudsman,  Donald  Jones,  concludes: 
"Readers  don't  trust  us — newspapers,  radio,  television, 
magazines.  They  don't  trust  any  of  us." 

Interviewed  by  Time  magazine's  Thomas  Griffith,  Jones 
lists  reasons  why.  Some  of  them  are: 

"Inaccuracy.  'Errors  of  fact  do  more  to  undermine  the 
trust  and  confidence  of  readers  than  any  other  sin  we 
commit.' 

"Arrogance.  Readers  'see  reporters  and  editors  trying 
to  set  themselves  up  as  a  privileged  class.  What  they 
can't  understand  is  the  extremes  to  which  many  report- 


ers and  editors  will  go  to  keep  from  saying,  "We  were 

wrong."  ' 

"Unfairness.  'Readers  are  quick  to  pick  up  on  hatchet 
jobs.  They  don't  like  them.' 

"Disregard  of  privacy.  Jones  does  not  find  much  con- 
cern about  the  privacy  of  public  figures.  Readers  do  resent 
disregard  for  the  'feelings  of  individuals  like  themselves 
who,  for  no  fault  of  their  own,  are  thrust  into  the  news. 
They  resent  photos  that  show  grief-stricken  families  or 
that  hold  someone  up  to  ridicule.'  " 

To  which  most  all  of  us  in  this  business  must  confess, 
mea  culpa. 


mis 

managers 


RCA  Global  Communications,  Inc 

BoillAC  60  Broad  Street 
New  York  NY  10004 

ATradrtcnOnThe  Move' 


FUNNY  BY  ACCIDENT,  AND  BY  INTENTION 

These  two  small  newspaper  ads  are  aimed  at  a 
very  tiny  number  of  New  York  Times  readers. 
Obviously,  the  humor  of  the  RCA  headline  is  total- 
ly unintentional.  Probably  99%  of  those  who  see 
the  ad  have  no  idea  what  MIS  stands  for,  and  they 
can  read  the  whole  thing  and  still  not  know,  but 
those  at  whom  the  advertisement  is  aimed  do. 

Wouldn't  you  agree  that  the  New  York  Racing 
Association's  offer  is  as  wittily  captioned  as  any 
you've  seen?  If  that  stuff  can  be  moved  (yet  again), 
this  ad  will  for  sure  do  it. 


OUR  HORSES  LEAVE 
A  LOT  TO  BE  DESIRED. 

250,000  cubic  yards  of  'Thoroughbred'1  manure. 


H  you  re  a  torge-icde  rnorve  u*e*  ihf  we  vego'  o  very  goad  oMe*  tor  you 
Eoch  yeo<  ourroee  hor^  produce  ove*  250000  ojd<  yor*  o*  high-quol^y  T>arx#e 
Thew Thoroughbred  horvei  ore-  W^e  o*  rhe  beWeC  Qmman.  in  rhe  >»or»d  and  I 
youreo  fertilize*  user  ycx,  kro*.  wtal  rho'  -neons 
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THE  NEW  YOWt  RACING  ASSOCIATION  INC 


SO  WHICH  BURGER'S  BEST? 


Spurred  by  all  that  flap  and  flak  about  "flame  broiled" 
Burger  Kings,  by  McDonald's  rejoinder  that  11  million 
people  a  day  can't  be  wrong,  and  by  Wendy's  "fresh  rather 
than  frozen,"  we  decided  to  have  our  own  taste-off.  A 
group  of  Forbes  staffers  sat  around  a  table  that  contained 
color-coded  platters  of  bite-size  bits  of  just  the  three 
brands  of  hamburgers,  plain;  three  similarly  unidentified 
bowls  of  french  fries;  eight  glasses  of  water,  eight  pads, 
eight  pencils. 

The  eight  palates,  testing  on  a  scale  of  one  to  five  with 

IT'S  ALWAYS  WORTHWHILE 

making  other.N  aware  of  their  worth. 


the  most  points  the  best,  came  up  with  these  results: 
Twenty-five  points  for.  the  Burger  King  hamburger,  22 

for  Wendy's  and  16  for  McDonald's. 
On  the  unadorned  french  fries,  the  tally  was  26  for 

Wendy's,  18  for  Burger  King  and  15  for  McDonald's.  So, 

overall,  it's  48  points  for  the  Wendy  combo,  43  for  Burger 

King  and  31  for  McDonald's. 
Would  that  suggest  that  perhaps  McDonald's  sales  lead 

is  a  result  of  having  over  7,200  locations  to  some  3,000  for 

Burger  King  and  about  2,500  for  Wendy's? 

PEOPLE'S  WEALTH  AND  WORTH 

are  not  necessarily  related. 
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SOME  SUMMER 

•  Missouri — by  Bill  Nunn, 
(Centerre  Bancorporation/ 
Lowell  Press,  $20).  Most 
corporate-sponsored  books 
are  expensive  insults  to  the 
meaning  of  the  word  book. 
This  one  on  Missouri,  made 
possible  by  St.  Louis-head- 
quartered Centerre  Bancor- 
poration, is  a  poetically  moving  exception.  It's  an  extraor- 
dinary harmony  of  first-rate  photographs  combined  with 
most  apropos  bits  and  pieces  of  text. 
•  Greenwich  Village,  a  Pho- 
tographic Guide — by  Ed- 
mund T.  Delaney,  Charles 
Lockwood  and  George  Roos 

:  (Dover  Publications,  $4). 
This  really  does  give  the  pic- 
ture of  New  York's  most  sto- 
ried area  (other  than  Har- 
lem). As  denizens  of  Green-  The  Forbes  Building 
wich  at  60  Fifth  Ave.,  in  a  building  designed  by  John 
Russell  Pope,  we  are  enthusiastic  Village  partisans. 

#  Bearing  Witness — by  Mi- 
chael Lesy  (Pantheon 
Books,  $27.50).  In  the  Li- 
brary of  Congress  there  are 
so  many  millions  of  photo- 
graphs that  numbers  of 
them  are  as  yet  uncounted, 
never  mind  cataloged.  In  a 
two-year  rummage  through 
more  than  a  million  of 
them,  Michael  Lesy  has 
painstakingly  selected  287 


"Ho-  J.mk.nj  MMH  M  fun.uheJ  ,„  8.000  m™- 
wal*r  rxtys  going  10  refill  Irwir  pails.  Steelwurki 
Homtatexl,  Pennsylvania.  i<fQJ- 


to  depict  America  from  1860  to  1945.  As  he  says,  few  of  us 
can  resist  looking  at  the  pictures  before  we  read — if  we 
read — the  text  in  such  a  volume.  Though  the  captions 
often  "give  us  information  unavailable  in  the  photographs 
themselves,  yet,  do  the  pictures  in  fact  tell  us  the  same 
thing?"  The  answer,  shown  here,  is  often  No. 

Above  Hawaii — by 
Robert  Cameron  (Cam- 
eron &  Co.,  $19.95). 
Hawaiian  picture 
books  are  as  prevalent 
as  Waikiki  Beach  post- 
cards. But  this  one  has 
a  different  angle.  The 
pics  are  from  the  air,  with  each  section  containing  a  group 
of  comparable  views  taken  four  or  more  decades  earlier. 
For  someone  into  Hawaii,  this  is  a  different  aloha. 


PICTURE  READING 

#  Hungarian    Memories — by 

Andre  Kertesz  (Little,  Brown 
&.  Co.,  $55).  In  these  life-filled, 
unself-conscious  photographs, 
Kertesz  captures  the  peaceful 
feel  of  Hungary  before  World 
War  I,  and  then  the  rending 
impact  that  war  wrought  on 
Hungarian  souls  and  villages. 

•  Alfred  Stieglitz:  Photo- 
graphs &  Writings — compiled 
by  Sarah  Greenough,  Juan 
Hamilton  (Callaway  Editions, 
$75).  One  hundred  years  ago 
Alfred  Stieglitz  bought  his 
first  camera  and  is  now  widely 
considered  preeminent  in  es- 
tablishing photography  as  an 
Georgia  o'Keeffe  art  form.  Maybe  it's  because  so 

many  of  his  best  pictures  are  so  often  seen,  but  before 
seeing  this  book  I  had  thought  of  him  as  somehow  a 
greater  genius  than  I  thought  him  to  be  after  looking  at  it. 

•  The  Romanov  Family  Al- 
bum— by  Marilyn  Pfeifer 
Swezey  (Vendome  Press, 
$25).  Extraordinarily  candid 
pictures  of  the  last  Tsar,  Ni- 
cholas II,  and  his  family. 
Many  taken  by  a  close  family 
friend,  many  taken  by  the 
Tsar  himself.  Looking  at 
Anastasia  and  the  Tsarevich  these    intimate  snapshots, 

one  sees  a  seemingly  ordinary,  "typical  Edwardian  family 
pursuing  the  pleasures  of  the  privileged  classes:  walking  in 
the  country,  playing  tennis,  sledding  in  Russia's  winter 
snows,  shooting  stags  in  Poland,  taking  tea,  and  picking 
berries  in  the  forests  of  the  Crimea  and  on  the  Baltic 
shores."  In  such  photos  the  bloody  end  of  300  years  of  the 
Romanov  Russian  autocracy  is  nowhere  in  sight. 

Zany  Afternoons — by 
Bruce  McCall  (Alfred  A. 
Knopf,  $25).  Bruce  McCall 
is  indisputably  the  genius 
of  the  sophisticated  Way 
Out.  His  brilliant  illustra- 
tions reduce  to  hilarious 
absurdity  the  pomposity 
of  so  much  of  the  hard  sell 
that  assails  all  our  senses, 
including  common.  Zany- 
Afternoons  demolishes 
innumerable  spurious  icons  of  materialism 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mind.  -MSF 


Such  a  Sad  Miscall 

Notwithstanding  its  preeminence 
as  the  national  metropolis,  Washing- 
ton will  probably  never  be  a  great  city. 
The  more  substantial  part  of  its  popu- 
lation is  migratory;  the  machinery  of 
government  is  too  simple,  and  the 
points  of  its  operation  are  too  widely 
dispersed  to  bring  any  great  and  con- 
stant expenditure  of  the  public  rev- 
enues within  its  limits.  A  fertile  terri- 
tory, or  a  convenient  seaport,  will 
combine  more  attractions  than  the 
artificial  establishments  of  a  metrop- 
olis. The  true  capitals  of  the  United 
States  are,  and  always  will  be,  the 
great  commercial  cities. 

— S.G.  Goodrich,  A  System  of 
Universal  Geography,  1832, 
in  Antiques 

Suicide  Watch 

"When  we  come  up  against  Har- 
vester, there  isn't  any  contest,"  an 
East  Coast  dealer  for  a  competitor 
said.  "They  blow  us  right  out  of  the 
water.  If  we  get  $7,000  assistance 
(from  the  factory  in  cutting  prices), 
they'll  come  up  with  $11,000.  My 
salesmen  are  going  out  of  their  minds. 
I'm  yelling  at  them  every  day.  I  don't 
know  what  to  do."  Another  Eastern 
dealer  adds:  "It's  hard  to  keep  your 
ship  afloat  when  you're  being  beaten 
to  death  by  someone  who's  commit- 
ting suicide." 

— Sue  Shellenbarger, 
Wall  Street  Journal 

Le  Grand  Chutzpah 

In  President  Mitterrand's  view,  the 
American  refusal  to  increase  taxes, 


and  not  Socialist  blundering,  is  "a 
cause  of  worldwide  disequilibrium." 
After  years  of  blaming  his  recession 
on  our  recession,  he  is  now  blaming 
his  recession  on  our  recovery. 

That  takes  le  grand  chutzpah.  The 
reason  that  capital  is  flowing  out  of 
France  to  the  U.S.  and  other  countries 
has  little  to  do  with  deficits  or  interest 
rates  and  much  to  do  with  the  desire  of 
people  to  hold  on  to  their  money: 
American  free  enterprise  is  stable  and 
France's  Socialist  economy  is  shaky, 
and  money  flows  to  those  places 
where  risk  and  inflation  are  low. 

— William  Safire,  New  York  Times 

Sweet  Summer  Fare? 

Toasted  termite  tidbits,  caterpillar 
crunchies  or  french-fried  flies? 
Whether  we  willingly  choose  such 
insect  grub,  most  of  us  inadvertent- 
ly eat  hundreds  of  insect  fragments 
every  day.  The  Food  &  Drug  Ad- 
ministration allows  up  to  20  dro- 
sophila  fly  eggs  in  a  glass  of  tomato 
juice  and  75  insect  pieces  in  a  two- 
ounce  serving  of  cocoa.  Frozen 
broccoli  may  have  up  to  60  aphids, 
thrips  or  mites  per  serving.  "It's 
impossible  to  eliminate  all  insects 
from  food,"  says  Cornell  University 
entomologist  Edgar  Raffensperger. 

Roasted  termites  are  sought-after 
treats  for  many  Africans;  steamed  gi- 
ant waterbugs  are  prized  in  Laos,  as 
are  toasted  stinkbugs  in  Mexico.  Ants 
are  served  with  a  sauce  in  Brazil  and 
with  curry  in  Thailand,  and  crickets 
are  seasoned  and  steamed  in  banana 
leaves  in  Indonesia.  Commonly  eaten 
insects  include  bees,  caterpillars,  ci- 
cadas, flies,  grubs,  lice  and  silkworms. 


Though  most  Americans  cringe  at 
the  thought  of  eating  such  fare,  we 
don't  think  twice  about  devouring  an 
ordinary  hot  dog  whose  ingredients 
may  include  bull  or  hog  scrotum, 
brains,  lips,  eyes,  snouts,  tail  meat 
and  stomachs.  "Our  aversion  to  cer- 
tain foods  is  dictated  by  customs  and 
habits,"  Raffensperger  asserts.  "Many 
insects  are  delicious  and  are  higher  in 
protein,  calories  and  fat  than  equiv- 
alent amounts  of  beef." 

—Susan  S.  Lang,  OMNI  Pub- 
lications International,  1982 


If  I  had  only  known  how  he 
would  end  up,  I'd  have  been 
nicer  to  the  guy. 

— Virginia  Mayo,  talking  about  her 
former  costar  at  Warner  Bros.,  Ronald 
Reagan,  in  Gentlemen's  Quarterly 


Pure  Chance 

Paul  Gauguin  and  Tahiti  have  been 
closely  connected  in  popular  imagi- 
nation for  more  than  half  a  century. 
The  only  comparable  case  of  such 
complete  identification  of  a  man 
with  an  island  is  perhaps  that  of 
Napoleon  with  St.  Helena.  It  is  rather 
ironical,  therefore,  to  have  to  begin  a 
book  devoted  chiefly  to  Gauguin's 
life  in  Tahiti  with  the  assertion  that 
it  was  pure  chance  which  took  him 
there  in  the  first  place,  and  that  the 
momentous  journey  was  not  even  his 
own  idea. 

— Gauguin  in  the  South  Seas, 
by  Bengt  Danielsson 

Dreamy  Letter 

The  thing  that  bothers  me  most,  I 
suppose,  is  that  it  you  give  twenty- 
five  dollars  to  a  school  or  a  college  or 
some  good  cause,  they'll  turn  around 
and  spend  fifty  dollars  trying  to  get 
you  to  give  more.  ...  I  got  to  thinking 
about  the  kind  of  letters  I  wish  I'd 
receive  and  never  do.  I  had  to  write 
[this]  myself. 

Dear  Classmate: 

Just  a  note  to  tell  you  there  won't  be 
any  annual  fundraising  drive  this 
year.  Because  of  the  warm  winter,  the 
University's  fuel  bill  was  less  than 
expected  and,  by  firing  some  of  the 
dead  wood  on  the  faculty,  they've 
been  able  to  stay  way  under  budget 
and  won't  need  any  money. 
Sincerely, 

Ham  Davis,  Class  Secretary 
— A  Few  Minutes  with  Andy  Rooney, 
by  Andrew  A.  Rooney 
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ALLIANCE 


IOTOR  TREND'S  1983  CAR  OF  THE  YEAR 

Jotor  Trend  experts  judged  Alliance  the  way  a  car 
;uyer  would.  On  styling  and  design,  quality,  comfort, 
erformance  and  dollar  value.  Which  helps  explain 
j  hy  Renault  Alliance  is  already  outselling  61  of  the 
p  cars  built  in  America* 

FFORDABLE  EUROPEAN  TECHNOLOGY 

illiance  is  a  fine  European-designed  sedan  that 
■bmfortably  rides  five— for  the  price  $ 
|f  a  four-passenger  econobox. 


BUILT  IN  AMERICA 

And  Alliance  is  built  in  America.  By  American 
Motors.  With  front-wheel  drive.  Fully  independent 
suspension.  Power  front  disc  brakes.  Rack  and 
pinion  steering.  Electronic  fuel  injection.  And 
outstanding  mileage.  Alliance. 
At  Renault  dealers  everywhere. 


37  E52 


EST 
HWY 


List  price  Tax,  license,  Automotive  News  Use  figures  for  comparison  Your 

destination  charges.  report  of  1983  mileage  may  vary  with  speed,  weather, 

optional  or  regional  calendar  year  trip  length  Actual  highway 

equipment  extra  sales  thru  April  and  CA  figures  lower 


RENAULT 

THE  ONE  TO  WATCH 


Ndder,  Peabody 
offersyou  tax-free 
hortds  that 
more  than  interest. 

As  one  of  the  nation's  leading  under- 
writers of  tax-free  bonds,  Kidder, 
Peabody  is  in  a  unique  position  to 
offer  a  vast  selection  of  securities  to 
investors.  Whether  they're  seeking 
more  interest,  or  more  security. 

And  as  one  of  the  industry's 
leading  innovators,  many  of  our  offer- 
ings are  unique,  designed  to  let 
investors  take  advantage  of  the  latest 
economic  trends.  Our  highly  popular 
Compound  Interest  Bonds,  for 


instance,  give  investors  tax-free  interest 
on  tax-free  interest;  and  our  equally 
popular  Option  Tender  Bonds  yield 
high  tax-free  interest  with  protection 
against  downside  market  risk. 

If  your  holdings  are  complex 
and  you're  not  sure  which  bonds  are 
right  for  your  investment  needs  and 
tax  considerations,  call  on  a  Kidder, 
Peabody  stockbroker  to  help  you 
think  it  through.  Our  brokers  are 
accomplished  professionals,  skilled 
in  assisting  upper-income  individuals, 
whatever  their  degree  of  sophisti- 
cation. And,  because  of  Kidder's 
extensive  underwriting  commitment 
our  brokers  have  access  to  more 


municipals  than  most  of  their  counter- 
parts in  the  industry  In  addition,  they 
can  give  you  the  thinking  of  experts  in 
our  thirteen  regional  offices  who  spe- 
cialize in  local  offerings  throughout 
the  country. 

Whether  you  would  like  your 
securities  to  yield  more  interest  or 
more  security,  Kidder,  Peabody  will 
give  you  a  wide  choice  in  tax-free 
bonds.  Talk  to  one  of  our  brokers  at  an 
office  near  you. 

■H  Kidder,  Peabody 

II  &  CO.  INCORPORATED 
95  fo«»^  ;«65 
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Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


PRESIDENT  REAGAN  UNDERSTANDS 


the  true  catalyst  of  the  Japanese  economic  miracle  better 
than  most.  In  response  to  a  question  on  whether  he 
thought  the  U.S.  government  should  have  a  national  plan 
for  our  high-tech  efforts  a  la  the  Japanese,  the  President 
told  Forbes:  "Well,  no.  I  know  there  has  been  a  great  deal 
of  talk  about  the  government-business  relationship  in 
Japan.  I  think,  very  simply,  one  of  their  greatest  advantages 
is  the  much  higher  personal  savings  rate  of  the  Japanese 
people  over  ours,  and  the  pool  of  capital  that  they've  got 
available  there  that  can  be  used  for  investment." 

He's  right.  Japan's  high  rate  of  saving  is  why  business 
has  access  to  cheap  capital,  and  why  the  government  can 
routinely  run  budget  deficits  proportionately  several  times 
our  own  without  "crowding  out"  anybody. 

What's  overlooked  by  many  in  this  country  is  the  source 
of  this  phenomenon.  The  Japanese  had  their  supply-side 
revolution  some  three  decades  ago,  when  the  government 
adopted  significant  cuts  in  income  taxes  along  the  lines  of 
Reagan's  1981  reductions,  and  levies  on  dividends  and 
interest  were  virtually  eliminated.  Additional  supply-side 
tax  cuts  were  enacted  over  the  next  25  years. 

The  Bank  of  Japan,  unlike  our  Federal  Reserve  in  1 98 1-82, 
didn't  respond  to  those  reductions  with  a  catastrophic 
tightening  of  credit,  which  would  have  mitigated  their 


beneficial  effects.  The  U.S.,  on  the  other  hand,  was  captivat- 
ed after  World  War  II  by  the  Keynesian  notion,  born  of  the 
Depression,  that  saving  money  was  riot  good  for  the  econo- 
my. Putting  aside  a  portion  of  one's  income  in  a  bank  or  a 
bond  or  a  stock  was  "sterilizing  purchasing  power." 

That's  why  we  got  absurdly  high  tax  rates  on  personal 
income. 

"Rich"  people,  economists  reasoned,  had  a  "higher  pro- 
pensity to.  save"  than  those  with  lower  incomes.  To  pre- 
vent the  relatively  well-to-do  from  letting  too  much  of 
their  income  go  into  the  great  black  hole  of  savings, 
government  would  take  it  away  via  the  income  tax  and 
spend  it  for  them,  thus  preventing  economic  stagnation. 

The  losers  of  World  War  II  grasped  the  silliness  of  such 
thinking  more  than  its  winners  did.  Keynesian  notions 
were  least  influential  in  Japan  and  Germany,  and  strongest 
in  the  United  Kingdom  and  the  U.S.  The  level  of  savings  in 
Germany  and  Japan  has  been  high,  while  we  and  our 
British  cousins  are  routinely  at  the  bottom  among  indus- 
trial nations  in  this  category. 

Democrats  want  to  limit  the  mild  income-tax  cuts  en- 
acted in  1981. 

The  Japanese  experience  would  suggest  the  opposite, 
that  we  need  steeper  reductions  in  our  levies  on  income. 


WHILE  ON  THE  SUBJECT  OF  SAVINGS  AND  CONSUMPTION 


A  growing  number  of  economists  now  realize  the  impor- 
tance of  capital  formation  to  stimulate  long-term  econom- 
ic growth.  But  one  type  of  solution  proffered  by  Reagan 
advisers,  as  well  as  others,  is  useless. 

It  involves  various  schemes  to  tax  consumption  heavily 
via  a  stiff  sales  or  value  added  tax.  By  discouraging  con- 
sumption, they  reason,  people  will  save  more  and  the 
economy  will  benefit  from  increased  capital  formation. 

These  people  are  turning  Keynes  on  his  head — it's  all 
right  to  earn  money  as  long  as  you  don't  spend  it.  Instead  of 
punishing  savings,  we  must  now  redress  the  balance  by 
punishing  consumption. 

What  these  worthies  have  never  grasped  is  that  one 
man's  consumption  is  another's  capital  formation.  When 


you  buy  something,  the  seller  is  presumably  making  a 
profit.  The  seller's  income  increases,  which  means  he  can 
save  more. 

If  people  are  deterred  from  spending  their  money,  who's 
going  to  invest  to  make  the  goods  and  services  people  are 
now  supposed  to  forego?  Business  doesn't  produce  for  a 
nonexistent  market. 

How  does  one  get  the  best  of  all  worlds — high  rates  of 
savings  and  vigorous  consumption?  Stop  punishing  savers 
(i.e.,  do  what  the  Japanese  did),  resist  the  temptation  to 
whack  consumers  and  design  a  sensible  monetary  policy. 

Then  you  will  see  this  economy  turn  in  a  performance 
over  the  next  ten  years  that  will  be  miraculous  even  by 
Japanese  standards. 
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NOW  YOU  CAN  PROVIDE  A  SUPERIOR 
IRA  PROGRAM  WHILE  HARDLY  LIFTING  A  FINGER. 


Now  that  IRAs  are  available 
even  to  wage  earners  with  pension 
plans,  your  employees  are  proba- 
bly thinking  about  them  right  now. 

And  wondering  if  you  are  going 
to  make  available  an  IRA  program 
to  supplement  their  retirement 
income. 

Realizing  this,  Metropolitan  is 
ready  to  provide  your  employees 
with  a  program  that  lequires  mini- 
mal effort  on  your  part  and  involves 
practically  no  cost  to  you. 

It's  Metropolitan's  Metromatic 
IRA  Program. 

All  you  do  is  arrange  for  payroll 
deductions  by  your  employees. 
Metropolitan's  trained  profession- 
als will  hold  one-on-one  interviews 
with  your  employees  to  discuss 
the  benefits  provided  by  an  IRA 


and  assist  them  in  establishing 
their  own  IRAs  for  amounts  up  to 
$2,000.  The  administrative  details 
will  be  handled  by  Metropolitan 
and,  with  your  cooperation,  the 
program  will  be  communicated  to 
your  employees. 

In  addition,  Metropolitan  will 
provide  a  sound  and  attractive 
vehicle  for  the  IRA  contributions— 
the  Flexible  Retirement  Annuity 
Contract. 

All  of  your  employees  who  are 
interested  in  providing  for  retire- 
ment on  a  tax-deferred  basis  will 
welcome  this  unusually  beneficial 
IRA  program.  It  features  an  op- 
tional provision  that  will  continue 
payments  to  the  employee's  IRA 
in  the  event  of  total  disability.  It 
has  flexible  options  which  allow  use 


of  the  IRA  to  provide  retirement 
income.  Under  this  program, 
employees  can  even  continue  their 
IRAs  should  they  leave  the 
company. 

Metropolitan,  because  of  its  vast 
financial  and  human  resources,  is 
equipped  to  serve  a  company  of 
any  size  and  in  any  location. 
Arranging  for  Metromatic  IRA.  is  a 
simple  matter.  Just  contact  your 
local  Metropolitan  office  and  ask  to 
have  a  representative  call. 

This  is  a  chance  to  make  a  favor- 
able impression  on  your  employees 
at  practically  no  cost  and  with  vir- 
tually no  effort. 
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What's  Ahead  for  Business 


Edited  by  Thomas  O'Donnell 


There  is  less 
inflation  than 
you  think 


MINI  AND  MAXI  MISUNDERSTANDINGS 

Continued  good  news  about  the  strength  of  the  recovery  has  not 
calmed  everyone's  fears.  Recent  reports  that  inflation,  as  measured  by 
the  Consumer  Price  Index,  may  be  on  the  rise  caused  several  mini- 
routs  in  the  bond  market  and  even  gave  the  oh-so-strong  stock  market 
a  temporary  tilt. 

These  fears  are  based  on  a  misunderstanding.  The  CPI  errs  on  the  high 
side.  The  three  major  components — energy,  food  and  housing — are 
giving  off  signals  that  the  index  is  interpreting  incorrectly. 

With  energy  the  error  is  twofold.  The  first  problem  stems  from  the  recent 
5-cent-per-gallon  gasoline  tax.  The  second  relates  to  seasonal  increases 
in  gasoline  prices  in  anticipation  of  stepped-up  summer  driving.  The  CPI 
picked  up  these  changes  and  projected  them  forward.  It  failed  to  detect 
that  the  tax  is  a  one-time  thing  and  the  price  boost  is  temporary.  "From  a 
supply  and  demand  point  of  view,  there  is  really  no  reason  to  justify  a 
continued  increase  on  the  energy  items,"  concedes  Patrick  Jackman, 
who  computes  the  CPI  for  the  Bureau  of  Labor  Statistics. 

As  for  food  prices,  bad  weather — especially  severe  storms  in  Califor- 
nia— is  largely  responsible  for  the  runup.  Products  posting  the  in- 
creases were  early  fresh  fruits  and  vegetables.  Meat  and  poultry  items 
were  flat.  Now,  as  crops  from  other  parts  of  the  country  come  to 
market,  the  CPI  food  component  will  begin  to  ease. 


Trying  to  get 
rid  of  one 
distortion 
created  another 


There's  even  more  distortion  in  the  housing  numbers.  And,  ironical- 
ly, recent  CPI  revisions  intended  to  eliminate  this  problem  have  only 
made  it  worse.  Here's  why:  The  CPI  used  to  track  monthly  mortgage 
costs.  When  property  values  began  to  rise  in  the  Seventies,  this  pushed 
the  index  up  rapidly,  even  though  these  costs  only  affected  people  buying 
new  homes.  So  the  BLS  substituted  a  rental  equivalent  number.  But  now 
home  prices  are  stable,  and  the  index  is  picking  up  rises  in  rents — even 
though  most  Americans  live  in  single-family  homes. 

On  the  positive  side,  the  CPI,  being  a  measure  of  finished  goods,  does 
pick  up  unit  labor  costs — and  they  will  fall  well  into  1984.  That  is 
much  of  the  reason  the  index  will  post  an  annual  gain  of  around  4% 
this  year.  Small  as  that  is,  of  course,  it  still  overstates  the  inflation  rate, 
which  will  actually  average  between  2%  and  3%. 


Inflation's  back 
has  been  broken 


Indexes  to  the  contrary,  the  back  of  inflation  has  been  broken.  The 
only  thing  to  fear  is  the  fear  of  inflation  itself.  That,  in  part,  is 
preventing  interest  rates  from  falling  as  fast  as  they  should. 
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The  Forbes  Index 


Forbes  Index 
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Keeping  it  up.  The  Forbes  Index  has  run  its  string  of 
consecutive  advances  to  seven,  registering  a  strong  2.1% 
gain.  Good  news  is  coming  from  both  the  business  and 
consumer  fronts.  In  fact,  all  of  the  indicators  are  flashing  a 
bright  green. 

Industrial  production  was  up  1.1%  during  the  latest 
reporting  period,  following  a  2%  gain  in  April.  New  hous- 
ing starts  were  up  27.7%.  One  reason  consumers  are 


buying  is  a  1.6%  rise  in  personal  income,  compared  with  a 
0.9%  rise  a  month  earlier. 

Consumers  also  were  spending  on  items  other  than 
housing.  Installment  credit  was  up  by  0.7%  and  that 
contributed  toward  a  sharp  2.1%  rise  in  retail  store  sales. 
Even  the  0.5%  rise  in  the  Consumer  Price  Index  was  good 
news  since  it  was  small  and  is  probably  temporary,  caused 
by  a  seasonal  increase  in  gasoline  prices. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  the  change  in  the 
amount  of  consumer  installment  debt  outstanding. 

To  measure  these  eight  elements,  Forbes  monitors  1 1 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  series  are  presented  at  right. 
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Once  again 
the  American  frontier 


isintheA\fest 
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THE  COWBOY  by  Frederic  Remington 
x  Courtesy  Amon  Carter  Museum,  Fort  Worth 


Intoduciriganew* 

tefeouttf 
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magine  a  new  company  so  big  that  its  subsidiaries  do  daily 
business  with  over  9  million  customers  in  a  geographic  area 
covering  43%  of  the  continental  United  States. 


It  is  out  of  this  tradition 
of  excellence  and  commitmei 
to  service  that  US  West 
emerges. 

An  exciting 
new  company  intent  on 
becoming  a  leading 
competitor  in  the  business 
of  moving  and  managing 
information. 

Once  again,  the 
American  frontier  is  in  the 


The  region  served  by 
Mountain  Bell,  Northwestern  Belt, 
and  Pacific  North  west  BelL 


A  company  that  employs 
80,000  people,  and  manages 
over  $14  billion  in  assets. 

A  company  that,  from  its 
first  day  in  business,  will  join  the 
ranks  of  the  Fortune  top  50. 

Imagine  all  this,  and  you  are 
imagining  US  West. 

Making  history  in  the 
American  West  U  S  West  will  be 
a  new  company,  the  result  of  the 
divestiture  agreement  between 
the  Justice  Depc   ?  nent  and  the 
Bell  System. 

Out  of  this  as.  nt, 
seven  regional  con         will  be 
created  —  each  indc  ent 
from  the  others,  from 
and  from  the  Bell  Syst 

US  West  starts ou; 


three  well-established  companies: 
Mountain  Bell,  Northwestern 
Bell,  and  Pacific  Northwest  Bell. 
For  over  100  years,  these 
companies  have  provided  service 
to  the  American  West  and 
Midwest,  and  have  paid  dividends 
toshareowners. 


West.  The  romance  of  the 
American  West  is  well-knowr 
But  what  is  perhaps 
less  commonly  known  is  the 
uncommon  magnitude  of  nature 
resources  in  the  West  today. 

It  is  truly  a  region  that  has 
been  blessed.  Producing  over 
40%  of  the  nation's  food.  49%  of 
the  coal.  45%  of  the  timber.  Anc 
nearly  all  of  the  nation's  gold, 
silver,  and  copper. 

The  West  can  also  claim 
extensive  reserves  of  gas  and 
oil.  And  two  active  seaports: 
Seattle/Tacoma  and  Portland. 
Along  with  the  inland  port 
ofDuluth. 


Population,  personal  income  and  job  expansion  are  all  outpacing  the  national  averages. 


LUion  dollar  company 
m  its  spurs. 


Even  more  exciting  are 
ie  region's  human  resources 
opulation  growth 
utpaces  the  national 
verage  by  33%.  And 
ersonal  incomes  are 
rowing  21%  faster. 

A  legacy  of 
i:rength.  A  tradition 
f  character. 
J  S  West  starts  out 
dth  businesses 
lat  investors  have 
tlways  found  attractive,  not  just 
)r  dividends,  but  for  strength 
nd  stability. 

And  now  the  company  will 
e  free  to  build  on  that  strength 
nd  stability  as  never  before. 


we  intend  to  be  a  competitive 
enterprise. 

If  you'd  like  more 
information  about  the  company 
that's  out  to  win  its  spurs, 


The  communications  industry  is  projected  to  double  in  size 
in  the  next  five  years. 

We  will  diversify  into  areas 
that  match  our  managerial  and 
technical  strengths. 

For  example,  a  subsidiary  to 
provide  mobile  communication 
service,  a  subsidiary  to  wire 
businesses  for  the  Information 
Age,  and  a  directory  advertising 
and  publishing  subsidiary  have 
already  been  formed. 

Though  some  of  our 
companies  are  regulated,  we 
know  that  every  aspect  of  our 
business  is  subject  to 
competition.  And 


iilltff 
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Linking  9  million  customers  to  the 
Information  Age. 

write:  JohnTrygg,  Director 
of  Investor  Relations,  US  West, 
Quebec  One  Building, 
5700  South  Quebec  Street, 
Denver,  Colorado,  80111. 


*>e  of  the  ten  cities  of great  opportunity  identified 
ihn  Naisbitt's  book.  Megatrends,  are  located  here. 


IICWEST 


His  Japanese  competitors  routinely  count  on  unfair  subsidies, 
Hyster  Chairman  William  Kilkenny  complains.  So,  he  reasons, 
why  not  get  some  unfair  advantages  of  your  own'' 

Do-it-yourself 
industrial  policymaking 


Forbes 


By  Michael  Cieply 

BITTER  FRUSTRATION  HAS  LATELY 
been  the  lot  of  Hyster  Co. 
Chairman  William  Kilkenny. 
Hyster  is  the  Portland,  Ore. -based 
manufacturer  of  industrial  lift  trucks, 
the  demand  for  which  fluctuates  with 
the  wicked  vicissitudes  of  the  eco- 
nomic cycle.  In  1979,  flush  times  and 
a  well-earned  reputation  for  quality 
pushed  Hyster  revenues  to  almost 
$700  million  and  net  profits  to  $63 
million.  Sales  last  year  fell  to  60%  of 
that,  just  S422  million,  and  profits  fell 
to  a  bare  $7  million. 

But  more  than  recession  accounted 
for  such  depressing  numbers,  Kil- 
kenny insists.  True,  overall  demand 
for  trucks  tumbled.  But  the  unkindcst 
cut  of  all  was  cutthroat  competition 
from  such  low-cost  Japanese  produc- 
ers as  Komatsu  and  Toyota,  which 
have  captured  about  half  of  the  non- 
Communist  market  for  lift  trucks. 

Whence  their  edge?  Partly  their 
skill  at  building  reliable,  no-frills  ve- 
hicles. But  more  significantly,  Kil- 
kenny argues,  the  Japanese  rely  on 
impossible  trade  restrictions,  govern- 
ment cartels  and — most  galling  of 
all — unfair  subsidization.  That,  he 
says,  is  why  "in  some  markets  around 
the  world,  the  Japanese  sell  at  prices 
that  we  believe  a ;  e  rider  their  unsub- 
sidized  costs." 

That's  a  powerful  charge  in  its  own 
right.  Grounds,  pel  r  a  counter- 

vailing duties  case  c  -  3  by  the  In- 
ternational SubsidK  •  adopted 
in  1 980  under  the  Gl:  .      '  ^eement 


Hyster  Chairman  William  Kilkenny 
Do  something  for  us,  or  else. 


on  Trade  &  Tariffs.  This  is  a  mecha- 
nism that  enables  any  Code  signatory 
to  defend  domestic  markets  against 
subsidized  foreign  competitors. 

But  more  than  that,  Kilkenny's 
complaint  sums  up  all  the  arguments 
now  being  heard  across  the  U.S.  for  a 
new  "industrial  policy,"  a  buzzphrase 
that  seems  to  have  replaced  the  old 
buzzword  "^industrialization." 

Kilkenny  is  clearly  in  no  mood  to 
wait  while  the  debate  goes  on.  He  has 
chosen  instead  to  write  an  MITI-likc 
policy  of  his  own.  Last  September, 
over  the  signature  of  President  Wil- 


liam Fronk,  Hyster  Co.  addressed  let- 
ters to  five  states  and  four  sovereign 
nations  in  which  the  company  builds 
trucks.  The  message:  Foreign  compe- 
tition was  such  that  some  Hyster 
plants  would  have  to  close,  others  ex- 
pand. Precious  jobs  would  go  first  to 
whatever  government  bodies  did  the 
most  to  underwrite  them.  In  effect, 
Hyster  told  these  governments:  Do 
something  for  us,  or  else. 

That  might  not  have  gone  down  so 
well  a  few  years  ago.  But  today?  By 
February  of  this  year  Hyster  had  gar- 
nered $72.5  million  in  direct  govem- 
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ment  aid  from  various  jurisdictions. 
The  U.K.  alone  kicked  in  a  reported 
$20  million  to  ransom  1,500  jobs  in 
Irvine,  Scotland.  At  home,  towns  like 
Kewanee,  111.,  Sulligent,  Ala.  and  Be- 
rea,  Ky.  anted  $18  million,  all  told,  in 
direct  grants  and  subsidized  loans  to 
attract  or  hold  about  1,960  jobs.  In 
hard-pressed  Portland,  by  contrast,  a 
54-year-old  Hyster  plant  will  close  by 
next  spring,  despite  Oregon's  prof- 
fered investment  of  $20  million  from 
the  state  employees'  pension  fund. 

Of  all  the  solicitous  governmental 
respondents,  the  big  winner,  if  that's 
the  word,  appears  to  be  Danville,  111. 
With  unemployment  currently  near 
16%,  this  city  of  39,000  will  come  up 
with  roughly  $10  million  in  direct 
operating  subsidies  and  training 
grants.  This  will  be  to  keep  the  Hyster 
jobs  it  has  and  to  gain  an  additional 
992  new  jobs  by  1987. 

There's  more  than  a  whiff  of  des- 
peration in  this.  Picking  at  his  break- 
fast in  the  half-empty  downtown 
Sheraton,  Jack  Nichols,  42,  Danville's 
economic  development  coordinator, 


raised  locally,  to  get  Hyster  to  stay. 
No  one  is  crazy  about  the  idea.  Says 
Mayor  David  Palmer:  "Danville  was 
always  kind  of  slow  to  accept  govern- 
ment programs.  People  said:  'We'd 
rather  do  it  ourselves.'  " 

No  more.  Since  1981  roughly  $3.5 
billion  a  year  that  goes  to  the  states  in 
block  grant  money — funds  once  ear- 
marked for  housing  rehabilitation, 
sidewalk  repair  and  so  forth — has 
been  freed  for  direct  payment  to  pri- 
vate employers.  Federal  low-income 
grants  also  made  possible  the  offers 
from  Berea,  Kewanee  and  Sulligent.  "I 
signed  the  papers  on  an  $822,235 
UDAG  [Urban  Development  Action 
Grant]  this  morning,"  says  Ted 
Boyett,  part-time  mayor  of  Sulligent, 
a  town  of  2,500. 

In  freeing  funds  for  such  purposes, 
Congress  meant  well.  It  thought  it 
would  help  to  create  productive  in- 
vestments, not  dead-end  doles.  But,  in 
fact,  it  gives  the  U.S.  a  foretaste  of  the 
short-term  rewards  and  longer-term 
perils  attached  to  a  politically  in- 
spired and  bureaucratically  managed 


Mayor  David  Palmer  at  Hyster 's  Danville  plant 

No  longer  shy  about  spending  federal  dollars. 


says:  "We  couldn't  afford  not  to  make 
it  happen."  A  once-prosperous  down- 
state  hub,  Danville  has  known  hard 
times  before.  Its  deep-shaft  coal, 
mines,  once  a  prime  source  of  jobs, 
shut  down  a  generation  ago.  These 
days,  layoffs  have  run  high  at  the  GM 
foundry.  Hyster's  payroll  has  been  es- 
pecially hard  hit,  having  dwindled 
from  a  1979  peak  of  2, 104  to  as  few  as 
1,008  last  summer. 

Pay  for  new  jobs  or  put  old  ones  at 
risk?  Hardly  a  choice,  especially  when 
you  realize  that  townfolk  are  spend- 
ing federal  tax  dollars,  not  revenues 


"industrial  policy." 

Consider:  Despite  recovery,  long- 
term  demand  for  trucks  is  expected  to 
grow  at  about  5%  a  year.  Hyster,  with 
positive  cash  flow  and  debt  at  a  mere 
11.4%  of  capitalization,  must  shift 
production  to  lower-cost  plants.  With 
or  without  subsidies,  could  the  an- 
cient Portland  plant  have  survived 
that  transition?  Probably  not,  since 
its  $18  average  hourly  wage,  com- 
pounded by  high  workers'  compensa- 
tion premiums,  is  60%  more  than  la- 
bor costs  in  nonunion  Sulligent. 

But  would  Danville  have  lost  Hys- 


ter if  it  had  not  delivered  incentives? 
Only  if  Kilkenny  were  prepared  to 
ignore  major  concessions  from  Dan- 
ville's Independent  Forklift  Builders 
Union  and  write  off  a  facility — his 
largest — with  a  quality  record  un- 
matched by  any  of  his  southern 
plants.  Tough  call.  The  local  union 
leadership  thinks  it  bent  over  back- 
wards offering  concessions  that  may 
total  $10,000  per  employee  over  the 
next  three  years  to  keep  Hyster  in 
Danville.  "Would  you  be  willing  to 
walk  down  the  street  and  hear  people 
say,  'There  goes  the  son  of  a  bitch  who 
lost  Hyster'?  "  shrugs  union  President 
Terry  Payne. 

In  the  short  run,  obviously,  govern- 
ment subsidies  work,  up  to  a  point 
and  after  a  fashion.  In  Hyster's  case 
the  $12  million  cost  of  consolidating 
all  its  manufacturing  operations  is 
covered.  These  public  dollars  are  es- 
pecially welcome  at  a  time  when  Kil- 
kenny is  investing  some  $160  million 
in  both  an  economy  truck  line  to  fight 
the  Japanese  and  in  Hyster's  first 
automated  materials-handling  equip- 
ment to  challenge  two  entrenched 
U.S.  competitors,  Eaton  and  Clark. 

But  small,  scattered  interventions 
that  put  off  the  inevitable  are  one 
thing.  Writ  large  and  made  national 
policy  for  the  long  run,  they  are  an 
expensive  way  merely  to  delay  the 
inevitable,  not  escape  it.  Britain  spent 
billions  over  several  decades  trying  to 
preserve  jobs  in  its  steel  and  auto  in- 
dustries. The  billions  are  gone,  as  are 
many  of  the  jobs.  Since  1979  British 
taxpayers  have  been  paying  up  to  50% 
of  construction  and  equipment  costs 
at  Hyster's  new  Northern  Ireland 
plant  (Forbes,  June  7,  1982).  In  the 
fullness  of  time,  what  is  to  prevent 
Hyster  from  seeking  similar  conces- 
sions in  Danville  and,  if  it  gets  them, 
doom  the  jobs  near  Belfast? 

Meanwhile,  of  course,  Toyota  gains 
cost  advantage  by  assembling  in  a  sin- 
gle, highly  efficient  complex  at  Na- 
goya.  Hyster's  biggest  problem  isn't 
manufacturing  efficiency  but  world 
overcapacity  in  industrial  lift  trucks. 
The  jobs  Hyster  created  with  the  help 
of  U.K.  taxpayers  in  Northern  Ireland 
have  now  put  in  jeopardy  similarly 
created  jobs  in  Hyster  plants  in  Hol- 
land and  Belgium,  factories  that  Kil- 
kenny now  laments  as  "duplicate 
pools  of  inventory  and  overhead."  It 
was,  in  short,  these  foreign  subsidies, 
on  top  of  incentives  from  Kentucky 
and  Alabama  in  the  1970s,  that  helped 
create  the  companywide  overcapacity 
that  Kilkenny  must  now  shed. 

Everyone  knows  a  squirrel  wheel 
works,  but  is  that  any  way  to  run  an 
economy?  ■ 
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The  bigger  they  are,  the  Chase  Manhattan 
Bank  found,  the  harder  they  fall.  Now  the 
Chase  is  struggling  to  come  back.  But  there 
are  problems  in  the  ranks. 

Burdens  of 
the  past 


By  Priscilla  S.  Meyer 


The  travail  of  the  Chase  Man- 
hattan Bank  makes  one  of  the 
great  stories  of  American  fi- 
nance. Before  its  publicized  troubles 
began  ten  years  ago,  the  Chase  stood 
at  the  top  of  America's  banking  estab- 
lishment. California's  Bank  of  Amer- 
ica was  the  biggest  American  bank,  of 
course,  but  it  owed  its  size  mainly  to 
its  millions  of  small  customers.  The 
Chase  commanded  the  custom  of  in- 
dividuals and  of  many  of  America's 
most  powerful  and  prestigious  blue 
chip  corporations,  not  as  a  tradesman 
but  as  a  peer.  The  Chase,  after  all,  was 
dominated  by  Rockefellers. 

Today,  the  Chase  is  the  butt  of 
competitors'  jokes.  The  men  at  the 


top  have  suffered  embarrassment  and 
even  humiliation.  Rumors  of  top 
management  shake-ups  all  the  way  to 
the  chairman's  office  are  now  heard 
inside  the  bank  as  well  as  outside.  In 
discussing  the  Chase's  troubles  with 
Forbes,  Willard  Butcher,  56,  the 
Chase's  chairman,  head  bowed,  fist 
clenched,  says,  "There  is  no  question 
there  was  poor  judgment."  Butcher 
and  the  Chase's  other  top  executives 
have  little  time  for  brooding,  howev- 
er. They're  working  hard  and  aggres- 
sively to  restore  the  Chase's  prestige 
and  fortune. 

They  have  the  will  to  do  so.  But 
have  they  found  the  way?  Can  they 
answer  with  a  persuasive  "never 
again"  questions  that  persist  from 
their  recent,  troubled  past?  How,  for 


example,  could  banking's  flagship,  in 
1974,  have  run  up  millions  of  dollars 
of  losses  in  bonds,  accounting  for 
these  and  other  transactions  so  poorly 
that  in  1975  the  U.S.  Comptroller  of 
the  Currency  accused  it  of  running 
out  of  control?  How  could  it,  a  few 
years  later,  have  taken  devastating 
losses  in  real  estate,  and  then  right 
itself,  only  to  lose  additional  millions 
on  loans  to  a  government  securities 
dealer  and  another  imprudent  bank? 

George  Champion,  the  crusty,  79- 
year-old  banker  who  served  as'  the 
Chase's  chairman  in  its  gilt-edged 
years  from  1961  to  1969,  thinks  he 
knows  the  answer.  "Nothing  like  that 
happened  when  I  was  chairman," 
Champion  says  in  an  interview. 
"When  I  was  chairman  we  knew  what 
was  going  on  in  every  department.  I 
went  through  all  the  departments  to 
see  and  observe  for  myself.  If  any  loan 
was  $5  million  or  over,  I  took  it  to  the 
board  after  studying  it  personally." 

Now  that  the  Chase  has  set  a  new 
course  with  definite  landfalls,  howev- 
er, Champion's  answer  seems  seduc- 
tively simple  and  may  be  inappropri- 
ate to  the  times.  Today's  Chase  man- 
agers, young  and  old,  find  themselves 
straitjacketed  by  some  of  the  tightest 
internal  controls  in  American  bank- 
ing. These  controls  not  only  failed  to 
prevent  some  recent  debacles  but,  in 
more  or  less  subtle  ways,  actually  en- 
couraged them.  The  burden  of  the 
past  weighs  heavy.  The  controls, 
amounting  to  double  auditing  on  a 
grand  scale,  were  put  in  place  to  con- 
strain solo  performances.  They  seem 


Chase  Chairman  Willard  Butcher  at  annual  meeting  with  Thermos  Lahrecque.  president  ( left ).  Michael  Carlson,  corporate  secretary 
The  bank  has  found  the  will  to  change,  but  has  it  found,  the  way? 


FORBES,  IULY  18,  1983 


likely  to  remain  in  place  at  a  time 
when  the  bank  must  rely  on  brilliant 
performers  to  regain  its  stature. 

What  happened  to  the  Chase  begins 
after  the  retirement  of  Champion, 
who  cared  most  about  his  conception 
of  banking  quality  and — he  says  now, 
at  least — little  about  growth.  "We  had 
no  desire  to  be  the  biggest,"  Champi- 
on says.  When  Champion  retired,  the 
Chase  held  $19.3  billion  in  assets. 
Citicorp,  with  $19.6  billion,  had  over- 
taken the  Chase  as  the  nation's  big- 
gest, next  to  the  retail  giant  of  the 
industry,  Bank  of  America.  Champion 
had  abhorred  the  idea  of  lending  mon- 
ey to  foreign  governmental  bodies.  "If 
governments  refused  to  pay,"  he  says, 
"how  would  we  collect  without  an 
army?" 

Tlhat  attitude  galled,  to  put  it  mild- 
ly, the  Rockefellers.  After  all,  in 
the  days  before  OPEC,  lending  to  sta- 
ble foreign  governments  was  hardly 
considered  very  risky.  The  family, 
whose  holdings  of  Chase  stock  has 
remained  fairly  constant,  holds  an  in- 
fluential 2%,  and  so  when  David 
Rockefeller  became  president  of  the 
Chase  in  1961,  he  ran  head  on  into 
Champion.  With  typical  precision, 
Rockefeller  says  now,  in  an  interview 
with  Forbes,  "There  was  a  difference 
of  opinion  in  the  bank,  not  a  united 
front.  Citibank  had  an  international 
network  in  place  way  before  we  did.  I 
feel  that  no  way  could  we  have  hoped 
to  move  as  fast  as  they  did,  but  prob- 
ably it  would  have  made  a  difference 
if  there  had  been  no  opposition  within 
the  bank."  When  he  succeeded  Cham- 
pion as  chairman  in  1969,  Rockefeller 
moved  quickly  to  create  an  interna- 
tional network.  In  domestic  banking, 
the  bankers  who  had  surrounded 
Champion  began  to  disappear  and 
managers  a  generation  younger  took 
charge.  "I  was  36  and  head  of  Asia, 
and  I  was  the  granddaddy,"  recalls 
Frank  Stankard,  now  executive  vice 
president  in  charge  of  international 
operations.  "I  joined  the  Chase  in  Oc- 
tober 1968  right  out  of  law  school," 
says  David  Banks,  now  a  senior  vice 
president.  "It  was  a  very  exciting 
time." 

Champion  had  roamed  through  the 
Chase  looking  over  shoulders.  Rocke- 
feller insulated  himself  from  oper- 
ations. Herbert  P.  Patterson,  Chase's 
president  in  the  early  1970s,  rarely 
saw  him.  Patterson  was  dumped  in 
1972  and  succeeded  by  Butcher. 
Rockefeller  and  Butcher  "presented  a 
really  dazzling  duo  that  worked  to- 
gether extraordinarily  well,"  says  Jo- 
seph Reed,  Jr.,  Rockefeller's  right 
hand  man  at  the  time  and  now  Ameri- 
can ambassador  to  Morocco. 


The  bank's  growth  began  to  seem 
dazzling,  too.  From  1970  to  1974,  the 
Chase's  assets,  like  those  of  other  big 
banks,  were  inflated  by  petrodollar 
deposits,  and  nearly  doubled  to  $42.5 
billion  from  $24.5  billion.  In  that 
light,  Rockefeller's  insistence  on  go- 
ing international  was  paying  off.  Yet 
Chase  lending  officers,  in  an  effort  to 
invest  the  bank's  new  trove,  were 
chasing  real  estate  deals.  Other  banks 
were  to  take  baths  through  real  estate 
investment  trusts,  but  none  bigger  or 
more  publicly  than  Chase.  "By  the 


Losing  position 

Relative  to  its  two  big  rivals,  the 
Chase  Manhattan  Corp.  has  lost 
ground  for  15  years.  The  Chase 
has  tried  to  achieve  growth  and 
quality,  but  has  found  it  tough 
to  manage  either. 


Assets  of  bank  holding  companies  in  $  billions 
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time  we  realized  what  was  happening, 
it  was  out  of  control,"  says  a  Chase 
officer.  In  1975,  1976  and  1977,  the 
bank  wrote  off  $480  million  and,  lat- 
er, wrote  off  an  additional  $176  mil- 
lion on  its  real  estate  loan  portfolio. 
From  Rockefeller's  point  of  view,  the 
losses  in  real  estate  patently  proved 
the  wisdom  of  international  expan- 
sion. "It  was  an  enormous  effort,"  he 
says,  "but  if  we  had  not  done  that,  I 
don't  see  how  the  bank  would  have 
survived  the  real  estate  problems." 

During  the  expansionary  years 
abroad,  Rockefeller  preoccupied  him- 


self with  policy  and  strategy  rather 
than  day-to-day  management.  The 
need  to  insure  against  a  repetition  of 
the  real  estate  mistakes  persuaded 
him  to  turn  considerable  attention  to 
restructuring  management  and  creat- 
ing a  system  of  tight  internal  controls. 
Together,  Rockefeller  and  Butcher 
drafted  a  "mission  statement"  that 
still  stands  as  the  Chase's  strategic 
plan.  The  statement  stressed  growth 
through  high-quality  lending  to  top- 
rated  borrowers.  The  bank,  its  two 
most  powerful  executives  declared, 
should  cease  attempting  to  be  all 
things  to  all  people. 

The  Chase  then  went  on  to  drop 
additional  hundreds  of  millions  in  its 
dealings  with  Drysdale  Government 
Securities,  the  failed  securities  deal- 
ers, and  through  participation  in  ener- 
gy-related loans  with  Penn  Square 
Bank  in  Oklahoma.  Some  at  the 
Chase  insist  that  the  solution  became 
the  problem,  that  the  controls  them- 
selves fostered  lending  misjudgments. 

"We've  become  a  bank  of  internal 
salesmen,"  a  Chase  official  says.  To 
overturn  the  presumption  that  a  loan 
shouldn't  be  made,  lending  officers 
have  had  to  become  advocates  for  bor- 
rowers. As  the  Chase  began  to  make 
lending  officers'  compensation  more 
dependent  on  their  loan  volume,  the 
tendency  toward  advocacy  was  fur- 
ther strengthened.  Of  the  bank's  lend- 
ing to  Penn  Square,  Rockefeller  him- 
self says,  "There  were  eager  younger 
officers  who  saw  this  as  an  opportuni- 
ty." He  concedes,  too,  that  "if  the 
bank  errs  on  one  side  or  another,  there 
are  too  many  controls." 

In  its  losses  on  Drysdale,  the  Chase 
appears  to  have  suffered  from  rigid- 
ity in  a  different  way.  The  sort  of 
repurchase  agreements  that  Drysdale 
was  making  weren't  categorized  by 
the  bank  as  loans  at  all.  "Drysdale 
was  the  sort  of  business  approved  in 
principle,  but  the  amounts  of  the 
transactions  built  up  very  rapidly," 
Rockefeller  says.  "It  was  not  followed 
as  closely  as  if  it  had  been  a  loan." 

In  the  view  of  others,  the  lending 
controls  have  hampered  the  Chase  in 
competing  for  the  best  borrowers.  "I 
know  other  banks  can  act  faster  than 
we  can  or  at  least  without  the  difficul- 
ty," a  lending  officer  says.  "If  we  try 
to  do  something  innovative  we  must 
knock  ourselves  out  to  get  it  through 
internally.  You  sense  that  the  compe- 
tition just  doesn't  have  to  work  that 
hard." 

Only  ten  officers  were  '.esponsible 
for  the  Drysdale  and  Penn  Square 
loans.  The  officers,  including  an  ex- 
ecutive vice  president  who  reported 
directly  to  Chase  president  Thomas 
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Labrecque,  left  the  bank.  Labrecque 
went  about  his  daily  schedule,  rising 
at  5:40  a.m.  and  often  working  for  12 
hours,  amid  baseless  rumors  that  he, 
too,  would  lose  his  job.  One  preoccu- 
pation at  the  time  involved  the  intro- 
duction of  new  money  market  deposit 
accounts  that  banks  finally  were  per- 
mitted to  offer  last  December.  It  was 
Labrecque's  decision  to  pursue  money 
market  customers  as  aggressively  as 
any  other  bank  in  the  business  by 
offering  competitively  high  interest 
rates  on  accounts.  "This  was  one  ex- 
ample of  how  we  could  tell  both  audi- 
ences, people  inside  and  outside  the 
bank,  that  we  weren't  going  to  sit  on 
our  hands,"  Labrecque 
says. 

To  attract  money  mar- 
ket depositors  with  high 
rates,  the  bank  paid  out 
millions  of  dollars  in  in- 
terest that  it  couldn't  be 
sure  of  recouping  unless 
the  accounts  stuck  with 
it.  The  risk  appears  to 
have  paid  off.  The  money 
market  accounts  have  at- 
tracted and  kept  $3.7  bil- 
lion— two-thirds  of  it 
fresh  deposits.  The  bank's 
success  with  money  mar- 
ket accounts,  however, 
came  too  late  to  help  1982 
earnings.  After  $192  mil- 
lion in  Drysdale  and  Penn 
Square  writeoffs,  the  bank 
reported  net  income  of  $307  million, 
down  25%  from  1981's  record  $412.2 
million.  Even  apart  from  Drysdale 
and  Penn  Square,  Butcher  concedes, 
"It  still  was  not  a  very  good  year." 

So  far  this  year  earnings  have  been 
disappointing.  Yet  Butcher  insists 
that  the  Chase  will  again  enjoy  the 
healthy  income  growth  it  once  knew, 
when  earnings  rose  between  15%  and 
58%  a  year.  To  post  earnings  gains  of 
such  magnitude  the  Chase  must, 
among  other  things,  reduce  its  costly 
business  with  smaller  individual  and 
corporate  customers  and  increase  its 
business  in  the  top  half  of  its  individ- 
ual and  corporate  markets.  The  bank 
has  closed  more  than  50  branches  in 
the  past  five  years.  It  now  mans  180 
branches  whose  charges  for  low-bal- 
ance accounts  are  rising  fast,  partly  to 
discourage  poorer  customers  and  to 
encourage  wealthier  ones  to  consoli- 
date their  banking  at  the  Chase.  The 
bank's  familiar  ad  pitch,  "You've  got  a 
friend  at  Chase  Manhattan,"  has  been 
discarded. 

The  fact  is,  if  you  don't  have  a  lot  of 
cash,  you  don't  have  a  friend  at  the 
Chase.  "You  know  that  guy  in  line  in 
front  of  you  sipping  a  soda  and  cash- 


ing a  $30  check?"  Frederick  Hammer, 
executive  vice  president,  asks  whim- 
sically. "No  more."  In  some  branches, 
to  force  automation  on  low-balance 
customers,  the  bank  has  even  con- 
templated charging  for  the  services  of 
a  teller.  In  others,  there's  a  fast  line  for 
customers  with  balances  of  more  than 
$25,000.  And  the  bank  is  introducing 
"universal"  accounts  for  upscale  cus- 
tomers that  eventually  will  offer 
some  30  different  electronic  services, 
including  borrowing,  discount  broker- 
age, money  fund  investing  and  possi- 
bly insurance,  via  telephone,  teller 
machine,  home  computer,  cable  tele- 
vision and  credit  card. 


Chairman 
"There  is 


Butcher  in  his  office 

no  question  there  was  poor  judgment, 


Outside  New  York,  where  the  bank 
can't  take  customer  deposits,  it  has 
opened  consumer  loan  offices  in 
wealthy  communities  such  as  Boca 
Raton  and  Palo  Alto.  The  idea  is  to 
attract  rich  borrowers  with  loans  for 
such  items  as  cars — Rolls-Royces,  not 
Toyotas — and,  if  and  when  interstate 
deposit-taking  becomes  legal,  attract 
the  borrowers'  accounts. 

In  an  important  respect,  the  bank's 
retail  strategy  already  has  paid  off. 
Although  retail  business  was  unprof- 
itable until  1978,  it  provided  about 
15%  of  net  income  in  1982. 

The  tender  loving  care  accorded  the 
wealthy  is  even  more  evident  in  the 
Chase's  private  banking  for  custom- 
ers with  accounts  of  $500,000  and 
more.  The  management  of  individual 
trust  and  custodial  accounts  and  of 
pension  accounts  earned  the  Chase 
11%  of  its  1982  net  income.  Only  a 
few  years  ago  that  business  had  been 
unprofitable. 

The  Chase  is  also  preparing  for 
greater  deregulation  in  commercial 
banking.  Its  Chase  Manhattan  Capital 
Markets  Holdings,  a  "merchant 
bank,"  has  opened  offices  in  New 
York,  London  and  Tokyo  that,  in  the 


first  year  of  operation,  generated  more 
than  $30  million  in  fees.  The  mer- 
chant bank  seems  to  operate  much  in 
the  manner  of  Salomon  Brothers  and 
Goldman,  Sachs,  the  underwriters 
and  longtime  corporate  customers  of 
the  Chase,  by  syndicating  loans,  un- 
derwriting Eurobonds  and  dealing  in 
the  secondary  Eurobond  market,  and 
also  in  helping  to  arrange  mergers  and 
acquisitions. 

Profits  from  international  business 
helped  carry  the  Chase  through  its 
problems  of  the  1970s  and  early 
1980s.  Notwithstanding  the  dubious 
creditworthiness  of  Mexico,  Argenti- 
na, Brazil  and  other  foreign  borrow- 
ers, international  busi- 
ness provided  55%  of  the 
bank's  net  income  last 
year  (after  loan  loss  re- 
serves) and  is  expected  to 
provide  as  great  or  more  a 
proportion  of  net  income 
in  1983.  The  increase  in 
problem  loans  has  abated, 
says  Frank  Stankard,  who 
adds:  "I  think  the  world 
is  recovering."  Rockefel- 
ler is  proud  of  the  bank's 
international  record. 
"Losses  on  international 
loans,  the  percent  of  loss 
as  a  percent  of  loans  out- 
standing, are  far  less  than 
we  have  domestically," 
he  told  Forbes.  "Most 
people.     don't  realize 


that." 

Summing  up  the  spirit  at  the  top, 
Robert  Douglass,  the  Chase  general 
counsel,  says,  "We're  not  virgins 
anymore.  We've  been  through  the 
wars."  Yet  the  Chase  somehow  must 
instill  that  spirit  down  the  ranks, 
and  on  that  score  morale  leaves  a  lot 
to  be  desired.  Labrecque  talks  confi- 
dently of  "prodecural  documenta- 
tion" imposed  on  management  be- 
fore doing  anything  new  and  differ- 
ent, and  Butcher  tells  how  managers 
are  told  they  must  "put  in  an  ac- 
counting memo  that  describes  every- 
thing you  do.  No  product  or  change 
can  be  made  without  filing  a 
memo." 

At  the  top,  that  seems  like  good, 
strong  control.  But  down  the  line, 
they  look  at  things  differently.  "Who 
the  hell  cares?"  asks  an  unhappy  vice 
president.  That  touches  on  the  most 
important  management  job  of  all:  to 
make  people  care.  And  that  job  is  ulti- 
mately up  to  Willard  Butcher.  Too 
tight  a  rein  and  he  risks  demoralizing 
the  troops.  Too  loose  a  rein  and  he 
risks  more  embarrassing  and  costly 
failures.  It  won't  be  easy  to  hit  it  just 
right.  ■ 
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Eric  Goldman  may  soon  add  another 
notch  to  his  belt:  the  youngest  president  of 
a  bankrupt  Amex  company. 


Oh,  to  be 
broke  and  24 


By  Carol  E.  Curtis 


Ax  age  21  Eric  Goldman  had 
achieved  what  few  do  in  a  life- 
b  time.  As  head  of  Xoil  Energy 
Resources,  Inc.,  he  was  the  youngest 
chief  executive  of  any  company  ever 
listed  on  the  American  Stock  Ex- 
change. His  net  worth  was  close  to 
$13  million.  He  had  a  penthouse  in 
Manhattan,  a  14-room  house  in  the 
country,  a  $40,000  Mercedes  and  a 
valuable  art  collection.  And 
he  had  attended  college  for 
only  one  day. 

When  reporters  discovered 
Goldman  three  years  ago,  he 
hired  a  veteran  New  York  PR 
man  to  orchestrate  press  cov- 
erage. Goldman's  "dropout 
whiz  kid"  image  was  a  mag- 
net for  the  media.  Stories 
soon  appeared  in  the  Chicago 
Tribune  and  the  New  York 
Daily  News,  followed  by  a 
three-page  color  spread  in 
Fortune,  proclaiming  "Oh,  to 
be  rich  and  23"  (Goldman,  21 
at  the  time,  lied  about  his 
age).  There  were  guest  ap- 
pearances on  TV,  including 
the  Today  show,  PM  Magazine 
and  Donahue. 

The  crowning  glory  was  an 
invitation  for  Goldman  to 
address  the  business  and  fi- 
nancial press  at  an  American 
Stock  Exchange  luncheon. 
"A  lot  of  people  were  enam- 
ored with  the  guy,"  recalls  an 
analyst.  (As  it  turned  out, 
Goldman  did  not  speak,  be- 
cause a  columnist  leaked 
what  he  was  going  to  say.) 

The  media  hype  didn't 
hurt  Xoil's  business,  which 
was  selling  oil  and  gas  tax 


shelters  to  wealthy  clients.  After  the 
media  rush,  Xoil's  stock  rose  from  12 
to  24V2.  That's  when,  on  paper,  Gold- 
man's net  worth  went  to  about  $13 
million. 

Then  the  merry-go-round  stopped. 
When  oil  and  gas  prices  hit  the  skids 
last  year,  drilling  deals  suddenly  lost 
their  appeal. 

In  fiscal  1982  Xoil  lost  over  $10 
million.  Its  stock  stopped  trading  ear- 
lier this  year  at  3.  Xoil  is  now  in 


Eric  Goldman  of  Xoil  in  palmier  days 
Then  the  merry-go-round  stopped. 


default  on  $11  million  in  debt,  and, 
with  almost  no  cash  coming  in,  most 
of  its  assets  have  been  pledged  as  col- 
lateral to  the  banks. 

"I  can't  see  them  surviving,"  says 
Edward  Gaudino,  assistant  vice  presi- 
dent in  energy  financing  at  Shearson/ 
American  Express.  "They  have 
pledged  every  asset  they  have,  their 
rig  deals  are  bankrupt,  and  their  abili- 
ty to  raise  cash  is  practically  nil." 

Xoil's  problem  was  that,  while 
Goldman  was  able  to  raise  plenty  of 
money  through  limited  partnerships, 
Xoil  still  borrowed  heavily.  Debt  in- 
creased from  $1  million  in  1981  to 
almost  $11  million  in  1982. 

Much  of  that  money  was  borrowed 
at  interest  rates  of  18%  to  20% .  When 
oil  and  gas  prices  fell,  Xoil's  drilling 
operations  hit  hard  times,  and  the 
cash  from  its  drilling  deals  dried  up. 
The  company  was  left  with  debt  it 
was  unable  to  service. 

But  plenty  of  energy  companies  had 
those  problems.  What  made  Xoil 
unique  was  Goldman. 

J.  Morton  Davis,  54,  who,  besides 
being  chairman  of  Xoil,  is  head  of  the 
investment  banking  firm  of  D.H. 
Blair,  should  know.  It  was  Davis  who 
gave  Goldman  his  first,  $50-a-week 
job  on  Wall  Street  and  helped  him  set 
up  Xoil. 

Davis  says  that  he  has  per- 
sonally lost  $13  million  on 
Xoil  and  is  still  pumping  in 
money  to  meet  the  payroll. 

"With  most  of  the  jockeys 
I  turned  management  over 
to,  my  judgment  has  been 
correct,"  Davis  reflects. 
"[But]  Goldman  was  suscep- 
tible to  hype.  It  went  to  his 
head.  He  was  starting  to  tell 
me  what  to  do." 

Some  of  Goldman's  biggest 
customers  were  people  like 
Sally  Avery,  the  wealthy 
widow  of  artist  Milton 
Avery,  who  owns  14%  of 
Xoil's  common  stock.  Cli- 
ents included  other  people  in 
fashion  and  the  arts. 

One  intimate  describes 
Goldman  as  a  "very  aggres- 
sive kid  who  sold  a  tremen- 
dous amount  [of  tax  shelters] 
because  the  company  made 
all  its  projections  based  on 
higher  and  higher  energy 
prices." 

You  don't  have  to  be  even 
moderately  bright,  much  less 
a  veteran  of  the  oil  business, 
to  know  the  difference  be- 
tween wishful  thinking  and  a 
business  proposition.  "You 
can't  invest  in  oil  and  gas 
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based  on  escalating  prices,"  Shear- 
son's  Gaudino  points  out,  "because 
that  is  predicting  the  future.  Nobody 
can  do  that.  Oil  and  gas  is  a  high-risk 
investment."  Gaudino  estimates 
Xoil's  stock  may  be  worth  about  $ 1 .40 
per  share,  meaning  that  clients  like 
Sally  Avery  have  lost  millions.  Gau- 
dino sees  little  possibility  that  the 
stock  will  ever  trade  again.  Davis  ac- 


knowledges as  much.  "It's  a  sick  situ- 
ation," he  says.  "The  most  intelligent 
thing  to  do  may  be  to  avoid  abuse  and 
put  it  [Xoil]  into  Chapter  11." 

Goldman  has  other  ideas.  He  says 
he  still  hopes  to  reach  agreement  with 
Xoil's  creditors,  a  group  of  Houston 
banks.  If  they  go  along,  Goldman 
wants  to  diversify  out  of  oil  and  gas, 
possibly  into  real  estate.  However, 


even  Goldman  admits  that  "the  best- 
informed  opinion  would  be  negative" 
on  the  company's  chances  of  survival. 

More  likely  the  youthful  Goldman 
will  soon  have  another  notch  to  add  to 
his  belt.  Not  only  will  he  be  the 
youngest  chief  executive  ever  of  an 
Amex  company,  and  one  of  the  most 
hyped,  he  may  also  be  the  youngest 
ever  to  take  one  into  bankruptcy.  ■ 


You  dont  have  to  be  a  future  Nobel  laure- 
ate to  found  high-tech  companies.  Consid- 
er the  Blech  brothers. 


I  can  do  that 


By  Laura  Saunders 


In  1980  David  Blech,  then  25, 
was  working  with  his  father  as  a 
registered  rep  at  Wall  Street's 
Muller  &.  Co.  and  writing  songs  on 
the  side  (he  has  an  M.A.  in  music 
from  Teachers  College  of  Columbia 
University).  Isaac  Blech,  then  31, 
worked  in  advertising  for  a  small 
manufacturing  company  and  played 
the  market  with  his  brother.  An  asso- 
ciate says  that  when  Genentech's 
public  offering  exploded  and  the  price 
climbed  more  than  50  points  in  one 
day,  David  watched  it  on  the  ticker 
and,  disgusted,  said,  "I  can  do  that." 

He  was  right.  In  the  2Vi  years  since 
then,  David  and  Isaac  Blech  have 
turned  a  $30,000  stake  into  about  S60 
million  worth  of  stock  by  founding 
high-tech  companies  and  bringing 
them  public.  To  begin  with,  they  sim- 
ply called  up  experts  at  Rockefeller 
University  and  the  Memorial  Sloan- 
Kettering  Cancer  Center  to  ask  their 
advice  about  new  technologies  and 
scientists  working  with  them.  On  the 
strength  of  that,  the  Blechs  focused  on 
monoclonal  antibodies  and  soon  iden- 
tified Dr.  Robert  Nowinski  of  Seat- 
tle's Fred  Hutchinson  Cancer  Re- 
search Center  as  someone  wi'h  prom- 
ising research. 

Dr.  Nowinski  had  been  negotiatmg 
with  several  prominent  venture  cap- 


italists, among  them  Allen  &  Co.  In  a 
commando-like  raid,  David  Blech 
flew  to  Seattle,  offered  Nowinski 
more  favorable  terms  and  did  the  deal. 
"They  already  had  the  name  and  the 
incorporation,"  says  Nowinski.  "We 
met  the  first  time  just  before  Christ- 
mas, and  it  was  settled  by  Jan.  2." 

Now  lots  of  investors  know  about 
Genetic  Systems  as  a  medical  bio- 
technology company  that  has  caught 
the  market's  fancy.  Although  it  may 
not  see  any  earnings  until  1984,  it  has 
had  two  successful  public  offerings 
that  have  raised  S26  million  in  the 


last  three  years,  and  was  recently  sell- 
ing at  SI 7.  The  Blechs,  Nowinski  and 
assorted  early  investors  (including  the 
Blechs'  mother)  got  their  stock  for  a 
penny  a  share,  as  did  an  "advisory 
board"  of  eminent  scientists.  Then 
the  Blechs  recruited  James  Glavin,  a 
respected  pharmaceutical  executive, 
to  manage  the  business.  Today  David, 
Isaac  and  Nowinski  own  about  5% 
each  of  the  company  and  Glavin 
about  l'/2%. 

In  June  1981,  eight  months  after 
incorporation,  Genetic  Systems  went 
public  through  underwriter  D.H.  Blair 
&.  Co.,  Inc.,  whose  owner,  J.  Morton 
Davis,  says  he  has  known  the  Blechs' 
father  for  years.  In  April  of  this  year  a 
secondary  offering  managed  by  Allen 
&  Co.  and  Merrill  Lynch  raised  S20 
million  at  nearly  $10  per  share. 

Genetic  Systems  now  has  one  prod- 
uct on  the  market,  and  another  ex- 
pected shortly.  The  Blechs'  stake, 
bought  in  November  1980  for  about 
$20,000,  is  worth  some  $33.5  million. 

Though  still  independent,  the 
Blechs  work  out  of  J.  Henry  Schroder 
Corp.,  which  has  bought  into  several 
of  their  companies.  Since  the  broth- 
ers' first  offering,  they  have  put  to- 
gether several  other  companies  along 
the  same  pattern:  an  embryonic  tech- 
nology, a  founding  scientist,  a  busi- 
ness manager  brought  in  from  a  well- 
known  corporation  in  the  field,  a  "sci- 


David  and  Isaac  Blech  ( left  and  right,  in  a 
If  it  worked  the  first  time,  why  not  do 


)lor)  with  one  of  tljeir  boards 
it  again? 
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with  signal  scanning  tuner 
and  Dolby®  cassette  player 
are  standard. 
Also  standard  is  the  best 
warranty  Jaguar  has  ever 
offered.  For  two  years  or 
36,000  miles,  whichever 
comes  first.  Jaguar  will  re- 
pair or  replace  any  part 
which  proves  defective. 
The  Pirelli  tires  are  covered 
by  the  manufacturer's 
warranty  Ask  your  dealer 
for  details  on  this  limited 
warranty.  For  the  name  of 
the  Jaguar  dealer  nearest 
you,  call  toll-free: 
(800)  447-4700,  or,  in 
Illinois,  (800)  322-4400. 
JAGUAR,  Leonia,  NJ  07605 

JAGUAR  XJ-S 


■     THE  JAGUAR  XJ-S 
A  GAR  BUILT  TO  PROVE  THAT 
LUXURY  AND  PERFORMANCE 
ARE  NOT  MUTUALLY  EXCLUSIVE. 
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entific  advisory  board"  peppered  with 
prizewinning  scientists  and  a  public 
offering. 

Also,  enormous  capital  gains.  La- 
sertechnics,  which  plans  to  manufac- 
ture carbon  dioxide  laser  systems, 
went  public  in  February,  turning  the 
Blechs'  $10,000  stake  into  about  $5.4 
million.  In  March  it  was  Cambridge 
Bioscience,  a  Massachusetts-based 
group  of  researchers  working  with  re- 
combinant DNA.  That  turned  their 
investment  of  $275  into  $8  million.  In 


July  comes  Nova  Pharmaceutical, 
founded  with  a  Johns  Hopkins-based 
scientist  using  receptor  technology  to 
devise  new  drugs.  Presto.  The  Blechs' 
stock,  bought  at  $200,  will  become 
worth  perhaps  $16  million. 

Finally,  at  the  end  of  the  summer 
there  will  probably  be  an  offering  for 
DNA  Plant  Technology,  which  falls 
outside  the  pattern  a  bit.  In  1981  the 
brothers  decided  that  two  scientists 
with  the  Campbell  Soup  Co.  were 
comers  in  the  field  of  genetic  engi- 


neering for  plants  and  persuaded  them 
to  form  a  company.  Campbell 
thought  better  of  letting  the  scientists 
slip  away,  however,  and  bought  40% 
of  the  venture  for  $10  million.  Part  of 
that  was  in  facilities,  so  the  scientists 
will  never  even  have  to  leave  their 
test  fields  and  lab.  There  are  no  fig- 
ures on  this  one  yet,  but  in  this  in- 
vestment climate,  why  shouldn't  it  be 
profitable.  "I  can't  think  of  anything 
quite  like  it,"  says  one  insider,  shak- 
ing his  head.  ■ 


Venture  capitalists  used  to  nurse  a  new 
company  along  for  four  or  five  years  be- 
fore bringing  it  public.  Not  these  days. 


Wall  Street 
preemies 


By  Richard  Phalon 


P>  ERCEPTIONS  CHANGE  quickly 
^  on  Wall  Street.  In  the  old  days, 
which  is  to  say  as  recently  as  a 
year  ago,  before  the  new-issues  mar- 
ket exploded,  the  venture  capital  rule 
of  thumb  was  that  it  took  four  or  five 
years  to  get  a  new  company  launched. 
There  were  chores  like  pumping  sev- 
eral rounds  of  private  financing  into 
the  fledgling  and  working  manage- 
ment depth  into  the  structure  before 
going  public.  No  longer.  The  great 
new-issues  chase  seems  to  be  turning 
the  process  into  an  assembly  line. 

So  far  this  year  more  new  compa- 
nies backed  by  such  well-established 
venture  capitalists  as  Frederick  R.  Ad- 
ler  and  American  Research  &  Devel- 
opment have  come  to  market  than 
ever  before.  Many  are  coming  at  much 
earlier  stages  of  development  and  at 
much  higher  prices  than  would  have 
been  feasible  in  a  less  bullish  climate. 
Investors,  in  other  words,  are  paying 
fat  premiums  for  companies  whose 
long-term  viability  is  wreathed  in 
question  marks. 

Some  venture  capitalists  have 
mixed  feelings  about  where  the  un- 
dertow is  taking  them.  "We  tell  man- 
agements they  shouldn't  go  public  be- 


Fred  Adler  of  Adler  &  Co. 
Who  can  resist  2,000%? 

fore  the  company  is  structurally 
ready,"  says  Thomas  J.  Cable,  a  part- 
ner in  the  Seattle  investment  banking 
firm  of  Cable,  Howse  &  Ragen.  "But 
there's  this  tremendous  window  in 
the  new-issues  market  right  now,  and 
it's  against  the  entrepreneur's  nature 
to  step  on  the  brakes." 

Particularly  when  no  one  is  sure 
when  that  window  may  slam  shut. 
"Everybody  knows  this  market  isn't 
going  to  last  forever,"  says  Edward  F. 
Glassmeyer,  a  partner  in  the  West- 


port,  Conn. -based  venture  capital 
firm  of  Oak  Investment  Partners.  All 
the  pressures  are  pushing  in  one  direc- 
tion: Get  while  the  getting  is  good. 

The  getting  has  been  especially 
good  for  underwriters,  promoters  and 
speculators.  According  to  the  Hobo- 
ken,  N.J. -based  research  firm  of  Abra- 
hamsen  &.  Co.,  the  first  six  months  of 
this  year  alone  saw  more  new  issues 
come  to  market  than  the  $3.3  billion 
worth  sold  in  all  of  1972,  the  previous 
record  year.  Besides  the  standard  com- 
mission of  5%  to  7.5%  on  the  stock 
they  sell,  underwriters  are  in  many 
cases  taking  down  warrants  at  prices 
that  offer  the  prospect  of  big  capital 
gains.  The  environment  is  so  super- 
heated that  issues  like  Information 
Resources  and  U.S.  Health  Care  Sys- 
tems have  more  than  doubled  in  price 
almost  overnight  (see p.  172). 

The  venture  capitalists  haven't 
been  doing  badly,  either.  Take  the 
case  of  Daisy  Systems  Corp.,  a  Sunny- 
vale, Calif,  producer  of  computer-aid- 
ed engineering  systems  that  went 
public  at  15V2  a  share  about  a  month 
ago  and  is  currently  trading  at  around 
27.  Three  years  ago  the  company  ex- 
isted only  in  the  aspirations  of  its 
founders — Aryeh  Finegold,  a  highly 
persuasive  35-year-old  electrical  engi- 
neer, and  his  sidekick,  30-year-old 
David  Stamm.  In  return  for  $1.5  mil- 
lion or  so  risked  in  backing  the  Fine- 
gold-Stamm  technology  at  a  time 
when  other  venture  capitalists  were 
dubious  about  its  validity,  Frederick 
Adler  of  Adler  &  Co.  and  his  asso- 
ciates (they  include  Citicorp  and  Mor- 
gan Guaranty  Trust  Co.)  now  own 
about  4  million  shares  of  Daisy,  worth 
more  than  $100  million. 

Ed  Glassmeyer's  Oak  Investment 
partners  also  took  a  piece  of  the  early 
action  in  Daisy.  They  have  about  2 
million  shares  worth  about  $53  mil- 
lion. The  cost  of  much  of  the  Adler 
stock:  28  cents  to  $1.16  a  share. 

Daisy  is  not  the  only  bell  ringer  the 
Adler  group  has  to  its  credit  this  year. 
Sometimes  in  combination  with  oth- 
er venture  capital  groups,  Adler  has 
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WE  EAT  APPLES 
FOR  BREAKFAST. 


Take  a  minute  to  compare  Apples  with  Alpha 
vlicros.  You  II  see  that  the  Alpha  Micro  polishes  off 
he  Apple.' 

Let's  talk  price. 

The  Apple  Lisa  costs  about  $10,000.  The  Alpha 
vlicro  AM-1000,  about  $9, 750. 

But  every  time  you  add  another  user  to  your  Lisa, 
tou're  going  to  have  to  shell  out  another  $10,000 
or  another  Lisa. 

With  the  AM-1000,  you  simply  add  another 
erminal  for  about  $1000. 

Now  for  expandability. 

The  AM-1000  can  take  you  up  to  7  users, 
The  AM1042E  goes  to  30  users.  Our  biggest 
>ystem  takes  you  to  over  40  users  without 
wen  puffing. 


Here's  something  else  you  should  know: 

You  don't  have  to  switch  software  as  you  grow. 
All  our  systems  operate  on  AMOS'  a  multi-user 
and  multi-tasking  system. 

And  we  have  an  international  service  network  to 
give  you  all  the  support  you  need. 

Call  800-854-8406  and  ask  about  an  Alpha 
Micro  system.  ( In  Palifornia,  call  collect 
714-641-0386.) 

It's  the  small  business  computer  system  that 
polishes  off  the  Apple. 

ALPHA  MICRO 

Everything  a  computer's  supposed  to  be.  Except  expensive. 


r 


Corporate  Headquarters.  17332  Von  Karman.  P  O  Box  18347,  Irvine,  CA  92714  •  c  1983  Alpha  Micro,  all  rights  reserved. 
HMOS  is  a  registered  trademark  ot  Alpha  Micro,  Apple  is  a  registered  trademark  of  Apple  Computer  Co.,  Inc 


In  the  1970s, 
most  large  U.S. 
:ities  only  grew  a 
fraction  as  fast  as 
hey  did  in  the 


Telephone  traffic  is  growing 
faster  than  population. 
And  only  a  system  like 

ITT's  System  12  telephone 
exchange  can  keep  up. 


Os — if  they  grew  at  all. 

But  at  the  same  time  that  pop- 
Ijlation  growth  was  slowing  down, 
|he  growth  of  something  else  was 
[accelerating. 

Data.  And  the  need  to  trans- 
port it. 

To  fill  this  need,  the  people  of 
pTT  created  an  extraordinary  tele- 
phone exchange:  System  12™ 
Our  System  12  exchange, 
[he  result  of  a  $700  million  research 
and  development  program,  was 
(engineered  specifically  to  meet 
fthe  data-processing  revolution. 

Because  suddenly  con- 
ventional telephone  systems  were 
totally  inadequate. 

Needless  to  say  System  12 
[(exchanges  are  far  from  conven- 
tional. They're  fully  digital,  able  to 
handle  both  voice  and  data  inter- 
changeably 

But  what  really  makes  System 


12  exchanges 
amazing  is  ITT's 
patented  fully  dis- 
tributed control 
system — the  first 
such  system  to  ever 
exist  anywhere. 

With  fully  distributed  control,  a 
telephone  system  is  not  dependent 
on  a  pair  of  central  processors. 

So,  no  matter  what  comes 
along — more  data,  more  people, 
new  technology — our  System 
12  exchanges  can  expand  easily 
without  hardware  or  software 
restructuring. 

Which  is  one  reason  why 
10  countries  have  already  installed 
or  ordered  the  equivalent  of  2.3 
million  lines  of  our  exchanges. 

No  one  knows  what  the 
future  will  bring.  But  with  System  12 
exchanges,  you'll  be  ready  for 
anything. 

For  more  information  about 
our  continuing  commitment  to 
advanced  telephony  contact  ITT 
Telecom,  3100  Highwoods  Blvd., 
Raleigh,  N.C.  27604.  (919)  878-0360. 


The  best  ideas  are  the 
ideas  that  help  people. 


ITT 


)  1983.  ITTCorporalion,  320  Park  Avenue.  New  York.  N  Y  10022,  U.S.A. 


brought  in  such  other  winners  as 
Medical  21,  a  Dallas-based  owner  of 
ambulatory  surgical  centers,  and  Un- 
germann-Bass,  Inc.,  a  Santa  Clara, 
Calif.-bascd  producer  of  computer 
networking  devices.  Neither  com- 
pany had  much  of  an  operating  histo- 
ry or  demonstrated  earning  power. 
But  they  fitted  the  Adlerian  canon 
like  a  wet  T-shirt:  promising  manage- 
ment or  products  in  fast-growing  in- 
dustries that  happened  to  be  in  invest- 
ment vogue.  As  usual,  the  two  compa- 
nies cushioned  Adler  and  his  partners 
against  the  risks  they  were  taking 
with  big  chunks  of  stock  at  low 
prices:  around  $4.50  a  share  in  the 
case  of  Medical  21;  less  than  $1  for 
Ungermann-Bass.  Recent  price: 
around  $28  each.  That's  a  total  paper 
profit  of  $43  million,  or  2,000%,  on 
the  $2.1  million  equity  Fred  Adler  and 
friends  put  into  both  companies. 

Any  venture  capitalist  worth  his 
gold  Rolex  has  to  respond  to  incentives 
like  that.  By  the  end  of  this  year,  Adler 
says,  an  "unprecedented  number"  of 
his  50  portfolio  companies  will  have 
been  brought  public.  Are  Adler  and  his 
fellow  venturists  pushing  assets  out 
the  door  in  a  rush  to  catch  the  top  of 
the  market?  Not  so,  Adler  says.  Many 
of  the  young  ventures  are  the  culmina- 
tion of  "three,  four  or  five  years"  of 
development. 

Maybe  so,  but  in  some  cases,  the 
timetable  has  clearly  moved  up.  Ca- 
ble has  high  hopes  for  Immunex 
Corp.,  a  three-year-old  Seattle  medi- 
cal testing  company  he  expects  to  be 
bringing  to  market  any  day  now.  In  a 
"less  dynamic  market,"  he  concedes, 
Immunex  would  have  been  fleshed 
out  with  private  cash  for  another  year 
or  so.  Cable  insists  a  company  can  be 
whipped  into  shape  faster  these  days, 
precisely  because  there  is  much  more 
venture  capital  around.  "These  com- 
panies are  better  financed  than  they 
ever  were  in  the  past,"  he  says. 

Despite  the  speed  with  which  com- 
panies now  go  from  -embryo  to  pro- 
spectus, most  venture  capitalists 
don't  take  the  money  and  run  once 
their  babies  go  public.  So  far,  at  least, 
there  have  been  no  en  masse  bailouts. 
A  Forbes  survey  of  125  new  issues 
turned  up  only  43  cases  where  ven- 
ture capital  selling  figured  at  all,  and 
most  was  modest.  The  venture  strate- 
gy is  to  stick  with  a  fledgling  for  sev- 
eral years,  help  it  mature  through 
what  may  prove  to  be  a  major  growth 
period,  and  then  either  merge  it  or 
slowly  unload  that  nice  inside  stock 
at  ever  increasing  profits. 

There  are  some  exceptions, 
though.  Conservatively  run  venture 
groups  are  beginning  to  take  profits. 


For  example,  Textron's  American  Re- 
search &  Development  venture  cap- 
ital subsidiary  has  sold  off  chunks  of 
its  holdings  in  at  least  five  venture 
deals  and  gotten  completely  out  of 
two  others.  "It's  a  time  to  be  wary," 
says  ARD  President  Charles  Coulter. 
"A  company  really  has  to  earn  a  lot 
more  than  10%  to  15%  a  year  before 
justifying  some  of  the  multiples  we're 
seeing  now."  The  University  of  Roch- 
ester's shrewdly  managed  endow- 
ment has  sold  84,280  shares  of  Mas- 
stor  Systems  Corp.,  a  Sunnyvale,  Cal- 
if.-based  producer  of  data  storage 
systems,  whose  stock  recently  went 
public  at  $16  a  share.  "The  market  is 
getting  a  bit  pricey,"  says  Phillip 
Horsley,  a  partner  in  the  firm  that 
handles  the  university's  venture  in- 
vestments. "I  don't  think  it  can  be 
sustained." 

Perhaps  other  investors  should  give 
that  some  thought.  The  fact  is,  the 
market  is  laboring  under  an  increas- 
ingly heavy  overhang.  Look  at  Daisy 
Systems.  The  Adler  group  and  other 
insiders  own  12  million  shares.  About 
7.3  million  of  the  total  is  "restricted" 
stock  that  can't  be  sold  for  another 
two  years.  But  4.8  million  shares  be- 
came eligible  for  sale  90  days  after  the 
Daisy  prospectus  was  printed.  Simi- 
larly, about  1 1.6  million  shares  of  the 
inside  Ungermann-Bass  stock  became 
eligible  for  sale  shortly  after  the  stock 


came  to  market.  The  pattern  is  wide- 
spread. What  will  happen  "to  that  in- 
side stock  if  there  is  a  sharp  break  in 
the  market?  When  everyone  tries  to 
get  out  at  once,  the  doorway  gets  to  be 
a  narrow  squeeze. 

Many  venture  capitalists  argue  that 
history  won't  repeat,  that  this  new- 
issues  boom  is  different.  The  "qual- 
ity" of  top-tier  issues  from  top-tier 
underwriters  such  as  Hambrecht  & 
Quist  or  L.F.  Rothschild,  Unterberg 
Towbin,  they  contend,  is  much  supe- 
rior to  the  stuff  of  past  booms.  Maybe. 
But  once  you  get  behind  the  headlines 
on  the  Iarvik-7  artificial  heart,  for  in- 
stance, and  into  the  fine  print  of  the 
prospectus  on  its  designer,  Kolff 
Medical,  it's  hard  to  find  anything 
much  more  substantive  than  roseate 
hope  to  justify  the  price  on  the  stock. 
The  same  can  be  said  of  hundreds  of 
other  issues. 

Hope  and  promise,  of  course,  are 
the  major  intangibles  of  the  venture 
capital  process.  Without  them  the 
U.S.  venture  process  would  be  as 
short  on  risk  takers  as  England  and 
France.  Hardly  anyone,  though,  ex- 
pects quality  to  improve  in  the  new- 
issues  market  as  the  prospect  of  big 
money  to  be  made  drives  the  manic 
demand  for  more  merchandise.  Ven- 
ture capital  is  looking  better  than  ever 
just  now.  The  big  question  is  how 
much  more  prosperity  it  can  stand.  ■ 


Is  the  computer  industiy  headed  for  a 
shakeout  like  the  auto  industry's  of  50 
years  ago?  Its  an  intriguing  theoiy,  but  it 
doesnt  hold  up. 


Model  Ts  and 
Mack  trucks 


By  Stephen  Kindel 


T|exas  Instruments'  3QI/2-point 
one-day  plunge,  on  the  day  the 
Dow  Jones  industrial  average 
climbed  24  points,  has  been  heralded 
in  some  quarters  as  the  beginning  of 
the  long-awaited  shakeout  in  the 
computer  industry.  The  constantly 
falling  price  of  hardware,  so  the  the- 


ory goes,  puts  enormous  pressure  on 
all  but  the  most  efficient  producers. 
Within  three  to  five  years,  then,  there 
would  be  only  four  or  five  manufac- 
turers left,  including  IBM,  Digital 
Equipment  and  Hewlett-Packard. 
Most  computer  executives  also  men- 
tion either  Wang,  Data  General,  TI  or 
one  of  the  Japanese  makers  among  the 
survivors — along  with  their  own  com- 


44 


FORBES,  JULY  18,  1983 


pany,  of  course. 

As  proof  of  the  shakeout,  theorists 
always  hark  back  to  the  early  history 
of  the  automobile.  After  Daimler  cob- 
bled together  the  first  high-speed  in- 
ternal combustion  engine  in  1885, 
automakers  proliferated  madly.  It  was 
the  introduction  of  the  first  complete 
assembly  line  by  Henry  Ford  for  the 
Model  T  in  1913  and  the  consolida- 
tion and  rationalization  of  General 
Motors'  many  divisions,  which  was 
begun  by  Alfred  P.  Sloan  when  he 
became  president  of  the  company  in 
1923,  that  doomed  all  the  smaller 
manufacturers. 

From  1929  onward  the  number  of 
American  carmakers  declined  rapidly, 
from  108  to  44  by  the  eve  of  World 
War  II.  After  the  war  the  number  of 
manufacturers  shrank  again,  so  that 
by  1950,  when  unit  sales  began  to  rise 
dramatically,  the  number  of  major 
manufacturers  had  fallen  to  5.  Now, 
of  course,  there  are  3  Vi — Ford,  Gener- 
al Motors,  Chrysler  and  American 
Motors,  which  does  not  have  a  full 
product  line. 

Likewise,  the  computer  makers 
say,  their  own  industry  is  undergoing 
rationalization.  Curiously,  even  the 
names  of  some  of  the  more  than  500 
computer  makers  are  reminiscent  of 
the  past:  Franklin,  Eagle  and  Arrow 
are  among  the  brands  that  sold  as  cars 


yesterday  and  sell  as  computers  to- 
day. But  those  names  may  again  dis- 
appear with  the  emergence  of  the 
compatible  bottom-to-top  product 
lines,  say  the  shakeout-is-coming 
theorists.  IBM,  the  industry  leader,  is 
taken  to  be  further  along  on  this  path, 
particularly  since  the  introduction  of 
its  highly  successful  personal  com- 
puter two  years  ago. 

But  don't  be  too  bemused  by  histo- 
ry. If  you  take  a  close  look,  you  come 
up  with  this:  In  1929  Detroit  manu- 
facturers, convinced  that  sales  would 
rise  forever,  expanded  production  to 
over  8  million  cars  a  year.  But  there 
were  not  enough  roads,  gas  stations  or 
spare  parts,  and  too  few  people  who 
had  any  reason  to  own  a  car— other 
than  to  impress  their  neighbors. 

So  as  rapidly  as  auto  sales  rose  from 
1925  through  1928,  that's  how  fast 
people  stopped  buying  cars  in  1929. 
Automobile  stocks  fell  in  May  1929, 
presaging  the  total  collapse  of  the 
stock  market  a  bare  six  months  later. 
Automobile  sales,  in  fact,  did  not 
again  approach  the  8  million  mark 
until  1950. 

But  isn't  that  exactly  what's  hap- 
pening in  personal  computers?  Look 
at  the  recent  poor  performances  by  TI, 
Atari  and  Mattel.  Aren't  they  omens 
of  worse  to  come? 

Not  likely.  Even  at  $5  billion,  the 


personal  computer  market  is  not  the 
whole  computer  market,  not  even  a 
sizable  piece  of  it.  It  pales  beside  the 
$80  billion  office  and  industrial  mar- 
ket for  computers.  In  addition,  there 
is  the  $15  billion  semiconductor  mar- 
ket, whose  chips  and  computer  logic 
are  incorporated  into  all  sorts  of  prod- 
ucts that  aren't  thought  of  as  comput- 
ers, from  the  obvious  video  games  to 
the  less  obvious  automobile.  There 
are  also  uncountable  more  billions  be- 
ing generated  from  computer-related 
successes. 

The  fact  is  that  home  computers 
have  not  yet  found  a  niche — there  is  a 
lack  of  adequate  software,  spare  parts 
and  peripheral  devices.  Peripherals 
make  up  the  greatest  cost  of  the  total 
package  (see  story,  p.  48).  And  too 
many  people  bought  computers  to  im- 
press their  neighbors. 

But  none  of  that  puts  the  computer 
industry,  or  the  nation,  in  any  danger 
of  economic  collapse.  A  better  anal- 
ogy between  cars  and  computers 
might  be  in  the  sale  of  heavyweight 
trucks. 

The  computer  is  more  a  Mack  truck 
than  a  flivver.  Truck  sales  rose  right 
through  the  Depression  because  in- 
dustry found  trucks  to  be  a  more  pro- 
ductive tool  than  railroads.  So  it 
should  be  with  computers,  however 
the  pleasure  market  develops.  ■ 


YOU  CAN  BRING  DOWN  THE  COST  OF  EUROPE 
WHEN  YOU  BRING  BACK  A  NEW  MERCEDES-BENZ. 


If  you're  planning  to  tour  Europe  this  fall,  you  can 
take  delivery  of  a  new  1984  300  SD  Turbodiesel  or  any 
other  Mercedes-Benz  diesel  you  choose.  Have  it  wait- 
ing for  you  at  the  Stuttgart  Delivery  Center,  and  take 
a  driving  vacation  unmatched  in  comfort,  con- 
venience, and  freedom  to  explore.  Avoid  costly  car 
rentals,  and  save  on  the  price  of  your  new  Mercedes- 
Benz.  For  details,  send  for  our  free  "European  Deliv- 
ery" color  brochure  with  the  coupon  at  right. 
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"It  sure  costs  a  lot  to  keep  a  kid  in  college. 

How  do  you  turn  savings  into  enough  for 
tuition?  We're  starting  to  make  it  happen, 
through  Total  Financial  Planning.  Our 
Prudential-Bache  Account  Executive  helped 
us  set  up  a  special  trust  that  lets  us  accumulate 
income  at  a  lower  tax  rate.  We  invested  the 
principal  in  mutual  funds  and  zero  coupon 
bonds.  We've  got  a  strategy,  and  it's  working." 


"Half  of  what  we  make  goes  for  taxes. 

Half!  We  had  to  find  a  way  to  lessen  the  tax 
bite,  and  make  the  most  of  what  we  had  lef 
What's  helping  us  do  it  is  Total  Financial 
Planning  from  Prudential-Bache.  The  best 
plan  for  us  puts  our  investments  into 
real  estate,  oil,  gas  and  utilities  with  a 
dividend  reinvestment  plan. .  .where  taxes 
won't  bite  into  our  income." 


"I'm  so  bu;      mning  my  business. . . 
I  never  have  lime  for  a  plan  that  puts 
my  profits  ?rk. 

Now  I've  go  t         ible  strategy  through  Total 
Financial  Plai        My  Prudential-Bache 
Account  Execb .       commended  growth 
stocks,  a  manag        nnodity  account,  risk 
arbitrage . . .  even  gain  tax  savings 

through  insurance 


"We  never  thought  we'd  have  enough 
the  retirement  we  deserve. 

Taxes  and  inflation  were  eating  up  most  o: 
what  we  were  earning.  Now  we're  building 
cushion  for  retirement. . .  through  Total  Fin 
Planning  from  Prudential-Bache.  For  us. . .] 
that  means  a  tax-deferred  annuity,  discount 
municipal  bonds  that  lock  in  high  interest,  a 
blue  chip  stocks  as  an  inflation  hedge." 


Total  Financial  Planning. 
Today,  everybody  needs  it 


Once  upon  a  time... 
u  could  get  ahead  just  by 
dung  hard  and  saving  your  money, 
day,  it's  a  lot  more  complicated. 
»w,  whether  you  earn  $50,000  or 
50,000,  you  need  a  long-term  strategy 
it  properly  places  your  investment 
sets  to  keep  your  savings  ahead  of  taxes 
d  inflation. . . and  still  provides  for 
>rtgage  payments,  college  tuitions, 
urance,  investments,  and  retirement. 

At  Prudential-Bache  Securities, 
call  it  Total  Financial  Planning. 
;  the  discipline  we  live  by. 

Total  Financial  Planning  involves 
areful  assessment  of  your  financial 
nation,  and  the  assembling  of  a 
rsonal  financial  profile.  Both  help 
m  the  basis  of  a  strategy  to  meet 
your  financial  objectives. 

Everybody's  financial  situations 

1  goals  vary.  By  offering  more  than 

2  hundred  investment  alternatives, 

i  udential-Bache  is  in  a  unique  position 
I  Duild  a  program  tailored  to  your  own 
^cial  requirements. 
Your  Total  Financial  Planning 
I  )gram  might  well  include  stocks 
|  d  bonds,  options,  municipals  and 
i  >ney  market  funds. . .  among  a  variety 
i  investment  opportunities.  Or  your 
:  ancial  position  may  require 


diversification  into  tax  shelters,  private 
placements,  commodities,  annuities, 
estate  and  retirement  plans. 

Prudential-Bache  Account  Executives 
are  the  catalysts  behind  the  considered 
process  of  Total  Financial  Planning. 
They  have  the  experience  to  help  you 
make  critical  financial  decisions. 
And  they'll  help  you  meet  your 
changing  needs  through  a  continuing 
relationship.  The  more  we  know  about  you, 
the  more  we  can  do  for  your  future. 
And  ours. 

Total  Financial  Planning. 
It  replaces  the  panic  button  with 
a  long-term  strategy  for  success. 
It's  the  discipline  needed  to 
stay  ahead  in  the  uncertain  '80s. 
And  it's  yours  from  Prudential-Bache. 

Today,  take  the  first  step. 
Call  us  at  800-654-5454. 
Day  or  night,  we'll  be  there. 


Prudential-Bache 

Securities 


udenlial-Bache Securities  Member  SIPC 


"It  is  extremely  naive,"  says  one  of  the 
largest  electronics  distributors,  "to  think 
that  computer  peripherals  won  'tgo  the  way 
of  small  computers  themselves. " 


What  silver 
lining? 


search  firm,  projects  U.S.  sales  of 
home  computers  ($100  to  $1,500)  and 
personal  computers  ($1,500  and  up)  to 
increase  nearly  fourfold  by  1987,  to  $7 
billion.  Sales  of  peripherals  should 
grow  more  than  sixfold,  to  $  1 8  billion, 
and  sales  of  software — games,  text- 
editing  programs  and  such — more 
than  eightfold,  to  $8.5  billion.  "The 
market  for  small  computers  is  far 


By  Anne  Bagamery 


While  pessimists  responded  to 
the  news  of  Texas  Instru- 
ments' possible  second-quar- 
ter $100  million  loss  by  dumping  TI 
stock,  and  by  dumping  on  the  indus- 
try in  general,  others  pointed  out  that 
all  was  well  with  computer  peripher- 
als— the  disk  drives,  printers  and  oth- 
er add-ons  that  turn  an  ordinary  cen- 
tral processing  unit  (CPU)  into  a  vi- 
deogame or  a  small  business  system. 
Immune,  so  far,  from  the  price-cut- 
ting that  has  plagued  the  computers 
themselves,  peripherals  are  thought 
to  make  a  silver  lining  in  a  clouded 
business — the  high-margin  "blades" 
that  make  selling  all  those  low-mar- 
gin "razors"  worthwhile. 

The  truth,  as  usual,  lies  somewhere 
in  between.  Just  as  the  outlook  for 
small  computers  isn't  nearly  that 
gloomy  (see story,  p.  44),  the  outlook  for 
peripherals  isn't  nearly  that  bright.  As 
TI,  Atari,  Commodore  and  the  rest  of 
the  home  computer  makers  sort  out 
their  pricing  and  inventory  problems, 
peripherals  manufacturers — the  big 
guys  as  well  as  hundreds  of  little  start- 
ups— are  coping  with  many  of  the 
same  pressures  that  beset  the  com- 
puter makers.  There  are  pressures 
arising  from  shifting  distribution 
channels,  increasing  standardization, 
a  de-emphasis  of  technology  in  favor 
of  marketing  and  service  and,  ulti- 
mately, price-cutting  to  gain  market 
share.  Says  Dennis  Cagan,  vice  chair- 
man of  Los  Angeles-based  David  Jam- 
ison Carlyle  Corp.,  one  of  the  largest 
distributors  in  the  U.S.,  "It  is  ex- 
tremely naive  to  think  that  computer 
peripherals  won't  go  the  way  of  small 
computers  themselves." 

Of  course,  no  industry  segment  is 
exactly  endangered.  Future  Comput- 
ing, a  Richardson,  Tex.  market  re- 


which  retain  a  proprietary  edge.  An 
Atari-compatible  joystick,  for  exam- 
ple, won't  work  on  a  TI  99/4A.  If  no 
manufacturer  has  been  able  to  grab 
more  than  20%  of  the  market  for  any 
one  product,  none  has  been  likely  to 
start  a  price  war  in  order  to  do  so. 

But  all  that  is  changing.  As  a  hand- 
ful of  manufacturers  begin  to  domi- 
nate the  market  for  CPUs — IBM  in 
personal  computers,  TI  and  Commo- 
dore in  home  models — de  facto  stan- 
dards for  peripherals  are  emerging. 
Standardization  rewards  low-dost, 
high-volume  producers  and  tends  to 
knock  out  little  custom-builders  who 
can't  compete  in  price.  As  the  market 
for  small  computers  grows,  manufac- 
turers of  peripherals  must  rely  more 
on  indirect  distribution  channels — 
chain  stores  or  independent  distribu- 
tors— that  provide  marketing  support 
and  service  in  return  for  some  of  those 
nice  margins.  Even  IBM,  with  its  leg- 
endary internal  sales  force,  sells  the 
vast  majority  of  its  personal  comput- 
ers through  outside  dealers. 

Fast-moving  peripherals  makers  are 
already  finding  ways  to  fight  back. 
Coleco  caused  a  stir  at  the  summer 
Consumer  Electronics  Show  in  Chi- 


from  saturated,"  says  Egil  Juliussen, 
Future  Computing's  chairman. 

The  peripherals  business  has 
seemed  safe  for  several  reasons.  Com- 
puter buyers  typically  spend  $1.50  on 
peripherals  for  every  $1  they  spend  on 
the  CPU.  This  ratio  tends  to  increase 
as  users  become  familiar  with  their 
machines  and  demand  more  func- 
tions. Manufacturers'  margins  aver- 
age 30%  pretax,  more  than  the  mar- 
gins on  CPUs.  That's  partly  because 
peripherals,  unlike  processors  and 
software,  contain  more  high-priced 
mechanical  subassemblies,  many  of 


Chicago  hoopla  ( above )  and  Adam 
A  megabusiness  influx. 

cago  by  introducing  the  Adam,  a 
home  computer  with  a  Daisy  wheel 
printer  "bundled"  into  a  $600  price 
tag.  Many  in  the  industry  think  more 
bundled  systems  will  follow.  Tandy 
Corp.,  which  has  a  network  of  Radio 
Shack  retail  stores,  is  further  integrat- 
ing by  making  its  own  disk  drives. 
Some  expect  IBM  and  TI  to  follow 
suit,  which  would  leave  less  of  the 
add-on  market  to  little  companies. 

The  outlook:  increasing  integration 
by  the  big  competitors,  a  shakeout 
among  the  little  ones  and  an  eventual 
slump  in  prices.  It's  just  what  hap- 
pened in  computers.  "Many  manufac- 
turers think  that  consumers  think 
there's  something  wrong  with  a  low- 
priced  peripheral,"  says  Cagan. 
"They're  wrong.  Consumers  are  no 
longer  ignorant  about  this  stuff.  This 
is  the  national  marketplace."  ■ 
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Streetwalker 


Out  of  the  woods? 

Looking  for  a  cheap  stock  with  lots  of 
leverage  and  a  big  float — one  that  in- 
stitutional investors  might  fall  in  love 
with?  H.C.  Bowen  Smith,  forest  prod- 
ucts analyst  for  Salomon  Brothers, 
has  the  perfect  choice:  Weyerhaeuser. 
The  Tacoma-based  giant  was  badly 
whipsawed  by  the  recession.  In  1982 
earnings  fell  to  90  cents  a  share,  vs.  a 
high  of  $4.01  just  three  years  before. 
At  $40,  its  shares  are  up  more  than 
50%  since  August,  but  that's  half  the 
gain  of  other  big  forest  products  firms. 

Investors  are  scared  off  by  Weyer- 
haeuser's  exposure  in  Japan.  But 
Smith  has  good  news  about  exports, 
which  account  for  45%  of  profits.  By 
late  this  year  he  expects  overseas 
prices  to  begin  to  improve.  Domestic 
demand,  of  course,  is  firming  now — 
but  the  story  gets  better. 

Since  1981  Weyerhaeuser  has  cut 
pretax  costs  by  around  $150  million. 
What  with  improved  profitability  and 
the  proceeds  from  an  equity  offering 
this  spring,  that  could  mean  over  $500 
million  in  excess  cash  by  1984. 

So  don't  be  surprised  if  it  makes  an 
acquisition.  That  could  help  share- 
holders too.  Over  the  next  five  years 
the  company  will  have  about  $500 
million  in  tax  benefits  it  can  use  to 
shelter  new  income.  Smith,  who 
thinks  Weyerhaeuser  could  earn  $5 
next  year,  says  it  should  carry  a  market 
multiple  of  at  least  10.  "But  plenty  of 
times  it  sells  at  a  premium  to  the 
market,"  he  explains,  "so  this  one 
could  go  as  high  as  $60." — Thomas  Jaffe 


Nothing  in,  nothing  out 

The  soaring  multiples  of  high-tech  fa- 
vorites aren't  the  only  signs  of  delu- 
sion in  today's  markets.  Look  what's 
happening  to  shares  in  troubled  com- 
panies. After  Chrysler's  spectacular 
gains,  these  low-priced  stocks  are 
now  easier  for  brokers  to  sell — and  are 
as  a  result  more  often  overvalued. 

Braniff,  for  example,  was  trading  at 
$3.75  when  it  filed  to  merge  with  Hy- 
att Corp.,  but  professionals  had  long 
realized  that  stockholders  would  be 
squeezed  out  by  creditors.  Now  equi- 
ty owners  will  get  a  mere  1.7%  of  the 
reorganized  company — worth  less 
than  25  cents  per  share  according  to 
Jack  Kneafsey  of  Prudential-Bache. 
While  Braniff  has  $300  million  in  tax- 
loss  carryforwards,  he  thinks  they 
will  be  used  to  offset  profits  at  Hyatt 
and  thus  be  of  little  value  to  the  air- 
line's shareholders. 


Braniff  planes  grounded 

Back  to  earth  for  the  stock  as  well. 


To  make  matters  worse,  it  takes 
125  old  Braniff  shares  to  get  1  share  in 
the  reorganized  company,  and  there 
will  be  no  fractional  distributions.  So 
anyone  with  fewer  than  125  shares 
faces  a  total  loss.  Moral:  Some  things 
that  look  like  they  are  worth  nothing 
really  are. — T.J. 


Nobody's  talking 

Lots  of  Norton  Simon  shareholders, 
presumably,  couldn't  care  less  who 
takes  over  their  company.  Those  who 
bought  in  early  this  year,  for  example, 
already  have  about  a  40%  gain. 

But  84-year-old  Frank  Sawyer  is  do- 
ing lots  better.  A  Bostonian  whose 
businesses  include  taxicabs  and  insur- 
ance, he  is  NSI's  largest  individual 
shareholder.  After  selling  his  Avis 
franchise  to  NSI  in  1980,  Sawyer 
wound  up  with  about  1.3  million 
shares,  then  worth  a  shade  over  $14 
each.  Today  the  value  of  his  stake  has 
more  than  doubled,  to  $45  million. 

Perhaps  that's  why  Sawyer  has  been 
lying  low  during  the  recent  takeover 
battle.  Even  though  he  votes  nearly 
6%  of  NSI's  shares,  Sawyer  claims 
none  of  the  current  bidders  has  dis- 
cussed a  deal  with  him.  He  readily 
compliments  Chairman  David  Ma- 
honey  and  otherwise  keeps  his 
thoughts  to  himself.  No  wonder: 
When  you  are  sitting  with  a  $27  mil- 
lion capital  gain,  you  can  afford  to 
keep  quiet—  T.J. 


Dull  ain't  so  bad 

"Everybody  is  fond  of  talking  about 
all  the  froth  in  the  market  now,"  says 
John  Neff,  portfolio  manager  of  Phila- 
delphia's Windsor  Fund.  Not  surpris- 
ingly, this  conservative  who  runs  $1.5 
billion  in  total  assets  has  steered  clear 
of  highflyers.  Neff  describes  the 
Windsor  portfolio  as  "dullsville" — 
60%  in  the  oil  patch,  utilities,  insur- 
ance and  non-money-ccntcr  banks, 
another  20%  in  cash. 


Since  January,  Windsor  is  up  just 
24.1%,  vs.  22%  for  the  S&P's  500. 
"Our  stocks  are  four  yards  and  a  cloud 
of  dust  sorts  of  things,"  says  Neff. 
"We  usually  don't  do  so  well  in  mar- 
kets like  this."  Windsor,  in  fact,  gen- 
erally performs  best  when  the  aver- 
ages are  falling — so  is  Neff  eager  for  a 
decline?  "If  the  overall  market  goes 
down  15%,  we'll  go  down  10%,"  he 
explains.  "I  always  like  to  skim  off 
performance  points." 

Since  a  lot  of  the  competition  is 
sitting  on  handsome  gains,  he'll  need 
to  do  doubly  well  during  any  decline 
just  to  stay  even.  But  Neff  clearly  isn't 
worried.  "This  hasn't  just  been  a  one- 
way street,"  he  says  of  the  recent  ral- 
ly. "We've  seen  some  awful  carnage 
too — not  in  marginal  equities  but  in 
stocks  with  big  capitalizations  like 
Texas  Instruments,  Warner  Commu- 
nications, Kodak  and  Philip  Morris. 
To  me,  that's  proof  that  the  current 
market  is  a  little  more  rational  than 
people  give  it  credit  for  being." — T.J. 


Wrong  number 

It  would  have  taken  more  than  fore- 
sight to  buy  $5,000  worth  of  Webcor 
Electronics  stock  a  year  and  a  half  ago. 
Since  then,  however,  share  prices 
have  moved  from  12  cents  to  over 
$30 — making  that  investment  now 
worth  some  $1.3  million. 

This  gain  is  all  the  more  remarkable 
since  Webcor's  net  income  fell  by 
65%  for  the  year  ended  Mar.  31  to  a 
mere  70  cents  per  share.  Sales  de- 
clined too,  by  15%  to  $27  million. 
Track  record?  Don't  look:  The  firm 
has  been  in  the  red  four  years  out  of 
the  past  ten. 

Investors,  however,  are  paying  45 
times  earnings  for  a  piece  of  the  tele- 
phone replacement  market.  Victor 
Reichenstein,  Webcor's  chairman, 
whose  28%  stake  is  now  worth  over 
$20  million,  once  peddled  calculators 
and  me-too  digital  watches.  But  he 
used  his  Far  East  contacts  to  move 
into  cordless  extension  phones  and 
automatic  dialers  in  early  1980. 

Some  may  hear  a  ring  of  future  prof- 
its, but  remember  that  importer  Web- 
cor is  just  one  of  more  than  100  com- 
panies in  this  business.  The  competi- 
tion includes  American  Bell,  ITT  and 
Northern  Telecom.  Discounting  by 
retailers  is  prevalent,  too,  and  even 
Reichenstein  expects  a  shakeout. 

Some  analysts  aren't  optimistic,  ei- 
ther. Richard  Singer  of  Chicago's 
Mesirow  &  Co.  has  sold  his  position 
and  advises  others  to  do  the  same. 
"There's  too  much  risk  at  today's 
price,"  he  concludes. — John  A.  Byrne 
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Selling  sunglasses  is  not  a  cheery  business. 
"Hey,  turkey*  face,  Vm  not  going  to  pay 
until  the  end  of  the  season. " 


Shades  of 
discontent 


By  Barbara  Rudolph 


In  the  late  1920s,  Lieutenant 
John  McReady — the  first  man  to 
cross  the  Atlantic  in  a  blimp — 
arrived  at  Bausch  &  Lomb  headquar- 
ters to  help  in  developing  glasses  to 
protect  fliers  against  the  sun's  glare. 
Soon  B&L  introduced  an  "antiglare 
goggle,"  later  dubbed  the  Ray  Ban 
sunglass.  Sales  really  took  off  when 
General  Douglas  MacArthur  wore 
Ray  Bans  in  the  South  Pacific.  One 
high-margined  descendant:  limited- 
edition  gold  aviator  glasses,  complete 
with  cherrywood  case  and  priced  at 
$1,890. 

Despite  such  luxury, 
the  $750  million-a-year 
sunglasses  market  is  un- 
der a  cloud  these  days. 
Over  the  past  two  years 
unit  demand  fell  by  as 
much  as  15%.  Sure,  there 
are  expensive  designer 
products  like  Christian 
Dior,  Yves  St.  Laurent  and 
Porsche-Carrera.  But  90% 
of  the  sunglasses  sold — 
representing  nearly  two- 
thirds  of  revenues — are 
priced  below  $20. 

This  part  of  the  busi- 
ness is  as  crowded  as  the 
beach  on  a  hot,  muggy 
Fourth  of  July.  For  start- 
ers, there  are  5,000  manu- 
facturers and  importers 
worldwide  selling  to 
242,000  outlets.  The  ma- 
jor players:  Foster  Grant,  a 
division  of  West  Ger- 
many's Hoechst,  which 
has  perhaps  35%  of  the 
drugstore  and  mass-mer- 
chandise market;  and 
B&L's  Ray  Ban,  which  has 
a  slightly  smaller  share  at 


the  higher  end  of  the  line. 

Some  80%  of  all  sunglasses  sold  in 
the  U.S.  are  imported,  and  that  means 
the  business  is  easy  to  enter.  "Tell  me 
what  you  like,  and  I  can  have  it  for 
you  in  a  week,"  a  Taiwanese  manu- 
facturer reportedly  bragged  to  an 
American  importer  at  a  recent  trade 
show  in  Italy.  Things  don't  actually 
happen  that  fast,  but  you  get  the  idea. 
That's  why  there  are  street  vendors  in 
major  cities  selling  knockoffs  of 
Porsche-Carrera  glasses  for  $5.  These 
copies  wholesale  as  low  as  50  cents. 

Getting  sunglasses  into  the  local 
Revco,  however,  is  another  matter  en- 


From  Garbo  to  Belnsbi,  darkly 

Some  bright  spots  in  a  normally  cloudy  market. 


tircly.  Everything  is  negotiable,  and 
around  the  corner  there's  always 
someone  with  better  terms.  "There 
are  as  many  kinds  of  deals  as  there  are 
retailers,"  says  Coming's  sunglasses 
brand  manager,  Chris  Mather.  Does 
the  company  deliver  goods  to  the  drug 
chain's  warehouse  or  directly  to  the 
store?  Will  the  manufacturer  provide 
a  display  case?  Will  the  seller  stock 
the  goods  year-round? 

When  everything  gets  negotiated,  of 
course,  not  everyone  enjoys  the  lever- 
age of  a  Foster  Grant.  "I  can  muscle  a 
little  independent,"  says  the  buyer  at 
a  major  drug  chain.  "I  can  say,  'Hey, 
turkey  face,  I'm  not  going  to  pay  you 
until  the  end  of  the  season,'  and 
there's  nothing  he  can  do  about  it." 

No  wonder  manufacturers  want  to 
move  upscale  and  into  department 
stores.  But  competition  is  just  as 
tough  there.  This  summer,  for  exam- 
ple, Foster  Grant  stopped  trying  to  sell 
$18  to  $20  Vidal  Sassoon  glasses  in 
addition  to  its  basic  line,  which  aver- 
ages $12  a  pair.  "We're  moving  back 
downstairs,  where  we've  always 
been,"  says  Harvey  Alstodt,  sales  vice 
president.  Corning,  which  entered  the 
business  this  year,  is  also  having  trou- 
ble. "We've  been  late  off  the  mark, 
not  in  as  many  outlets  as  we  should 
be,"  says  a  spokesmen,  explaining  the 
poor  demand  for  its  $25  Chameleon 
department  store  line. 

Selling  sunglasses  is  really  a  fashion 
business.  There's  always 
hope  of  a  quick  change  for 
the  better.  Consider 
B&L's  recent  experience 
with  a  style  it  has  been 
selling  since  1958 — Way- 
farer glasses,  with  dark 
lenses  and  black  plastic 
frames,  the  kind  Dan 
Aykroyd  and  John  Belushi 
wore  in  The  Blues  Brothers. 
Last  spring  Gentlemen  s 
Quarterly  hailed  these 
glasses  as  part  of  "the  ret- 
ro look,"  and  B&L  reports 
sales  jumped  from  1.700 
■  pairs  a  month  to  17,000. 
This  summer  demand,  at 
$35  a  pair,  is  still  growing. 
"Last  year,"  says  a  B&L 
spokesman,  "they  were 
popular  with  gays  and 
punk  rockers.  And  now 
it's  everyone  else." 

That  fad  won't  last  for- 
ever. But  the  profits  it  can 
produce  attract  people 
into  the  sunglasses  busi- 
ness. Unfortunately,  they 
all  seem  to  think  it  can  be 
just  as  pleasant  as  a  lazy 
afternoon  at  the  beach.  ■ 


50 


FORBES,  JULY  18,  1983 


THE 1983  INFORMATION 
INDUSTRY  SWEEPSTAKES 


A  FORBES  Special  Advertising  Supplement 


Pnmnanu  Namp 

LiUl I l|Jal  1  y  FIGIIIG 

DP 

DP 

DP 

Growth 

Growth 

DP 

DP 

DP 

Growth 

Growth 

Rpupnnpc 
ncvciiuco 

Rank 

Rpuomioc 
ncVcilUco 

Rato 
nd(c 

Rank 

Company  Name 

Revenues 

Rank 

Revenues 

Rate 

Rank 

(Company  Class)* 

1982 

1981 

1981 

82/81 

1982 

(Company  Class)* 

1982 

1981 

1981 

82/81 

1982 

1  IBM  (1) 

31467.6 

1 

25111.0 

25.3 

37 

51  Telex  (7) 

194  7 

56 

142  7 

364 

25 

2  DEC  (2) 

4019.0 

2 

3586.6 

12.1 

67 

52  Lanier  (4) 

194.2 

49 

161.0 

20.6 

45 

3  Burroughs  (1) 

3809.5 

4 

2934.0 

29.8 

30 

53  M/A  COM  (8) 

190.0 

47 

171.0 

11.1 

69 

4  Control  Data  (6) 

3301.1 

3 

3120.4 

5.8 

81 

54  Nixdorf  (2) 

186.2 

51 

59.3 

16.9 

53 

5  NCR  (1) 

2915.3 

5 

2838.0 

2.7 

87 

55  Sanders  Associates  (7) 

181.2 

48 

166.2 

9.0 

75 

6  Sperry  (1) 

2800.5 

6 

2781.0 

.7 

92 

56  Tandon  (6) 

177.1 

89 

70.4 

151.4 

5 

7  Hewlett-Packard  (2) 

2268.0 

7 

1875.0 

21.0 

44 

57  Schlumberger  (5) 

175.0 

53 

148.0 

18.2 

50 

8  Honeywell  (1) 

1685.0 

8 

1774.0 

-5.0 

98 

58  Informatics  (9) 

170.2 

52 

150.3 

13.2 

63 

9  Wang  (3) 

1321.5 

9 

1008.5 

31.0 

28 

59  Shared  Medical  (9) 

165.8 

61 

131.6 

26.0 

36 

10  Storage  Technology  (7) 

1030.0 

10 

890.9 

15.6 

57 

60  Ampex  (7) 

163.0 

54 

147.0 

10.9 

70 

11  Xerox  (6) 

975.0 

11 

872.0 

11.8 

68 

61  CPT  (4) 

158.6 

63 

123.8 

28.1 

35 

12  General  Electric  (9) 

850.0 

14 

735.0 

15.6 

56 

62  Intergraph  (5) 

155.6 

77 

91.1 

70.9 

8 

13  TRW  (9) 

825.0 

12 

855.0 

-3.5 

96 

63  General  Instrument  (9) 

152.2 

60 

135.0 

12.7 

65 

14  Data  General  (2) 

803.8 

13 

764.3 

5.2 

83 

64  Sun  (9) 

152.0 

64 

121.8 

24.8 

41 

15  Texas  Instruments  (2) 

746.7 

15 

640.0 

16.7 

54 

65  United  Telecom  (9) 

148.7 

58 

137.4 

8.2 

77 

16  Tandy  (3) 

725.0 

19 

460.0 

57.6 

10 

66  Planning  Research  (9) 

146.8 

65 

117.2 

25.3 

38 

i *r  inn  if\ \ 

17  ADP  (9) 

704.0 

17 

613.0 

14.8 

59 

67  Dysan  (11) 

142.8 

70 

104.2 

37.0 

23 

18  Computer  Sciences  (9) 

683.4 

16 

624.7 

9.4 

74 

68  Cray  (1) 

141.1 

73 

101.6 

38.9 

20 

19  Apple  (3) 

663.8 

22 

400.7 

65.7 

9 

69  Wyly  (9) 

140.5 

55 

146.8 

-4.3 

97 

20  Electronic  Data  Systems  (9) 

555.6 

18 

480.6 

15.6 

58 

70  Martin  Marietta  (9) 

124.0 

75 

99.2 

25.0 

39 

21  Oatapoint  (7) 

514.0 

20 

453.0 

13.5 

61 

71  Quotron  Systems  (9) 

120.9 

78 

88.1 

37.2 

22 

nn   mm    i      _i_  /n\ 

22  Motorola  (8) 

484.9 

45 

180.0 

169.4 

4 

72  Reynolds  &  Reynolds  (2) 

119.7 

68 

115.4 

3.7 

85 

nn  ii   it  n  i  _  _  //\\ 

23  McDonnell  Douglas  (9) 

476.0 

26 

346.5 

37.4 

21 

73  NBI  (4) 

119.5 

85 

76.7 

55.9 

11 

ft  A     It        _J     l_  i    1  A\ 

24  Amdahl  (1) 

462.2 

21 

442.8 

4.4 

84 

74  Recognition  Equipment  (7) 

119.5 

62 

131.5 

-9.1 

99 

25  Prime  (2) 

435.8 

24 

364.8 

19.5 

49 

75  Bradford  National  (9) 

1154 

71 

102.0 

13.2 

64 

26  Commodore  (3) 

420.0 

46 

176.0 

138.6 

6 

76  Centronics  (6) 

112.7 

66 

115.9 

-2.8 

95 

27  National  Semi  (1) 

387.1 

28 

320.0 

21.0 

43 

77  Dun  &  Bradstreet  (9) 

110.0 

74 

100.0 

10.0 

73 

28  Teletype  (6) 

377.6 

23 

368.4 

2.5 

88 

78  Gerber (5) 

107.2 

72 

101.9 

5.2 

82 

OA             1  1  /~T\ 

29  Mohawk  (7) 

355.5 

29 

314.0 

13.2 

62 

79  American  Express  (9) 

106.0 

82 

81.0 

30.9 

29 

rtf    ft*  ft  I  /r\i 

30  MAI  (2) 

354.2 

25 

349.1 

1.5 

90 

80  Commerce  Clearing  House  (9) 

104.5 

76 

92.0 

13.6 

60 

31  Harris  (7) 

344.9 

30 

313.0 

10.2 

72 

81  National  Data  (9) 

102.7 

86 

71.9 

42.8 

18 

32  Tektronix  (7) 

336.2 

31 

308.9 

8.8 

76 

82  MSA  (9) 

101.2 

88 

70.6 

43.4 

17 

fin  n     _* ■  /tv 

33  Raytheon  (7) 

336.0 

35 

260.0 

29.2 

31 

83  Zenith  (3) 

100.0 

87 

71.0 

40.8 

19 

34  Tandem  (2) 

330.9 

38 

242.5 

36.5 

24 

84  Televideo  (6) 

98.5 

98 

34.7 

184.0 

2 

35  Triumph-Adler  (6) 

326.7 

27 

320.0 

2.1 

89 

85  Convergent  (6) 

96.5 

100 

13.1 

636.1 

1 

36  C.  Itoh  (6) 

326.4 

43 

213.0 

53.2 

12 

86  Modular  Computer  (2) 

92.8 

79 

87.2 

6.4 

79 

37  Computervision  (5) 

325.2 

33 

270.7 

20.1 

47 

87  Verbatim  (11) 

91.9 

90 

68.6 

34.1 

27 

38  GOUld-SEL  (2) 

325.0 

32 

280.0 

ID.  1 

bo 

88  General  Automation  (2) 

89.6 

67 

115.6 

-22.5 

100 

39  Warner  (3) 

310.0 

69 

115.0 

169.6 

3 

89  Triad  (2) 

89.2 

84 

79.1 

12.7 

66 

40  Racal  (11) 

300.0 

39 

240.0 

25.0 

40 

90  Lear  Siegler  (6) 

88.0 

80 

85.0 

3.5 

86 

41  Dataproducts  (6) 

297.6 

34 

270.0 

10.2 

71 

91  Floating  Point  (7) 

86.6 

95 

57.9 

49.6 

14 

42  Tymshare  (9) 

297.0 

37 

246.8 

20.3 

46 

92  Interactive  Data  (9) 

81.7 

81 

81.1 

.6 

93 

43  Perkin-Elmer  (2) 

267.4 

40 

226.6 

18.0 

52 

93  Printronix  (6) 

77.4 

93 

60.2 

28.7 

33 

44  ITT  (6) 

265.0 

36 

250.0 

6.0 

80 

94  Comshare  (9) 

77.4 

83 

79.4 

-2.5 

94 

45  Boeing  (9) 

263.7 

44 

205.5 

28.3 

34 

95  Systems  Industries  (7) 

75.4 

91 

62.9 

19.9 

48 

46  Northern  Telecom  (2) 

237.4 

41 

222.0 

6.9 

78 

96  Nashua  Corp.  (6) 

74.8 

94 

58.0 

29.0 

32 

47  3M  (11) 

223.1 

42 

220.0 

1.4 

91 

97  Decision  Data  Computer  (7) 

74.3 

97 

50.1 

48.3 

15 

48  Paradyne  (7) 

207.3 

59 

135.4 

53.1 

13 

98  Anacomp  Inc.  (9) 

73.9 

96 

54.6 

35.4 

26 

49  Philips  (4) 

203.0 

57 

140.0 

45.0 

16 

99  McGraw-Hill  (9) 

72.0 

92 

61.0 

18.0 

51 

50  Allied  (2) 

195.0 

50 

160.0 

21.9 

42 

100  Cipher  Data  Products  (6) 

70.1 

99 

33.2 

111.2 

7 

SUMMARY: 

78244.1 

65244.0 

19.9 

'Company  Classifications 

1  Mainframes 

2  Minicomputers 


3  Microcomputers 

4  Word  Processing/Office  Automation 

5  CAD/CAM 


6  OEM  Hardware 

7  End  User  Peripherals 

8  Data  Communications 


9  Software  and  Services 

10  Maintenance 

11  Other  (primarily  media) 


= 

Advertisement  1 


At  last, 
help  for  companies 
wrestling  with  the 
problems  created 
by  personal  computers. 

In  the  beginning  it  seemed  like  a 
splendid  idea. 

A  few  people  began  using  personal 
computers  at  work  and,  presto,  improved 
i  their  productivity. 

But  as  the  number  of  different  PCs  it 
i  the  offices  proliferated,  so  did  the  confu- 
sion. Everyone  had  their  own  software, 
their  own  training,  their  own  way  of 
communicating. 

As  a  result,  many  executives  are  see 
ing  control  and  efficiency  slip  away,  re- 
placed by  mounting,  "PC  Pandemonium." 

What's  needed  is  a  system  that  pro- 
jvides  corporate- wide  information  access 
las  well  as  the  personal  computing  capa- 
bilities employees  now  insist  upon.  This 
lis  exactly  what  Honeywell  has  built. 
And  more. 

The  microSystem  6/10 

The  cost-efficient  microSystem  6/10 
is  a  multipersonality  powerhouse  offering 
jan  impressive  variety  of  processing 
capabilities -including  networking  (the 
[microSystem  6/10  talks  to  IBM  main- 
fframes  as  readily  as  to  our  own). 

Besides  personal  computing,  it  han- 

Together,  we  can  find  the  answers. 


dies  data  processing  and  word  processing. 
And  fully-integrated  office  automation. 
What's  more,  power  and  flexibility  make  it 
perfect  for  adaptation  to  industry-specific 
applications. 

And,  because  microSystem  6/10  also 
accepts  most  popular  PC  software  pack- 
ages (based  on  CP/M-86®  and  MS-DOS®), 
chances  are  your  employees  won't  have  to 
give  up  their  favorite  programs. 

Something  rare:  a  change  every- 
one likes 

Here's  a  practical  and  remarkably 
timely  solution  to  the  problem  of  "PC 
Pandemonium." 

And  when  you  consider  this  is  a  solu- 
tion your  entire  organization  can  get 
behind,  it's  even  more  remarkable. 

The  microSystem  6/10.  It  helps 
solve  the  problems  created  by  personal 
computers. 

For  more  information  on  how 
Honeywell  can  help  your  business,  call 
800-343-6665  (within  the  617  area, 
call  392-5246)  or  write  to  the  Honeywell 
Inquiry  Center,  200  Smith  Street  (MS 
440)  Waltham,  Massachusetts  02154. 


Honeywell 

CP/M-86  is  a  registered  trademark  of  Digital  Research  Inc.  MS-DOS  is  a  registered  trademark  of  Microsoft  Corporation. 
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=  THE  HIGH  FLYERS :  THE  BEST  BOTTOM  LINES 

TOP  10  IN  DP  REVENUE  GROWTH  RATE  TOP  10  IN  DP  OPERATING  MARGINS 


(dollars  in  millions) 


%  OP 

U.S.  DP 

For.  DP 

OP  Op 

OP  Op 

OP  Op 

Chr.g 

Rev  Gwth 

Rev  Gwth 

Rev  Gwth 

Profits 

Profits 

Profits 

Man; 

82/81 

82/81 

82/81 

|%|  1982 

1982 

[%|  1981 

82/1 

1  Convergent  Technologies 

636.1 

1  Shared  Medical  Systems 

24.7 

41.0 

25.0 

-3 

2  Televideo  Systems 

184.0 

196.3 

149.9 

2  IBM 

23.0 

7250.4 

23.5 

-5 

3  Warner  Communications 

169.6 

160.0 

233.3 

3  Cray  Research 

22.8 

32.3 

30.0 

-7.1 

4  Motorola 

169.4 

169.4 

169.4 

4  Quotron  Systems 

22.8 

27.6 

24.0 

-1.1 

5  Tandon 

151.4 

179.1 

37.1 

5  Convergent  Technologies 

18.9 

18.2 

8.2 

-10.7 

6  Commodore  International 

138.6 

273.3 

92.4 

6  Apple  Computer 

18.1 

120.0 

18.7 

-6 

7  Cipher  Data  Products 

111.2 

104.9 

147.1 

7  Telex 

18.1 

35.2 

12.9 

5.2 

8  Intergraph 

70.9 

70.9 

70.9 

8  Floating  Point  Systems 

17.9 

15.5 

16.2 

1.7 

9  Apple  Computer 

65.7 

65.7 

65.7 

9  Commodore  International 

17.6 

74.0 

22.4 

-48 

10  Tandy 

57.6 

57.6 

57.8 

10  NBI 

17.3 

20.7 

18.0 

-5 

The  Year  in  Review 

Led  by  IBM  s  mainframe  sales,  the 
DP  industry  plowed  through  the 
recession  like  a  locomotive  through 
a  snowdrift.  Buyers  seeking  produc- 
tivity enhancements  acquired  DP 
hardware,  software  and  services  at 
rates  exceeding  previous  years.  Led 
by  the  Manufacturing  industry,  DP 
buyers  purchased  over  $78  billion  of 
DP  goods  and  services  in  1982, 
representing  a  20%  growth  from  the 
$65  billion  spent  in  1981.  With  DP 
products  comprising  only  about 
40%  of  the  average  corporate  MIS 
budget,  a  reasonable  estimate  of 
total  1982  DP  expenditures 
approaches  $200  billion.  If  present 
rate  trends  continue,  in  less  than  10 
years  the  U.S.  will  spend  over 


$1  trillion  on  total  DP! 

Microcomputer  companies  again 
led  the  DP  industry  in  growth,  post- 
ing over  a  90%  rate,  while  main- 
frame companies  accounted  for 
the  largest  portion  of  the  market 
with  55%.  Minicomputer  companies, 
however,  were  hammered  by  com- 
petition at  both  ends  of  their 
product  spectrum  for  one  of  their 
worst  years. 

CAD/CAM  (computer-aided 
design/computer-aided  manufac- 
ture) companies  continue  to  lead 
the  DP  industry  in  profitability,  more 
than  two  points  ahead  of  the  next 
most  profitable  sector,  WP/OA.  Mini- 
computer companies'  operating 
margins  slipped  close  to  5  points  in 
1982,  making  it  the  least  profitable 


sector  in  the  DP  industry,  after  Data  I 
Communications. 

Although  mainframe  revenues 
continue  to  take  up  a  smaller  part  oil 
the  DP  pie  (a  trend  that  began  four  I 
years  ago)  overall  industry  market 
revenue  patterns  show  the  main- 
frame-oriented DP  shop  still  firmly 
controlling  market  spending.  While 
gradually  losing  ground  to  micros 
and  minicomputers,  combined 
mainframe  hardware,  maintenance 
and  service  revenues  still  dwarf 
spending  on  other  computer  re- 
sources. However,  microcomputers 
are  growing  so  fast  that  they 
threaten  to  significantly  upset  the 
historical  hierarchy  in  the  next 
few  years.  J 


^=  THE  MOST  PRODUCTIVE  THE  LEADING  EDGERS 

TOP  10  IN  REVENUES  PER  DP  EMPLOYEE  TOP  10  IN  R&D  AS  %  OF  REVENUES 

(dollars  in  thousands) 


DP  Revs 

Total  OP 

DP  OpPft 

Profit/Emp 

DP  R&D  as 

DP  R&D 

OP  -5 

per  DP 

Employ  merrt 

per 

1982  Rank 

°o  DP  Revs 

Expend 

Expent 

Employee 

Employee 

1982 

1982 

1981 

1  C.  Itoh 

408.0 

800 

N/A 

N/A 

1  TRW  Corporation 

60.6 

500.0 

N/A 

2  Lear  Siegler 

292.3 

300 

N/A 

N/A 

2  MSA 

21.5 

21.8 

164 

3  Apple  Computer 

222.0 

2990 

40.1 

4 

3  National  Data 

21.4 

22.0 

N/A 

4  Motorola 

194.0 

2500 

12.4 

22 

4  Cray  Research 

20.1 

28.3 

16.3 

5  Convergent  Technologies 

164.1 

588 

31.0 

7 

5  DEC 

14.2 

570.2 

292.0 

6  Systems  Industries 

130.7 

577 

3.9 

51 

6  Intergraph 

12.7 

19.7 

12.0 

7  Tandy 

113.3 

6400 

N/A 

N/A 

7  Honeywell 

12.3 

2066 

192.0 

8  NBI 

109.1 

1096 

18.9 

12 

8  Tektronix 

11.5 

38.8 

32.0 

9  CPT 

108.8 

1458 

17.2 

14 

9  Computervision 

11.1 

36.0 

27.3 

10  Cray  Research 

104.4 

1352 

23.9 

8 

10  Tandem 

10.8 

35.8 

21.2! 
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THINK  ELECTRONIC 
TYPEWRITERS  MAKE  TYPING  EASY? 

WAIT  TILL  YOU 
GET  YOUR  HANDS  ON  THIS. 


m  «kt  ctrmuw,  *■■»*•<»  ***** 


LANIER'S  TYPEMASTER™  IS  A  MASTER  OF  EASY  TYPING. 
You  get  better  work  back  faster  and  with  less  effort  than  electronic 
typewriters.  No  more  white-outs  or  retyping. 

TypeMaster  lets  you  make  corrections,  even  move  whole  paragraphs 
to  get  letter-perfect  pages  the  first  time.  And  your  pages  are  stored  on 
removable  diskettes,  so  memory  is  unlimited. 

A  VISIBLE  DIFFERENCE. 
Watch  this.  TypeMaster  s  full  display  screen  lets 
you  see  your  page,  not  just  a  line  or  two. 

That's  why  our  typing  is  so  easy  compared  to 
typing  on  most  electronic  typewriters. 

TYPEMASTER'S  "HANDS  ON"  TRIAL  OFFER 
Even  the  trial 
is  easy.  You'll  see  how  the 
TypeMaster  not  only  makes  typing 
easier.  But  how  it  also  makes  deciding 
between  a  TypeMaster  and  any  other 
electronic  typewriter  a  lot  easier,  too. 


Simply  send  us  this  coupon  to  set  up  an  immediate  trial  or  call 

(800)  241-1706.  Except  in  Alaska  and  Hawaii.  In  Georgia, 

call  collect  (404)  321-1244.  ©1983  Lanier  Business  Products,  Inc. 


•  Mail  to: 

'.  Lanier  Business  Products,  Inc. 
J  1700  Chantilly  Drive  N.E.,Atlant 

July  18,  '83  Forbes  4  21  B  G3  • 

a,  GA  30324  j 

•  Name 

Title 

I  Phone 

Best  time  to  call  I 

•  Firm  J 

•  Address 

County  < 

*  City                                          State                     Zip  J 

April  19, 1983.  The  end  of  the  computer  age. 


Since  about  1950,  the  computer  age  has  been  an  age 
hardware.  And  through  those  30  some  odd  years,  hardware  ha 
grown  faster,  smaller,  sleeker,  cheaper  but  somehow  no  closer 
the  true  promise  of  computers. 

Then  on  April  19, 1983,  that  age  of  hardware  ended. 
And  the  software  age  began. 

It  began  where  you  would  have  expected  it  to  begin. 
With  the  company  that  for  15  years  has  brought 
about  the  industry's  most  significant  software 
innovations.  It  began  with  the  announcement  of  a 
new  and  revolutionary  set  of  software  solutions 
from  Cullinet. 

With  this  announcement,  three  things 
happened:  A  single  source  for  software  from  the 
corporate  database  to  the  personal  computer 
was  established;  the  clouds  of 


ncertainty  that  once  surrounded  the  implementation 
f  a  workable  corporate  computer  strategy  dissipated,  and 
leadership  in  the  software  industry  became 
i  idisputably  Cullinet's. 

Where  once  there  was  doubt  about  which  of  a 
i  undred  different  and  fragmented  approaches  to  take  on 
i  Dftware,  there  is  now  one  compatible,  wholly  integrated 
;  ad  inarguable  choice:  Cullinet. 

From  the  mainframe  to  the  desktop,  software  has, 
it  last,  come  together.  And  because  of  this,  the  promise  that 
omputers  would  be  answerable  to  the  broad  spectrum  of 
orporate  needs  can  now  be  fully  realized. 

On  April  19, 1983,  the  computer  age  came  upon  a  new 
bcus  and  a  new  direction.  The  answer  isn't  just  another  piece 
Df  hardware.  It's  software. 

And  software  is  Cullinet. 


Cullinet 


\  ©1983  Cullinet  Software. 400  Blue  Hill  Drive,  Westwood,  MA  02090. 

\ 


Industry  Sector  Reports 

In  this  analysis,  the  DP  industry  was 
grouped  into  10  market  sectors 
based  upon  major  product  catego- 
ries. Although  companies  com- 
monly participate  in  more  than  one 
sector,  they  were  classified  by  the 
sector  from  which  they  derived  the 
largest  portion  of  their  1982 
revenues. 

Mainframes 

For  the  first  time  since  the  mini- 
computer was  born,  mainframe 
companies'  revenue  growth 
exceeded  minicomputer  vendors. 
IBM  led  the  eight  mainframe  com- 
panies with  almost  three  quarters  of 
total  1982  mainframe  product 
revenues,  which  naturally  biased  the 
results.  While  the  group  as  a  whole 
enjoyed  a  21%  growth,  it  was  primar- 
ily due  to  IBM's  success.  The 


Minicomputers 

Minicomputer  companies,  the 
growth  champions  of  the  1970's, 
took  a  beating  in  1982.  Pressured  by 
product  substitution  due  mostly  to 
increased  capabilities  of  micros  and 
price  reductions  for  mainframe 
computers,  minicomputer  growth 
rates  averaged  less  than  15%,  down 
from  the  24%  of  1981. 

For  most  of  the  19  companies 
classified  as  minicomputer  vendors 
1982  was  a  year  for  redefinition  and 
redirection.  Heavy  R&D  investments 
have  been  made  by  this  group  and 
1983-1984  should  see  them  taking 
the  offensive  against  both  ends  of 
the  market  with  ultra-super-minis 
and  32-bit  workstations,  along  with 
a  strong  diversification  drive 
into  micros. 

Minicomputer  companies  were 
led  in  revenues  by  Digital  Equip- 
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Microcomputers 

Microcomputer  vendors  are  still  ve 
much  in  the  DP  fast  lane.  With  ste 
lar  growth  rates  of  over  90%  in  19£ 
they  are  both  pioneering  huge 
untapped  markets  and  challenging 
the  remote  computing  options  of 
minis  and  mainframes  with  more 
localized  personal  processing. 
Assuming  lower  annual  revenue 
growth  rates  in  the  neighborhood 
50-60%  for  micros  and  an  optimisl 
20%  for  minicomputers,  microcorr 
puter  revenues  will  exceed  those  o 
minicomputers  by  1988. 

However,  the  micro  vendors 
which  have  made  the  Top  100  hav 
focused  on  the  lower  ends  of  the 
market  to  achieve  their  impressive 
growth  rates.  Apple  remains  the 
volume  leader  among  the  five  corr 
panies  classified  as  microcompute 
vendors,  while  the  fastest  movers 


All  Others  6% 
Control  Data  4% 

Sperry4°/C 
NCR  5% 


Burroughs  7% 


IBM  74% 


All  Others  14% 


Datapoint  2% 
MAI  2% 
Tandem  3% 

Prime  3% 

Honeywell  3% 

Tl  3% 

NCR  3% 

Data  General  5°/c 


IBM  20% 


DEC 


Mainframe  Revenues 


Wang  5% 
Burroughs  6% 


H-P  11% 


Minicomputer  Revenues 


unweighted  (i.e.  non-IBM)  growth  of 
almost  15%  is  about  the  same  as  in 
previous  years.  Cray  led  the  group  in 
revenue  growth  rate  at  40%  (ironi- 
cally, a  historic  low  for  Cray),  with 
Burroughs  second  at  30%,  attributa- 
ble largely  to  its  acquisition  of 
Memorex. 


ment  Corporation  (DEC),  the 
second  largest  computer  company 
in  the  industry  for  the  second  year  in 
a  row.  All  minicomputer  vendors 
showed  signs  of  breaking  away  from 
their  traditional  markets  by  moving 
into  CAD/CAM,  WP/OA,  and  per- 
sonal computing. 


are  Warner  Communications  and 
Commodore  both  with  growth  rate 
of  over  100%.  Many  smaller  micro- 
computer companies  not  in  the  top 
100  are  growing  even  faster. 
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THE  PERSONAL 
COMPUTER  AD 
OUR  COMPETITION 
DOESN'T  WANT 
YOU  TO  READ. 


It's  an  ad  for  NEC's  APC" 
Advanced  Personal  Computer. 
A  solutions-oriented  system  that 
isolves  business  problems  in  the 
^simplest,  most  cost-effective  way. 
jThe  APC  supports  both  CP/M-86'" 
tand  MS-DOS'."  It  can  store  more 
Linformation  than  any  system  in  its 
[price  range.  In  short,  it's  got  the 
:best  price/performance  of  any 
(personal  computer.  That's  why  our 
[competition  would  pr 
.never  see  our  systr 
We  asked  som 
men  who  s 
i        us  why  t' 
su  reason' 
4k>.  The\ 
jwonly  p 
I  Market  r 
36-bit  r 
laisk 

disr 

ca* 
A 


jrs. 
iher 

Ve  sys- 
>  good 

■  couldn't 
Bany  that 

■  well  as 

■em  that 
Ks  in  the 


"That  APC  of  yours  is  th~  most 
powerful  computer  of  <  °s 
I  saw.  I  don't  know  hovW. 
for  that  price." 

"Now  that  I've  used  it  Wm 
awhile,  I  see  why  you  name. 
Advanced  Personal  Compute 
And  that  from  bu^:  ^ssmen 
who  have  tested  t'.,  ^etition 
When  you  see  the  ^  vou 
understand  why,  af|f|  e 
others,  all  of  these  bH 
picked  NEC. 

Our  business  software1 
was  optimized  to  take 
advantage  of  the  APC's 
unigue  hardware  features.  That 
makes  system  operation  faster 
and  easier. 

Our  software  includes  a  full  set 
of  general  accounting  packages, 
word  processing,  mailing  list 
management,  business  planning, 
database  management,  and  com- 
munications. And  we're  readying 
many  more. 

We're  the  only  company  to 
back  our  software  with  a  unigue 
•nconditional  guarantee.  It  wi 
>rk  or  you  get  your  money 
jck. 

Our  high-resolution  color 
graphics  run  circles,  arcs  and 
ines  around  everybody  else. 
The  Ar      screen  images— 
ine'  |  characters 

pi  are  unprecedented 

in  their  clarity. 
■Iblors  against  resolution 
Ijpetitive  systems  often  must 


mm 


he  APC 
ilysis, 
W,  -ord 


To  see  the  personal  computer  our 
competition  wishes  had  never  been 
invented,  return  the  coupon  below. 


$2,23! 


SEC 

NEC  Corporation 

Tokyo,  Japan 

APC  is  a  trademark  of  NEC  Corporation 
CP/M-86  is  a  trademark  of  Digital  Research.  Inc 
MS-DOS  is  a  trademark  of  Microsoft.  Inc 


Send  me  more  information  on  the 
Advanced  Personal  Computer 

Name 
Title 


Address 


City,  State.  Zip 


Company 


FB071883 


Telephone 

SEC 

NEC  Information  Systems,  Inc. 

5  Militia  Drive,  Lexington,  MA  02173 


The  Benchmark  in  World  Class  Computers 
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IBM's  Percentage  of 
Product  Markets 


THE  1983  INFORMATION 
INDUSTRY  SWEEPSTAKES 


100 


I 

p  N 


BM's  Percentage  of 
Industry  Markets 


74  2  19  8  22.0  25.3  16.6   1  3  47.5  46  9  63.6  33  2  15  9 


55.0    59.6     28  6     52  9    64  7     56.5     47  8  11.1 


Bar  graphs  created  on  TREND-SPOTTER,  Cjllinet  Software  s  graphic  decision  support  system. 


IBM  as  the  Industry  Environment 

IBM  is  the  big  band  to  which  the  DP 
industry  dances.  Its  substantial  pres- 
ence in  all  but  one  of  the  major  DP 
market  sectors  (OEM  hardware) 
attests  to  IBM's  dominating  position. 
Now  that  legal  pressures  are  off,  IBM 
is  moving  to  penetrate  all  sectors  of 
the  DP  industry.  New  products  and 
pricing  policies,  along  with  a  multi- 
tude of  new  products  and  a  new 
organizational  structure  have  com- 
bined in  1982  to  give  IBM  a  40% 
share  of  the  total  DP  market.  This  is 
the  first  time  IBM's  market  share  has 
increased  since  the  early  1970's. 

In  all  market  sectors,  most  vend- 
ors pursue  a  coexistence  strategy 
with  IBM.  The  strategy  stresses  IBM 
compatibility,  at  least  at  the  com- 
munications level,  and  often  at  more 
complex  hardware  and  software  lev- 
els. This  trend  is  exacerbated  by 
IBM's  erstwhile  opponent,  the  G.S. 
Government,  in  that  many  of  its 
established  hardware  and  software 
standards  for  vendors  who  want  to 
sell  to  the  federal  government  are 
actually  IBM  product  specifications 
copyrighted  by  IBM. 

Because  of  the  size  of  IBM's 
installed  base,  and  the  established 
infrastructure  of  procedures,  pro- 
grams and  people  required  to  sup- 
port it,  each  DP  market  segment 


can  be  divided  into  two  parts:  pro- 
ducts that  are  IBM-compatible  and 
those  that  are  not.  Companies  like 
Amdahl  and  National  Semiconduc- 
tor sell  IBM-compatible  mainframes. 
Telex,  Burroughs  (Memorex)  and 
Storage  Technology  (STC)  offer 
IBM-compatible  disk  and  tape  peri- 
pherals, with  STC  developing  yet 
another  IBM-compatible  mainframe. 
And  literally  hundreds  of  companies 
are  providing  terminals  and  personal 
computers  that  are  compatible  with 
the  ubiquitous  IBM  3270  line  of 
terminals  and  the  IBM  Personal 
Computer. 

But  while  the  IBM-compatible 
portion  of  a  market  is  often  large 
and  attractive,  it  can  also  be  hazard- 
ous. IBM  controls  the  architectural 
specifications  for  its  hardware  (and 


to  a  large  extent  the  software  that 
can  run  on  it)  and  sets  standards  fo 
performance,  reliability  and  price.  A| 
vendor  deeply  committed  to  a  cer- 
tain technology  or  market  price 
structure  may  become  extremely 
sensitive  to  changes  introduced  by 
IBM.  IBM  compatibility  is  thus  a  eye 
lical  business:  feast  while  the  marke 
is  stable,  famine  when  IBM  changes 
the  rules. 

Despite  predictions  to  the  con- 
trary, if  1982  is  any  indication  of 
what  the  new  IBM  is  all  about,  we 
can  count  on  "Big  Blue"  to  be  the 
industry  pacesetter  over  the  next 
decade,  tightening  its  grip  on  estab- 
lished markets  and  grasping 
strongly  at  opportunities  in  new 
ones,  such  as  personal  computing 
and  CAD/CAM. 


Gartner  Group  defines  DP  revenues  as  those  revenues  generated  by  the  sale,  lease,  or 
service  of  DP  hardware  or  software  or  the  provision  of  a  DP  senjice.  Revenues  are  counted 
for  the  12  months  ending  Dec.  31,  1932.  Included  are  all  systems  hardware,  such  as  main- 
frames, minis,  micros,  above  the  sub$100  class,  wordprocessing  and  other  office-systems 
hardware,  OEM  and  end-user  peripheral  gear,  data-communications  equipment  such 
as  modems  and  multiplexers,  disk  and  tape  media,  CAD/CAM  systems  software, 
and  maintenance. 

Specifically  excluded  are  services  related  to  common-carrier  communications,  electric 
and  electronic  typewriters,  electronic  cash  registers,  instrumentation,  semiconductors, 
board-level  computers,  printed  circuit  boards,  automatic  test  gear,  PABX-type  switching 
equipment,  forms,  and  paper,  as  well  as  companies  primarily  in  leasing  (to  avoid  double- 
counting  IBM's  revenues),  and  revenues  from  retail  operations  like  Computerland. 
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Get  the  Message  Express".  Not  the  runaround. 


c  1983  Lanier  Business  Products,  Inc. 


ith  Lanier's  Message  Express,  you 
on't  be  going  around  in  circles  trying 
I  reach  people  who  are  trying  to 
ach  you.  With  both  missing  the 
her's  calls. 

!)u'll  get  all  your  messages,  the  first 
ne.  Because  the  Message  Express 
cords  each  call  exactly  as  it  was 
lid. Then  it's  stored  until  you're  ready 
retrieve  it  with  your  own  personal 
:cess  code. 

1 5  direct.  Private.  And  completely 


accurate.  There  are  no  lost  messages. 
No  missed  messages.  No  confusion 
over  what  was  actually  said.  And  no 
telephone  tag. 

The  Message  Express  was  designed 
to  link  key  executives  in  an  office 
together.  So  you  can  keep  in  close 
contact  with  your  co-workers  at  all 
times. 

Don't  let  paper  messages  give  you 
the  runaround.  Get  the  Message 
Express.  And  get  through. 


I'd  like  more  information  on  the  Message  Express. 


Name. 
Title— 


Company. 


.Phone. 


Business  Address. 


City- 


County. 


.  State. 


_Zip_ 


Mail  to  Lanier  Business  Products,  Inc. 

1700  Chantilly  Drive,  N  E  ,  Atlanta,  GA  30324 

Or  call  Lanier  toll-free  at  (800)  241  -1706  In  Georgia. 

(404)  321-1244,  collect 
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THE  1983  INFORMATION 
INDUSTRY  SWEEPSTAKE* 


All  Others  7% 
DEC  7% 


Apple  22% 


Warner  1% 


H-P 11% 


Commodore  12% 


All  Others  6% 
Raytheon  4% 

NBI  4% 


IBM  25% 


CPT  5% 


H-P  5% 


Lanier  6% 


IBM  20% 


DEC  6% 


Tandy  15% 


Wang  23°/ 


Xerox  7°/< 
Philips  7% 


Microcomputer  Revenues 


Word  Processing  Revenues 


Word  Processing/Office  Automation 

Several  years  ago  stand-alone  word 
processing  was  an  identifiable,  dis- 
crete product  category.  Today,  the 
processing  of  words  and  numbers 
has  become  almost  totally  inte- 
grated. This  is  the  last  year  for  this 
category  as  the  distinction  between 
word  and  data  processing  continues 
to  disappear. 

Companies  classified  as  WP/OA 
vendors  remain  growth  leaders.  The 
five  WP/OA  companies,  led  by 
Wang,  enjoyed  growth  in  1982  of 
almost  33%,  substantially  down  from 
1981  's  64%.  NBI  was  first  with  56%, 
while  Philips  Information  Systems 
(Micom)  was  second  with  45%. 
Wang  continues  to  hold  a  com- 
manding lead  in  the  word  process- 


ing arena,  but  is  shifting  its  product 
revenue  patterns  into 
minicomputers. 

Software  and  Services 

Twenty-seven  companies  are  classi- 
fied in  the  Software  and  Services 
category  which  enjoyed  reasonably 
good  growth  in  1982.  MSA  and 
National  Data  led  the  group  with 
revenue  growths  of  43%.  Many 
major  corporations  sell  excess 
computing  power  in  the  computer 
services  marketplace  as  a  means  to 
defray  their  internal  computing 
costs.  Accordingly,  major  vendors  of 
computer  services  such  as  McDon- 
nell Douglas,  Boeing,  Martin 
Marietta,  Sun,  McGraw-Hill,  General 
Electric  and  others,  received  only  a 


small  portion  of  their  total  revenues 
from  DP. 

MSA  was  the  only  company  in 
the  Top  100  that  had  most  of  its 
revenues  coming  from  software 
products.  However,  as  overall  soft- 
ware sales  continue  to  accelerate, 
we  can  expect  to  see  several  soft- 
ware firms  emerge  as  leaders  over 
the  next  few  years.  Companies  spe- 
cializing in  microcomputer  software, 
such  as  Visicorp,  Microsoft  and  Dig- 
ital Research  are  three  good  candi- 
dates. And  if  Cullinet  Software,  just 
missing  the  Top  100  this  year,  con- 
tinues its  strong  growth  (over  50%  ir 
1982),  it,  too,  should  crack  the 
standings  in  1983. 


The  GARTNER  100  highlights  a 
small  portion  of  the  data  and  analy- 
sis contained  in  the  1983  Gartner 
Group  Top  100  Almanac,  the  most 
extensively  researched  and  com- 
prehensive resource  guide  to  the 
leading  suppliers  and  markets  in 
the  Information  Industry.  The 
Gartner  Group  Top  100  Almanac 


provides  market  analysts,  strategic 
planners,  equipment  evaluators  and 
investors  the  information  they  need 
for  sound  planning  and  action.  For 
further  details,  circle  the  approp- 
riate listing  on  the  reader  service 
card,  or  call  Melissa  Marr  at 
203-964-0096. 


The  Gartner  100  was  produced  by 
Gartner  Group  Infobank.  Mike 
Macfarlane,  Vice  President;  William 
Cappelli,  Research  Analyst;  Mal- 
colm Austin,  Software  Designer. 
Gartner  Group  Special  Advertising  | 
Supplements  for  Forbes  Magazine 
are  produced  under  the  direction 
of  Kenneth  A.  Smalheiser. 


The  information  contained  herein  sh 


:onstrued  as  representation  of  GARTNER  GROUP. 
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Before  Dictaphone^  word  processing  required 
a  Masters  Degree  in  gobbledygook. 


AD 


After  Dictaphonet  learning  word  processing  was 
a  snap.  Either  I'm  remarkable  or  this  machine  is. 


iu  think  bringing  in  a  word  processor  means  bringing 
n  a  staff  of  pedigreed  specialists,  you  should  be  thinking 
iDictaphone.  Our  exclusive  Straight  Talk  programming 
makes  the  Dictaphone  System  6000  easy  to  work.  And 
Dictaphone  Personal  Touch  Training  means  real  live 
people  will  teach  your  people  to  work  it.  In  no  time,  they'll 
be  turning  out  mountains  of  letter-perfect  work  and  have 
you  wondering  why  you  waited  so  long. 


=§p  Dictaphone 

A  Pitney  Bowes  Company 


Please  tell  me  more  about  word  processing  without 
gobbledygook. 

Call  toll-free.  1-800-431-1052  (Except  Hawaii  and  Alaska) 
In  New  York  call  1-914-967-6067 


Name  

Company. 
Address  _ 
City_ 


_Title 


Phone. 


_State_ 


-Zip 


Or  write:  Dictaphone  Corp. 

120  Old  Post  Road,  Rye,  New  York  10580 

Dictaphone,  Straight  Talk  and  Personal  Touch  are  trademarks  of  Dictaphone 
Corp  ,  Rye.  N  Y  Product  contains  software,  portions  of  which  were  developed 
under  license  from  Symantec  'Dictaphone  Corp  is  a  Pitney  Bowes  Co.*  1983. 

WF-718 


15  pointed  questions  to  ask  MSA 
or  any  software  supplier 

mmm  mm  mm  mm  mm  mm  mm  mm  mm*  mm  mm  mm  mm  mm  mm  mm  mm  mm  mm  mm  mm  mm  mm  mm  mm  »^  mm^ 

Save  this  box.  It  can  help  you  make  an  intelligent  software  decision* 


ICan  you  offer  us  a  complete 
♦  range  of  software  systems 
designed  to  work  together? 

Or  will  we  have  to  piece  together  a  patch- 
work of  systems? 

2 Are  your  systems  just  record 
♦  keepers,  or  can  they  really 
help  us  make  decisions? 

Can  we  pull  together  information  from  any 
of  our  integrated  systems?  In  exactly  the 
form  we  want  it? 

3 Can  you  provide  business 
♦  software  for  both  mainframe 
and  microcomputers? 

Do  you  develop  this  software  yourself  or  do 
you  simply  market  it  for  another  company? 

4 Are  your  systems  truly  online 
♦  so  all  of  our  information  is 
current? 

How  many  of  your  systems  are  online?  How 
secure  are  they? 

5 Will  my  company  have  to 
♦  be  the  one  that  discovers  the 
bugs  in  your  brand  new  system? 

Just  how  long  have  your  systems  actually 
been  used,  and  how  have  they  been  tested? 


6 Will  you  update  your  systems 
♦  as  technology  advances  and 
regulations  change? 

What  are  some  of  your  most  recent  updates? 
Will  you  keep  us  current  on  regulatory 
changes? 

7 Do  your  systems  really  do 
♦  everything  you  say  they  will? 

Or  will  we  have  to  change  them  or  add  to 
them  to  get  the  features  we  want? 

8 How  long  have  you  been  in 
♦  business? 

What  are  your  revenues?  What  is  your 
growth  record?  Where  will  your  company 
be  five  years  from  now? 

9 How  many  systems  has  your 
♦  company  installed? 

How  many  of  these  were  installed  in  the  past 
six  months?  How  many  of  your  earlier 
customers  are  still  using  — and  liking — your 

systems? 


10 


Do  your  financial  systems 
♦  handle  unlimited  foreign 
currencies? 

Do  your  financial  systems  use  a  common  set 
of  currency  exchange  rates? 


UCan  you  link  my  personal 
♦  computer  directly  to  our 
central  computer — so  I  can  get  my 
own  information? 

Is  that  software  available  right  now? 

■i  ^    How  will  you  make  sure 

our  own  people  thoroughly 
understand  your  system? 

Do  you  have  educational  centers  near  us,  or 
will  we  have  to  travel  all  the  way  across  the 
country  to  find  one?  Will  you  be  there  to 
help  during  installation  and  after? 

-|  ^>    How  many  of  your  people 
JL  J  •  specialize  in  software  for 
my  industry? 

How  many  accountants  work  for  you? 
Human  resource  specialists?  Manufacturing 
experts? 

-|  A    Do  your  systems  have 
±-t*  built-in  features  that  make 
them  easier  to  use? 

What  happens  if  someone  needs  help  figur- 
ing out  a  feature?  Do  you  have  online 
documentation  that's  easy  to  understand? 

"i        As  my  business  changes 

♦  will  your  system  be  flexible 
enough  to  change  with  it? 

Or  will  we  have  to  pay  a  lot  to  revamp  it? 
Or  even  regenerate  it? 


These  questions  will  help  you  when 
you  sit  down  with  individual  soft- 
ware companies. 

They're  tough  questions.  Relevant 
ones.  And  any  supplier  who  is  worth 
his  salt  should  be  able  to  answer 
them  without  backpedaling. 

Ask  MSA 

We'll  answer  all  these  questions  to  your 
satisfaction — plus  any  others  you  have. 

In  fact,  we're  probably  the  best 
equipped  to  answer  them.  Because 
MSA  is  the  software  company.  We  offer 
the  most  complete  line  of  totally  inte- 
grated systems  in  the  software  industry, 
including  financial,  human  resource 
and  manufacturing. 

So  you  avoid  the  headache  of  trying 
to  tie  together  individual  systems.  (And 
the  even  bigger  headache  of  adding 
to  them.) 

We've  planned  our  growth,  and  the 
growth  of  our  products.  Instead  of 


acquiring  systems  piecemeal,  then  try- 
ing to  integrate  them,  MSA  develops 
each  system  to  work  with  the  others. 

With  MSA's  integrated  systems, 
there's  no  unnecessary  duplication  of 
data  or  effort.  Reporting  is  faster.  All 
your  information  is  more  timely  and 
accurate — and  in  the  form  you  choose. 

In  short,  we  do  everything  we  can 
to  help  you  make  informed  business 
decisions. 

Our  technical  edge  comes 
from  experience 

*  Staying  ahead  is  easier  for  a  company 
that's  steeped  in  software  technology. 
MSA  has  spent  years  developing,  refin- 
ing, testing  and  enhancing  our  systems. 

This  year  alone,  we'll  invest  $25 
million  to  make  sure  all  our  systems 
are  technologically  razor  sharp.  That 
gives  us  a  decided  advantage  over 
flash-in-the-pan  technology  that  may 
not  have  the  bug-free  logic  of  a  more 


experienced  system. 

It  also  gives  you  a  decided  advantage 
over  "custom"  systems  you  have  to  up- 
date yourself. 

MSA  relieves  you  of  that  time- 
consuming  burden.  We  update  and 
enhance  your  software  for  a  full  year. 
Then  we  continue  this  service  for  a 
surprisingly  low  annual  fee. 

Maintenance  includes  keeping  your 
system  up-to-date  technologically. 
Enhancing  it  with  new  features  that 
make  it  work  even  harder  for  you. 
And  making  sure  it  reflects  changes  in 
accounting  procedures  and  govern- 
ment regulations,  including  401(k), 
TEFRA,  andFAS52. 

If  we  can  do  all  this,  you  can  be  sure 
MSA's  software  is  flexible  enough  to 
accommodate  changes  in  your  busi- 
ness. You  won't  have  to  unexpectedly 
invest  in  customizing  or  completely 
regenerating  your  systems  when  you 
expand  or  reorganize. 


ALLTAX,  ALLTAX  Reporter.  EASY-SCREEN,  Executive  Peachpak,  Peachtree  Software,  and  Extended  Closed  Loop  are  trademarks  of  Management  Science  America,  Inc 


35,000  days 
of  software  training 

We  make  sure  your  people  have  a  firm 
grasp  of  our  systems.  Last  year  alone, 
MSA  conducted  more  than  35,000  stu- 
dent days  of  customer  training  for  over 
1,800  companies.  At  education  centers 
all  over  the  world,  as  well  as  at  our 
headquarters. 

From  training  sessions  to  cassettes 
to  complete,  easy-to-understand 
documentation,  MSA  provides  the 
most  extensive  Customer  Education 
Programs  in  the  industry. 

We  even  do  a  follow-up  audit  after 
installation  to  make  sure  you're  getting 
the  most  from  our  system. 

MSA  not  only  enhances  software, 
we  enhance  the  people  who  use  it. 
Regular  user  meetings  give  our  cus- 
tomers a  forum  to  express  their  likes, 
dislikes  and  suggestions.  These  often 
lead  to  new  product  developments. 

Our  systems 
are  always  ready 
to  HELP 

MSA  systems  are  just  as  friendly  as 
our  people.  Our  online  HELP  feature 
actually  guides  users  through  our 
systems.  And  EASY-SCREEN™  lets 
them  design  their  own  screens  without 
creating  data  processing  nightmares. 

If  there's  ever  a  question  or  problem 
with  our  systems,  MSA  customers  are 
always  close  to  service.  Our  Account 
Managers  are  knowledgeable,  respon- 
sive, and  backed  by  a  complete  team 
of  industry  specialists. 

This  team  is  responsible  for  solving 
the  specific 
^/!^mmSi\  software 
jnT\  \    needs  of 

your 


industry.  So  youll  never  get  a  blank 
look  or  an  answer  that  doesn't  relate  to 
your  business. 

The  heart  of 
our  integrated  systems 

It's  MSA's  General  Ledger  System. 
Combined  with  Accounts  Payable/ 
Purchase  Order  Control  and  our  other 
systems,  it  gives  you  complete  control 
over  your  financial  information. 

Over  800  accountants,  financial 
experts  and  programming  specialists 
work  together  to  make  MSA's  financial 
systems  the  most  advanced  and  most 
highly  integrated  in  the  industry. 

MSA 
has  the  answers 

Whatever  your  size — whatever  your 
business — MSA  has  a  total  software 
solution. 

Weil  provide  the  highest  quality 
integrated  online  software,  including 
the  systems  listed  at  the  right. 

We'll  tie  your  business  and  manufac- 
turing software  systems  together, 
using  our  exclusive  Extended  Closed 
Loop™  manufacturing  system. 

Well  provide  business  software  for 
your  microcomputers,  through  our 
Peachtree  Software  Company. 

Weil  even  link  you  up  with  your 
company's  main  computer — with 
MSA's  Executive  Peachpak™  applica- 
tion software.  A  revolutionary  concept 
that  lets  you  get  the  mainframe  infor- 
mation you  need  through  your  per- 
sonal computer. 

Talk  to  us 

We  want  to  make  you  smarter  about 
software.  We  want  to  make  your  com- 
pany smarter  with  software. 

If  we've  whetted  your  appetite  with 
our  15  questions,  clip  the  coupon. 

We'll  send  you  a  concise 
fj  booklet  that  will  help 
you  even  more  in  your 
deliberations. 

We'd  also  like  to  send 
you  more  information 


MSA  ready-to-install 
applications  software 


1.  General  Ledger 


2.  Accounts  Payable/Purchase 
Order  Control 


3.  Budgetary  Control/Encumbrance 


4.  Fixed  Assets  Accounting 


5.  Capital  Expenditure  Tracking 


6.  Forecasting& Modeling 


7.  Accounts  Receivable 


8.  Foreign  Exchange 


9.  Inventory  &  Purchasing 


10.  Payroll 


1 1 .  Personnel  Management  &  Reporting 


12.  ALLTAX™  Taxing  System 


13.  ALLTAX  Reporter 


14.  ManufacturingControl  System 
(MRP  II) 


15.  Executive  Peachpak1 


16.  Peachtree  Software™  business 
systems  for  microcomputers 


17.  Peachtree  Software  office 
productivity  systems  for  microcomputers 


on  how  MSA  can  help  you  strategical- 
ly plan  for  software.  And  on  individual 
systems. 

Just  fill  in  the  information  below, 
or  contact  Robert  Carpenter  at 
(404)  239-2000. 


Management  Science  America,  Inc. 
3445  Peachtree  Road,  N.E. 
Atlanta,  Georgia  30326 

□  Please  send  me  a  free  detailed  brochure. 

□  Please  send  more  information  on  the  follow- 
ing systems.  (Write  numbers  from  product  list) 


Mainframe  Type/Model . 

Name  

Title  


Company. 


Address . 


City_ 
State. 


.Zip. 


; Phone L 


The  Software  Company 


The  Up  &  Comers 


Kevork  Hovnanian  had  to  flee  Iraq.  Hes 
been  running  hard  ever  since  as  a  shrewd 
and  successful  home  builder. 


Small  is 
profitable 


Kevork  Hovnanian,  Hovnanian's  president,  at  one  of  his  southern  Florida  projects 
"Our  business  isn't  to  make  money  on  money." 


By  Howard  Rudnitsky 

WHILE  MANY  HOME  BUILDERS 
were  retrenching  in  1982's 
devastated  housing  market, 
Kevork  S.  Hovnanian  was  as  busy  as 
ever.  Hovnanian  Enterprises,  owned 
by  Hovnanian  and  his  son,  Ara,  put  up 
1,250  single-family  attached  condo- 
miniums and  town  houses,  primarily 
in  New  Jersey,  Florida  and  Georgia,  to 
generate  revenues  of  some  $70  mil- 
lion. Hovnanian  couldn't  stop  run- 
ning. His  diligence  has  made  him  one 
of  the  country's  top  80  home  builders. 

Making  it  big  is  tough  in  any  busi- 
ness, but  it  was  tougher  than  most  for 
Hovnanian.  An  Armenian,  he  was 
born  and  raised  in  Iraq  and  became  a 
successful  road  builder.  In  1959,  dur- 
ing an  Iraqi  revolution,  his  company 
was  nationalized,  and  he  and  his  fam- 
ily barely  escaped  the  country  with 
their  lives.  Hovnanian  settled  in  New 
Jersey  with  his  brothers.  With  a 
$20,000  loan  guaranteed  by  the  in- 
laws of  one  of  his  brothers,  the  Hov- 
nanians  soon  plunged  into  Home- 
building, putting  up  a  few  houses  on 
spec  in  Toms  River,  N.J.  They  sold  at 
a  profit,  and  Hovnanian's  enterprise 
has  been  growing  ever  since. 

From  the  beginning  Hovnanian 
made  small,  less  costly  houses  his 
specialty.  His  first  homes  contained 
about  950  square  feet  of  floor  space 
priced  at  $18,000  to  $19,000,  for  a 
profit  of  about  $2,000  on  each.  Similar 
new  houses  around  Toms  River  were 
selling  for  $20,000  or  more,  so  Hov- 
nanian's sold  quickly.  "We  had  less 
overhead,"  he  says  of  his  price  edge, 
"and  more  finesse  in  selling." 

Last  year  he  spent  about  $4.5  mil- 
lion on  advertising  and  marketing,  a 
figure  that  includes — talk  about  fi- 
nesse— the  cost  of  building  a  model 
home  within  the  Empire  State  Build- 
ing to  promote  a  Hovnanian  develop- 
ment in  Florida.  The  stunt  worked. 
Last  winter  hundreds  of  chilled 
Northerners  signed  contracts  to  buy 
his  two-bedroom,  attached  condo- 
miniums in  the  Palm  Beach  and 
Tampa  areas  ranging  in  price  from 
$38,000  to  $57,000.  "Get  the  sales 
first,"  Hovnanian  says,  "and  with  the 
sales  you'll  get  volume  and  a  profit." 
By  such  means  Hovnanian  spends  as 
much  as  $3,000  to  $4,000  a  home  on 
marketing  and  advertising. 

Another  promotional  stunt  in- 
volves a  Hovnanian  Family  Plan  certi- 
ficate, which  each  home  buyer  re- 
ceives. The  certificate,  transferable  to 
anyone  in  the  buyer's  immediate  fam- 
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ily;  is  worth  $1,000  on  the  purchase  of 
another  Hovnanian-built  home  with- 
in 24  months.  "It's  a  very  useful  mar- 
keting tool  and  only  costs  us  half  as 
much  as  other  forms  of  marketing  per 
home,"  Hovnanian  says.  Presumably 
this  gets  families  to  continue  buying 
Hovnanian  homes. 

Hovnanian-built  homes  remain 
considerably  more  compact  and  have 
less  land  than  the  average  1,600-  to 
1,700-square-foot  homes  made  by 
other  builders.  His  prices  last  year  ran 
from  $38,000  to  $70,000,  way  below 
the  average  for  new  homes  in  the  U.S. 
It  was  that  price  advantage,  clearly, 
that  enabled  Hovnanian  to  prosper 
during  the  housing  recession. 

He  also  managed,  in  May  1982,  to 
line  up  hard-to-get  financing  from  a 
surprising  source.  The  New  York  in- 
vestment banking  firm  of  Drexel 
Burnham  Lambert  was  impressed 
enough  with  Hovnanian  to  under- 
write a  public  debt  issue  though  his 
company  is  privately  owned.  The  fi- 
nancing raised  $23  million  through 
the  sale  of  12-year,  16Vh%  debentures. 
If  the  interest  cost  seems  high,  consid- 
er that  borrowers  at  the  time  were 
paying  close  to  20%  in  total  charges 
for  short-term  construction  loans. 
Moreover,  Hovnanian  need  pay  inter- 
est on  the  debentures  only  for  the  first 
seven  years  of  their  term,  then  princi- 
pal as  well.  The  debentures  also  en- 
abled him  recently  to  borrow  $45  mil- 
lion of  a  two-year  revolving  loan  (par- 
tially replacing  a  smaller  loan)  at 
today's  more  favorable  rates. 

But  his  nimbleness  in  the  capital 
markets  isn't  likely  to  distract  him. 
"Our  business  isn't  to  make  money 
on  the  money,"  Hovnanian  says. 
"Our  business  is  to  make  money  in 
the  building  business."  To  do  it,  Hov- 
nanian drives  his  employees  as  hard 
as  he  drives  himself.  To  build  quality 
houses  for  less  requires  speed  and  effi- 
ciency, and  nobody  is  idle  in  the  Hov- 
nanian firm.  "I  don't  let  things  just 
happen,"  says  Hovnanian.  "I  make 
them  happen.  Time  is  money."  He 
pays  subcontractors  promptly,  but  if 
they  don't  deliver  on  schedule,  they 
don't  get  his  business. 

Only  once,  in  the  mid-1970s,  did 
Hovnanian  run  into  serious  trouble. 
"In  1973,"  Hovnanian  recalls,  "I  was 
doing  so  great,  and  the  fact  is  I  wanted 
to  be  the  biggest  builder  in  the  U.S.  I 
wanted  to  be  on  top."  He  had  expand- 
ed to  Florida  in  1970  and  Texas  in 
1973.  In  1973  he  started  building  in 
Georgia  and  in  1976  in  Pennsylvania. 
By  then,  however,  a  recession  caught 
up  with  the  overextended  builder,  and 
Hovnanian  deemed  it  prudent  to  con- 
fess to  his  bankers  that  he — and 


they — were  in  trouble.  The  loans  he 
owed  were  stretched  out,  and  by  the 
end  of  1980  he  had  made  good  all  his 
debt.  During  the  same  period,  howev- 
er, some  other  builders  went  under. 
The  experience  taught  Hovnanian  to 
expand  more  cautiously  and  to  avoid 
overreliance  on  short-term  debt. 

Hovnanian  and  his  brothers  parted 
ways  in  1969,  after  nine  years  togeth- 
er. "We  had  our  differences, "  Hovnan- 
ian says.  "We  decided  to  stay  broth- 
ers, but  not  partners.  So  we  formed 
our  own  building  companies,  and  we 
are  all  happy  we  did  that."  Hovnan- 
ian's  26-year-old  son,  Ara,  a  Wharton 
business  school  graduate,  works  as 
his  executive  vice  president. 

Hovnanian  figures  he  can  manage  a 
20%-to-25%  growth  rate  for  the  next 
five  years.  By  then  he  probably  will 
have  taken  his  business  public;  he 


By  Stanley  W.  Angrist 

Iook,"  Marion  O.  (Duke)  Greene 
_  Jr.  told  the  federal  bureaucrat 
I  who  had  rejected  his  sales 
pitches  seven  times  before,  "I  don't 
want  to  marry  your  sister  or  eat  din- 
ner at  your  house.  I  just  want  you  to 
give  my  company  some  work,  prefer- 
ably in  computer  programming.  But  if 
nothing  else  is  available,  we  will  wash 
windows." 

That  time  Duke  Greene's  pitch  fi- 
nally worked.  He  got  a  keypunching 
contract  and  12  years  later  is  still  get- 
ting work  from  government  and  pri- 
vate business.  His  International  Busi- 
ness Services,  Inc.  in  Washington, 
D.C.  is  one  of  the  few  computer  sys- 
tem design  and  programming  enter- 
prises that  is  owned  by  a  black.  Yet  to 
succeed  in  the  field,  Greene,  44,  has 
had  to  hustle  just  as  hard  as  he  did  as 
an  impoverished  student  at  More- 


already  issues  an  audited  annual  re- 
port. For  fiscal  1983  earnings  dropped 
to  $3.8  million,  from  $6  million  in 
1982,  but  any  earnings  last  year  con- 
stituted a  coup  in  home-building. 
Earnings  in  the  fiscal  year  ending  Feb. 
28,  1984  should  be  up  nicely. 

Builder  Hovnanian  claims  he 
doesn't  need  the  public's  equity  mon- 
ey now,  and  when  he  does  go  public 
he  will  pick  his  time  carefully. 

Hovnanian  has  traveled  a  long  road 
from  Iraq,  where,  with  a  partner,  he 
built  and  then  lost  to  the  socialist 
revolution  a  business  with  half  a  bil- 
lion dollars  in  contracts.  Today,  as  the 
only  member  of  his  family  without  a 
college  degree,  he  draws  a  salary  of 
$200,000  a  year  and  has  a  net  worth 
many  times  that.  Why  does  he  keep 
running?  "I  love  my  business,"  he 
says.  ■ 


house  College  in  Atlanta.  There,  with 
no  haircutting  experience,  he  opened 
a  makeshift  "barber  shop"  and  pro- 
moted business  by  giving  football 
players  free  haircuts.  He  also  learned  a 
bit  about  pricing:  for  cash  customers, 
75  cents  a  cut;  for  credit  customers, 
$1.50. 

Greene's  IBS  remains  small  pota- 
toes in  system  design.  Last  year  sales 
exceeded  $12  million,  producing  pre- 
tax earnings  of  more  than  $550,000. 
This  year  revenues  should  exceed  $15 
million.  "We  would  be  doing  $100 
million  in  sales  if  I  were  white,"  he 
says,  without  rancor.  "In  the  early 
1970s  we  couldn't  get  a  decent  line  of 
credit.  Customers  would  only  hire  us 
to  do  keypunching  rather  than  pro- 
gramming. But  I'm  not  complaining. 
If  I  still  lived  in  Georgia,  I  would  prob- 
ably be  driving  a  truck." 

Greene  had  intended  to  become  a 
dentist,  but  the  entrepreneurial  bug 


Duke  Greene  has  come  a  long  way  since 
the  days  when  he  drove  a  truck  at  night  to 
make  ends  meet.  So  has  his  $12  million 
computer  company. 

"I  dont  want  to 
marry  your  sister" 
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The  Up  &  Comers 

bit  him  early  and  kept  interfering. 
During  summer  vacations  in  college 
he  worked  as  a  waiter  in  an  Atlantic 
City  hotel  but  kept  up  his  haircutting 
sideline,  too.  When  he  wasn't  cutting 
hair  or  waiting  on  tables,  he  drew 
charcoal  sketches  of  boardwalk  stroll- 
ers for  $3  each.  When  he  found  that 
the  hotel's  maids  routinely  discarded 
used  bars  of  soap  from  guest  rooms 
each  day,  he  paid  the  chief  housekeep- 
er $25  to  see  that  the  bars  got  thrown 
into  a  barrel  Greene  had  put  in  the 
basement.  Then  he  took  out  an  ad  in 
the  New  York  Times  offering  for  sale  a 
thousand  barrels  of  used  soap.  To  one 
of  the  few  callers  who  responded,  he 
explained  that  he  had  sold  all  but  one 
of  the  thousand  barrels.  Having  found 
someone  interested  in  buying  used 
soap,  Greene  went  into  business  with 
his  caller.  They  set  about  melting  the 
soap  down,  reperfuming  it  and  recast- 
ing it  into  flowers  and  other  shapes. 

After  graduation  from  Morehouse, 
Greene  enrolled  in  Howard  Universi- 
ty's dental  school  but  quickly  learned 
it  was  impossible  to  practice  the 
Greene  style  of  capitalism  and  learn 
dentistry  at  the  same  time.  So  he 
dropped  out  of  Howard  determined  to 
learn  something  useful  in  business, 
took  a  job  as  a  programmer  for  the  Air 
Force,  quit  after  two  years  and  started 
a  computer  firm  "by  capitalizing  it 
with  $500  and  an  old  Chevrolet."  He 
adds:  "I  confess  that  at  the  time  I 
hadn't  the  vaguest  idea  what  it  meant 
to  capitalize  anything." 


The  financial  expertise  came  fast. 
In  1970,  when  Greene  got  his  first 
small  government  job,  he  ran  right 
smack  into  the  problem  of  cash. 
"Let's  face  it,"  he  says.  "Nobody  was 
going  to  lend  me  any  money,  so  to 
make  sure' some  cash  was  coming  I 
drove  a  truck  at  night."  He  also  devel- 
oped a  commonsense  program  of  cash 
management.  "First  I  paid  the  em- 
ployees, then  the  rent,  next  any  taxes 
due,  and  finally  I  would  make  partial 
payments  on  the  phone  and  Xerox 
bills.  If  there  was  anything  left.  I  took 
it.  I  found  that  both  the  phone  com- 
pany and  Xerox  were  happy  if  you 
made  a  partial  payment  toward  your 
bills.  I  never  failed  to  pay  all  my  bills 
eventually,  and  I  never  bounced  a 
check." 

IBS  today  occupies  two  full  floors  in 
a  fancy  office  building  on  Vermont 
Avenue.  The  design  and  consulting 
work  encompasses  a  wide  range. 
Greene  has  acquired  several  small  de- 
sign firms.  One  has  several  contracts 
to  program  the  training  of  Army  in- 
structors. Another  is  producing  a  legal 
hardware-software  package  now  used 
by  21  law  firms  and  another  package 
for  generating  statistical  and  account- 
ing reports  for  public  housing  authori- 
ties. Forty-seven  authorities  now  use 
that  package. 

IBS'  biggest  job  now  is  helping  the 
Interior  Department  set  up  and  run  a 
$200  million  computer  system  for 
keeping  track  of  royalty  payments 
owed  the  government.  About  75%  of 
the  firm's  business  comes  from  the 
government.  Greene  would  like  to  cut 
that  to  50%.  He's  beginning  to  ap- 


proach defense  contractors  for  work. 
"The  key  to  our  success,"  he  says,  "is 
getting  out  there  every  day  and 
knocking  on  doors  trying  to  find 
places  to  send  proposals." 

Along  the  road  to  success,  Greene 
has  become  an  equal-opportunity  em- 
ployer. At  the  beginning  80%  of  his 
employees  were  black.  Today  only 
35%  are.  "I  asked  myself,  'Am  I  run- 
ning a  social  program  or  am  I  running 
a  business?' "  Greene  says.  "Of 
course,  I  want  to  hire  as  many  blacks 
as  I  can,  but  the  nature  of  our  work 
means  that  the  number  qualified  to 
work  for  the  firm  is  relatively  small. 
And  everybody  wants  to  hire  those 
who  are  qualified." 


A  capital  idea 

It's  always  a  problem:  how  to  raise 
inexpensive  capital  for  a  small 
company  without  losing  control.  The 
local  bank  is  likely  to  charge  interest 
way  above  the  prime  rate,  if  it  will 
lend  at  all.  Venture  capitalists  often 
will  grab  a  controlling  interest  in  ex- 
change for  their  cash.  And  not  every- 
body has  rich  friends  or  kinfolk. 
There's  always  the  federal  govern- 
ment, of  course,  but  it's  often  more  of 
a  hindrance  than  a  help. 

A  Senate  bill  promises  entrepre- 
neurs real  help.  It  would  make  it  pos- 
sible to  borrow  through  the  sale  of 
new  financial  instruments  called 
"small  business  participating  deben- 
tures." It's  not  the  first  proposal  to 
allow  SBPDs,  but  it's  the  first  that 
stands  a  good  chance  of  passing. 

A  debt-equity  hybrid,  an  SBPD 
would  pay  investors  fixed  interest, 
now  9%;  mature  after  a  specific  term; 
and  grant  no  voting  rights.  But  there's 
an  equity  kicker:  The  SBPD  also 
would  guarantee  investors  a  fixed 
share  of  the  borrower's  earnings.  And 
there  are  tax  benefits  for  the  issuer  as 
well  as  the  investor.  Although  the 
interest  would  be  taxable  as  ordinary 
income  to  SBPD  investors,  distribu- 
tions from  earnings  would  be  taxed  as 
long-term  capital  gains.  The  corporate 
borrower,  of  course,  would  deduct  in- 
terest payments.  But  the  borrower 
would  also  deduct  payments  out  of 
earnings.  Ordinary  dividends  paid 
from  earnings  are  not  deductible  to 
the  payer. 

Right  now  the  Joint  Committee  on 
Taxation  and  the  Treasury  are  trying 
to  estimate  how  much  tax  revenue 
would  be  lost  in  SBPDs.  If  the  figure  is 
low  enough,  the  bill  is  expected  to 
pass  handily,  and  small  businessmen 
will  get  another  weapon  to  fend  off 
the  vultures. — Richard  Greene 


From  soap  to  software. 
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How  to  fit  your  company  budget 
and  your  company  people 
into  one  car.  The  Celebrity. 


The  front- wheel-drive  Chevrolet  Celebrity, 
a  mid-size  car  with  the  room,  ride,  trunk 
space,  comfort  and  quiet  that  will  impress 
drivers  of  bigger  rear- wheel-drive  cars. 

Plus  the  kind  of  fuel  economy  that  drove 
you  to  smaller  front- wheel-drive  com- 
pacts* All  for  a  price  that  fits  your 
company's  budget. 

In  fact,  you  won't  find  any  other  front- 
wheel-drive  sedan,  with  a  standard  elec- 
tronically fuel-injected  engine  which  gives 
you  Celebrity's  combination  of  room, 


mileage  and  features,  that's  this  affordable. 

AH  of  which  presents  you  with  a  clear 
choice. 

Do  you  buy  a  fleet  car  that's  too  big,  too 
small,  or  too  expensive?  Or  one  that  fits 
perfectly?  The  Celebrity. 

CHEVROLET  FLEET  SALES 

*39  Est.  Hwy. ,  (23  EPA  Est.  MPG.  Use  estimated 
MPG  for  comparisons.  Your  mileage  may  differ  depending 
on  speed,  distance,  weather.  Actual  highway  mileage  lower. 
Some  Chevrolets  are  equipped  with  engines  produced  by 
other  GM  divisions,  subsidiaries,  or  affiliated  companies 
worldwide.  See  your  dealer  for  details. 


Celebrity.  From  America's  sales  leader. 


Those  words  were  uttered  more 
than  a  century  ago  by  Alexander 
Graham  Bell. 

Carried  from  one  room  to  the  next 
by  a  simple  copper  wire,  they  ushered 
in  a  communications  revolution. 


Today,  printed  in  phosphor  on  a  com- 
puter screen,  they  signify  a  revolution 
of  a  different  sort. 

A  revolution  brought  to  you  by 
American  Bell  Advanced  Information 
Systems. 

We  offer  everything  from  a  basic 
business  phone  system  to  one  that  in- 
cludes keyboards,  printers,  data  screens, 
and  message  centers,  all  linked  by  an 
applications  processor. 

Small  companies  can  start  with  a 
basic  system;  as  they  grow,  the  system 
can  expand  with  them.  Because  every- 


thing is  modular,  obsolescence  becc 
obsolete. 

As  for  larger  companies,  they'll : 
the  most  sophisticated  systems  in  tl 
industry.  Integrating  voice,  data,  offl 
building,  and  network  management 
functions. 

Large  or  small,  our  business  sysi 
are  designed  to  help  your  people  del 
their  jobs  more  efficiently.  So  youro 
pany  can  compete  more  effectively. 

And  win. 

Why  else  can  we  offer  all  this  wli 
no  one  else  can? 


i'iierican  Bell  Advanced  Information 
is  is  the  new,  deregulated  sub- 
of  AT&T. 
W  start  with  the  resources  of 
ii  behind  us.  More  than  a  century 
feience,  building  and  running 
S)st  reliable  communications 
i  1  in  the  world. 

'  I1  have  19,000  employees,  includ- 
|r  00  sales  and  technical  support 
ftl  in  206  offices  nationwide. 
}Je  backed  by  the  largest  service 
Hi  the  world. 

|lj  our  research  and  development 


comes  from  Bell  Labs.  In  fact,  4,000 
people  from  Bell  Labs  now  work  ex- 
clusively for  us.  Our  hardware  and 
software  are  made  by  Western  Electric, 
whose  history  of  product  reliability 
is  unsurpassed. 

And  as  a  deregulated  company,  we 
are  now  free  to  compete  for  your  busi- 
ness. With  consistent  and  competitive 
nationwide  pricing. 

With  new  products  on  faster  time- 
tables, and  a  new  responsiveness  to 
your  needs. 

As  a  new  company,  we  know  just 


how  much  we  need  you,  our  customers. 

And  we're  doing  everything  we  can 
to  make  sure  that  you  need  us. 

To  get  in  touch  with  an  Account 
Executive  trained  in  your  business,  just 
call  1-800-AIS-1212,  Ext.  898. 


American  Bell 

Advanced  Information  Systems 


An  AT&T  Company 


Sandy  Grieve,  Economics  Laboratory's 
new  CEO,  forced  the  company  to  take  all 
its  lumps  at  once.  Now  he's  ready  to  give 
the  competition  theirs. 

Sloughing  off 
the  losers 


By  Paul  B.  Brown 


Within  a  week  of  taking  over 
Economics  Laboratory,  a  spe- 
cialty chemical  maker  with 
sales  of  $670  million  a  year,  Pierson 
M.  (Sandy)  Grieve  shut  down  one  of 
its  operating  groups.  Next  he  reorga- 
nized another,  giving  it  one  more  year 
to  pass  financial  muster.  He  also  dis- 
closed that  foreign  sales  and  earnings 
will  have  to  meet  targets,  or  entire 
countries  will  be  cut  off  from  EL's  line 


of  dishwashing  detergents,  fabric  soft- 
eners, industrial  solvents  and  other 
products.  Strong  stuff  from  a  fellow 
who  has  been  on  the  job  only  since 
January. 

One  would  think  that  EL  must  be  in 
desperate  straits.  It's  not.  The  com- 
pany, in  St.  Paul,  Minn.,  has  averaged 
a  solid  17%  return  on  equity  over  the 
past  five  years,  good  enough  to  place  it 
fourth  on  that  score  (behind  Ameri- 
can Home  Products,  Procter  &  Gam- 
ble and  Clorox)  among  the  six  makers 


of  housekeeping  products  in  the 
Forbes  Annual  Report  on  American 
Industry  (Jan.  3).  And  over  the  past 
five  years,  in  managing  to  increase 
sales  by  14%  a  year,  EL  outperformed 
the  group  on  that  count. 

But  a  closer  look  shows  problems. 
Profit  margins  and  return  on  equity 
shrank,  relative  to  the  previous  five- 
year  period.  Debt  has  risen.  More 
threatening,  the  company's  biggest 
markets,  restaurants  and  institutions, 
have  shown  slower  growth.  Even 
without  the  costs  associated  with 
shutting  down  the  Apollo  division, 
suppliers  to  the  utility  and  mining 
industries,  EL  probably  would  have 
earned  only  $2.25  or  so  a  share  for  the 
year  just  ended.  That  would  have  been 
the  second  time  in  three  years  that 
earnings  per  share  did  not  increase, 
compared  with  the  year  before.  Prior 
to  1981  earnings  per  share  had  stead- 
ily increased  for  20  years  straight. 
With  the  shutdown  of  Apollo  and  the 
possible  discontinuation  of  some  for- 
eign operations,  EL  will  probably 
show  a  loss  of  $1  to  $1.25  a  share  in 
the  fiscal  year  ended  June  30. 

EL  was  founded  60  years  ago  by 
Merrit  J.  Osborn,  a  Michigan  sales- 
man. Its  first  product  was  a  hotel  rug 
cleanser.  Grieve,  55,  is  the  first  CEO 
to  be  neither  an  Osborn  relative  nor 


Economics  Laboratory  CEO  Sandy  Grieve 
"We  are  going  to  play  to  our  strengths. 
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a  longtime  employee.  Until  1981  he 
had  been  president  and  CEO  of  Ques- 
tor,  in  Toledo,  the  automotive  suppli- 
er and  consumer  goods  company  that 
went  private  last  year. 

"A  company  reaches  a  point  where 
it  needs  a  new  style  of  management 
and  a  new  approach,"  Grieve  says. 
The  decision  to  shut  down  the  Apollo 
division  during  Grieve's  first  week  on 
the  job,  causing  a  $43  million  write- 
off, was  "a  very  easy  call,"  he  says. 
"We  had  owned  it  for  three  years. 
Clearly  it  was  the  wrong  acquisition 
for  today.  Demand  for  our  products  in 
coal,  steel  and  utility  plants  has  de- 
clined seriously  and  the  recovery  rate 
was  such  that  we  would  never  get  to  a 
strong  return  on  our  investment.  Giv- 
en that,  the  only  question  was,  what 
was  the  best  way  to  exit.  Our  decision 
for  the  writeoff  was  100%  tax  driven." 
Tax  savings  will  produce  a  $30  mil- 
lion boost  to  EL's  net  cash  flow  over 
the  next  two  years. 

The  situation  at  EL's  Magnus  divi- 
sion, a  supplier  to  the  metalworking 
and  pulp  and  paper  industries,  less 
clearly  demanded  a  shutdown.  "We 
didn't  have  enough  hard  data  to  make 
a  decision,"  Grieve  says.  "We  are  go- 
ing to  restructure  the  division  and  try 
a  few  things.  We  will  know  in  a  year." 

Meanwhile,  Grieve  says,  "We  are 
going  to  play  to  our  strengths,"  mean- 
ing that  EL  will  strive  to  gain  market 
share  in  dishwashing  detergents  and 
other  cleansers  sold  to  restaurants, 
hospitals,  hotels  and  schools.  EL  will 
also  expand  its  consumer  products. 

In  institutional  sales,  about  100 
new  salesmen  will  join  the  1,650-man 
force.  They  will  have  new  products  to 
sell,  such  as  EL's  Solid  Power  deter- 
gent. "The  product  washes  more 
dishes  per  pound,  so  it  produces  a 
win-win  situation  for  us  and  our  cus- 
tomers," Grieve  says.  EL  also  will  in- 
troduce a  line  of  chemicals  for  keep- 
ing fast-food  restaurants  clean. 

The  high-powered  marketing  and 
advertising  expertise  needed  to  suc- 
ceed in  consumer  housekeeping  prod- 
ucts presents  tougher  problems. 
Among  householders  EL  is  probably 
best  known  for  its  Electrasol  dish- 
washer detergent,  which  is  number 
two,  behind  P&G's  Cascade.  It  takes  a 
lot  of  spending  just  to  keep  that  posi- 
tion. That's  one  reason  why  the 
household  division,  which  accounted 
for  24%  of  sales  last  year,  generated 
only  19%  of  profits. 

"There  are  39  separate  items  that 
make  up  the  household  chemicals 
groups — everything  from  laundry  de- 
tergents to  shoe  polish,"  Grieve  says. 
"We  can  market  in  that  group  as  well 
as  anybody,  but  we  lack  the  critical 


mass  of  supermarketers  like  P&G." 
The  solution?  Going  after  the  smaller 
parts  of  that  market.  Grieve  won't  be 
specific,  but  he  explains  the  strategy. 
"There  are  a  lot  of  $70  million  mar- 
kets within  those  39  groups.  If  we 
could  get  five  new  products — one  a 
year — with  sales  of  $30  million  each, 
we  would  double  the  size  of  the  con- 
sumer division  within  five  years. 

Doing  so  is  critical  to  the  three-year 
plan  that  Grieve  has  just  finished.  Re- 
search and  development  spending,  up 
16%  last  year,  will  continue  to  in- 
crease. Marketing  costs  will  rise  a  lot, 
too.  The  results  will  be  apparent  soon. 
The  first  of  EL's  new  consumer  prod- 
ucts will  become  available  this  sum- 
mer. The  second  will  be  test-market- 
ed around  year-end. 


Grieve  says  that  at  the  end  of  three 
years,  EL  should  be  able  to  produce  a 
consistent  20%  return  on  equity  with 
earnings  that  grow  15%  a  year.  Be- 
cause that  will  require  successful  new 
consumer  products,  of  which  the  ma- 
jority ordinarily  fail,  EL  can  easily  not 
meet  those  marks.  But  Grieve  be- 
lieves that  shaking  up  the  company 
has  at  least  laid  the  ground  for  suc- 
cess. "We  didn't  have  to  do  as  much 
as  fast  as  we  did,"  he  says,  "but  we  are 
following  a  sound  business  practice.  If 
you  are  going  to  have  a  broken  year, 
you  might  as  well  get  as  much  dam- 
age in  as  you  prudently  can.  We  are 
not  going  to  spend  a  whole  lot  of  man- 
agement time  trying  to  fix  things  that 
are  not  fixable.  We  want  to  spend  that 
time  building  on  our  strengths."  ■ 


Remember  creative  financing?  What  hap- 
pens when  home  sellers  want  to  bail  out  of 
those  loans  they  made? 


Buyer's  market 


By  Aaron  Bernstein 


Since  1980  some  $100  billion  in 
seller-financed  mortgages  have 
been  issued  by  homeowners 
who  had  to  lend  buyers  a  hand  when 
traditional  funds  went  through  the 
roof.  Many  home  sellers  didn't  really 
want  to  be  in  the  mortgage  banking 
business,  and  have  tried  to  cash  out  of 
the  below-market  loans  they  made. 
But  banks  and  big  S&Ls  won't  buy 
their  paper,  because  it  doesn't  usually 
conform  to  Federal  National  Mort- 
gage Association  standards.  That 
makes  it  less  marketable. 

The  result  is  that  sellers  are  at  the 
mercy  of  a  fragmented,  chaotic  mar- 
ket, where  the  players  are  mostly 
small  loan  and  mortgage  brokers  who 
often  charge  huge  discounts  to  buy 
out  the  home  seller. 

The  recent  fall  in  interest  rates  has 
brought  discounts  down  from  the 
30%  to  40%  range  to  10%  to  25%.  But 


the  prices  offered  still  differ  widely, 
leaving  home  sellers  unclear  as  to  the 
true  value  of  their  loans. 

At  the  other  end  of  the  transaction 
is  sometimes  an  unhappy  neophyte. 
While  the  loan  sold  the  house,  it  can 
also  lose  the  homeowner  the  lump 
sum  he  would  have  had  in  a  normal 


FORBES,  IULY  18,  1983 


73 


Rockwell  International  know-how: 
It  goes  into  avionics  for  the  free  world's  airliners 

It's  in  everything  we  do.  ! 

Virtually  every  airline  company  in  the  free  world  mean  fewer  flight  delays  for  passengers  and  lower 

relies  on  one  or  more  of  our  Collins  avionics  systems  operating  costs  and  fuel  savings  for  the  airlines, 
for  navigation,  communications,  instrumentation  Only  a  company  with  the  know-how  to  combine 

or  flight  control.  high  technology  with  outstanding  engineering  and 

Our  sophisticated  digital  systems,  now  standard  management  skills  can  provide  this  vital  equipment 

on  all  new-generation  Boeing  757  and  767  jetliners,  for  nearly  an  entire  industry.  That  know-how  goes 


1  B 


I  to  our  electronics  business  and  into  everything 
fee  do  at  Rockwell. 

In  aerospace:  where  we're  responsible  for  the 
rsign,  integration  management  and  production  of 
fie  U.S.  Air  Force's  B-1B  Long  Range  Combat  Air- 
|aft.The  B-1B  flight  test  program,  using  a  modified 
r-lA,  began— ahead  of  schedule— earlier  this  year. 

In  the  automotive  industry:  where  our  tech- 
)logy  and  reputation  for  dependable,  quality  design 
r  car  and  truck  components  have  made  us  a  major 
ipplier  of  drivetrains  for  U.S.  Army  trucks. 

In  general  industries:  where  advancements  such 


as  electronic  press  controls  and  total  production 
systems  have  made  our  Goss  presses  a  world  leader 
in  offset  newspaper  printing. 

We're  a  $7.4  billion  company  where  science 
gets  down  to  business  in  four  diverse  areas.  And  that 
diversity  has  helped  us  achieve  seven  consecutive 
years  of  record  earnings  and  impressive  growth. 

If  you  are  interested  in  any  of  the  products 
of  Rockwell  International  or  want  to  learn 
more  about  us,  write:  Rockwell  International, 
Department  815R-26,  600  Grant  Street, 
Pittsburgh,  Pennsylvania  15219. 


Rockwell  International 


.where  science  gets  down  to  business 

Aerospace/Electronics 
Automotive/General  industries 


How  to  slice  a  pie. 


lb  organize  data  in  an 
appetizing  way,  a  manager 
could  certainly  use  the 
IBM  Personal  Computer. 
Because  it  lets  you  create 
crisp,  high-resolution  color  graphics 
quickly  and  easily. 
Design  a  pie  chart  to  illustrate  your  slice 
of  the  market,  for  example. 

Draw  a  bar  graph  that  pinpoints 
profit  margins  and  sales  trends. 
Use  arcs,  plots,  lines  and  boxes 
(in  your  choice  of  color  palettes)  to 
help  make  financial  matters  clear. 

And  you  can  even  mix  text  with 
your  graphics  for  a  labeled  visual  that 
communicates  more  quickly. 

For  more  eye-opening  facts,  visit  an 
authorized  IBM  Personal  Computer  retail 
dealer.  \bu'll  see  that  the  quality  of  this 
computer  is  what  you'd  expect.  The 
surprise  may  be  that  it's  as 
easy  as  pie  to  buy.  ===^=  =» 


The  IBM  Personal  Computer 
A  tool  for  modern  times 


sale.  Worse,  he  had  to  take  on  the 
traditional  worries  of  a  lender.  Would 
the  buyer  make  the  monthly  pay- 
ments on  time?  Would  he  default?  If 
the  seller  wants  to  buy  another  home, 
he  often  has  to  sell  his  note  for  cash. 

In  the  last  year  national  markets 
have  sprung  up  to  bail  out  homeown- 
ers unhappy  in  the  lending  business. 
But  because  "take-backs"  were  often 
written  by  the  homeowjier,  usually 
helped  by  the  corner  real  estate  agent, 
the  papers  tend  to  differ.  "The  people 
who  wrote  these  contracts  didn't 
package  them  for  Fannie  Mae  because 
they  usually  didn't  know  what  they 
were  doing,"  says  Bruce  Dachis  of 
Gate  Financial  Corp.,  which  buys 
some  $15  million  of  seller  contracts  a 
year,  in  Minnesota. 

It  is  often  small  loan  brokers  who 
buy  this  nonstandard,  discounted  pa- 
per on  which  credit  references  might 
not  have  been  checked  thoroughly. 
The  brokers  say  the  discount  is  tai- 
lored to  each  contract.  "The  docu- 
mentation is  often  bad  on  seller 
notes,"  argues  Charles  Falck  of  Per- 
petual American  Financial  Services,  a 
small  Bethesda,  Md. -based  company. 
"Often  our  piece  of  the  equity  in  the 
house  only  amounts  to  10%,  which 
leaves  us  exposed.  So  we  discount  to 
compensate,  with  the  discounts  vary- 
ing according  to  the  risk  involved." 
All  true.  So,  obviously,  it's  hard  for 
sellers  to  know  whether  they  are  get- 
ting a  good  deal  when  there  is  no 
usable  guideline  to  assess  a  fair  offer. 

Fannie  Mae  brought  some  order  to 
this  disordered  market  in  lune  1982 
when  it  began  buying  home  seller 
loans  from  lenders.  On  Jan.  1  it  began 
buying  all  newly  originated  seller-fi- 
nanced loans  written  on  Fannie  Mae 
forms.  This  has  encouraged  home 
sellers  and  real  estate  agents  to  be 
more  careful  with  their  contracts. 
Says  Richard  Betchley,  senior  vice 
president  of  Fannie  Mae,  "I  think  this 
has  started  to  bring  some  uniformity 
to  that  market." 

"But,"  says  William  Segal  of  The 
Money  Store,  a  New  Jersey  lender  that 
has  done  about  $2  million  worth  of 
take-backs  since  January,  "when  it 
comes  right  down  to  it,  they  still 
don't  specify  exactly  what  kinds  of 
nonstandard  paper  they  will  buy. 
We're  still  a  little  bit  in  the  dark." 

Thus  lenders  like  The  Money  Store 
are  reluctant  to  quote  standard  dis- 
counts for  loans  not  written  on  Fannie 
Mae  forms.  They  are  afraid  they  will 
have  to  take  a  bigger  discount  them- 
selves if  they  have  to  sell  the  paper 
they  buy  to  other  investors,  like  indi- 
viduals or  pension  funds. 

Not  everyone  thinks  home  sellers 


For  more  information  on  where  to  buy  the  IBM  Personal  Computer,  call  800-447-4700.  In  Alaska  or  Hawaii.  800-447-0890. 
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Tlhe  first  piece  of  advice  for  any- 
body wanting  to  sell  a  "take- 
back"  mortgage  is  to  shop  around. 
The  cash  payment  you  can  get  for 
your  note  can  vary  widely  from 
broker  to  broker,  depending  on  the 
local  market.  So  get  as  many  offers 
as  you  possibly  can.  One  woman 
quoted  in  the  Washington  Post  man- 
aged to  get  offers  ranging  from 
$38,000  to  $63,000  for  her  $70,000 
mortgage. 

Check  the  reliability  of  the 
broker  whose  offer  you  want  to 
take.  You  might  call  local  real  es- 
tate agents,  lawyers  or  accountants 
to  ask  about  the  company.  Check 
the  Better  Business  Bureau,  too. 


have  really  been  losing  all  that  much 
when  they  sell  their  notes  at  a  dis- 
count. Says  Richard  Peach  of  the  Na- 
tional Association  of  Realtors,  "We 
did  a  study  last  year  that  found  seller- 


Mort  gage -peddling  primer 


In  fact,  real  estate  agents  are  some- 
times the  best  source  for  finding  com- 
panies that  buy  take-backs  in  the  first 
place.  Often  the  only  other  place  to 
find  them  is  the  local  paper,  when 
they  advertise. 

Don't  confuse  the  yield  on  your  pa- 
per with  the  discount  you  have  to  pay 
in  order  to  sell  it.  Alan  Turtletaub, 
chairman  of  The  Money  Store,  says  it 
is,  oddly,  a  common  problem.  "The 
two  are  related,  and  both  are  ex- 
pressed in  percentages.  But  you  can't 
tell  how  you  are  getting  clobbered  by 
the  yield."  The  yield  is  the  interest 
rate  the  broker  wants  to  make  off  your 
loan  after  he  buys  it.  What  you  want 
to  know  is  the  discount  you  have  to 


financed  homes  were  overpriced  by  an 
average  of  16%  nationwide."  In  other 
words,  the  seller  issued  a  below-mar- 
ket  mortgage  but  may  have  jacked  up 
the  price  of  his  home  to  compensate. 


take.  So  ask  for  a  quote  on  the 
lump  sum  you  will  walk  away 
with  after  everything  is  over. 

Be  sure  to  find  out,  right  away, 
about  any  fees  that  are  not  includ- 
ed in  the  discount.  These  can  in- 
clude appraisal  charges,  credit  ref- 
erence checks,  closing  fees,  title  or 
name  searches,  commitment  fees 
(which  commit  the  broker  to  buy 
your  contract)  or  application  fees 
(which  are  usually  forfeited  if  you 
later  decide  not  to  sell).  These 
items  can  run  into  hundreds  of  dol- 
lars and  may  represent  legitimate 
broker  costs.  Just  be  sure  that  you 
count  them  in  when  you  compare 
offers. — A.B. 


However,  says  Peach,  "What  we  don't 
know  is  whether  that  16%  is  equal  to 
the  discount  people  have  to  take.  But 
if  the  price  was  overstated  enough, 
the  seller  loses  nothing."  ■ 


Time  was  when  a  promising  new  employee 
could  become  a  top  executive  in  a  matter 
of  months.  No  more. 


The  fast  track 
slows  down 


By  John  A.  Byrne 
and  Walecia  Konrad 

Back  in  the  Fifties,  when  busi- 
nesses were  expanding  and 
managers  were  in  short  supply, 
many  corporations  set  up  accelerated 
training  programs.  The  idea:  to  spot 
talented  individuals  early,  give  them 
brief  stints  at  a  variety  of  high-visibil- 
ity jobs  and  build  a  new  generation  of 
top  managers  fast. 

Thus  was  born  "the  fast  track."  For- 
mer whiz  kid  Robert  McNamara 
started  out  that  way.  So  did  Bill  Agee 
and  David  Mahoney.  But  these  days 
the  atmosphere  is  different,  and  con- 
ventional fast-track  programs  have 


lost  much  of  their  appeal. 

Part  of  the  reason  is  economic.  The 
recession  put  the  brakes  on  growth — 
and  promotions — at  many  companies, 
so  there  is  less  need  to  develop  experi- 


enced executives  in  a  hurry.  Also, 
management  development  schemes 
typically  involved  shifting  partici- 
pants among  jobs,  and  that  seldom 
allowed  time  to  develop  at  any  one 
position.  Worse  still,  there  was  so 
much  getting  acquainted  that  fast- 
trackers  rarely  had  the  opportunity  to 
learn  from  their  mistakes.  Promo- 
tions, meanwhile,  were  based  more 
on  promise  than  on  experience.  "A  lot 
of  the  fast-track  rotational  programs 
made  people  specialists  in  nothing," 
says  Robert  Tomasko  of  Arthur  D. 
Little. 

Then  there's  the  "crown-prince" 
syndrome.  Since  fast-track  partici- 
pants are  obviously  headed  for  better 
things,  they  are  seldom  popular  with 
fellow  employees.  "If  you're  on  the 
wrong  side  of  the  fast  track,  it's  also 
obvious  that  you're  not  going  to  be 
happy,"  says  Jim  Andrews,  head  of 
management  resource  planning  at 
Chicago-based  FMC  Corp.  "It  creates 
animosity." 

To  avoid  these  problems,  corpora- 
tions today  are  opting  for  more  subtle 
ways  of  identifying  and  rewarding  in- 
dividuals with  high  potential.  The 
current  style  is  to  advance  at  a  steady 
but  not  speedy  pace,  with  the  empha- 
sis on  making  each  assignment 
worthwhile.  That  usually  means  ex- 
ecutives who  once  were  on  the  fast 
track  are  now  participants  in  conven- 
tional development  programs. 

"For  many  superachievers,  their 
mobility  was  way  ahead  of  their 
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"For  many  superac  hie  vers, 
their  mobility  was  way 
ahead  of  their  smarts," 
comments  Eugene  Jen- 
nings, professor  of  manage- 
ment at  Michigan  State  Uni- 
versity. "We  were  burning 
them  out  or  screwing  them 
up  because  they  were  mov- 
ing faster  than  their  wis- 
dom and  maturity  could 
justify." 


smarts,"  points  out  Eugene  Jennings, 
professor  of  management  at  Michi- 
gan State  University.  "We  were 
burning  them  out  or  screwing  them 
up  because  they  were  moving  faster 
than  their  .  wisdom  and  maturity 
could  justify." 

What  hasn't  changed,  of  course,  is 
the  notion  that  management  develop- 
ment is  a  crucial  investment  in  the 
future.  Honeywell,  for  example,  puts 
about  300  people  through  its  pro- 
grams annually  at  a  cost  of  up  to 
$5,000  for  each  three-week  session. 
Sure,  not  everyone  attends,  but  the 
mix  is  far  broader  than  in  the  old  fast- 
track  days. 

At  other  places  the  fast  track  still 
exists,  but  no  one  knows  who's  on  it. 
On  Citicorp's  executive  floor,  not  far 
from  Chairman  Walter  Wriston's  of- 
fice, is  a  locked  conference  room 
where  top  executives  monitor  middle 
managers  dubbed  "corporate  proper- 
ty." The  75  executives  in  this  elite 
group  don't  know  who  they  are.  Ex- 
plains a  Citicorp  official,  "We  don't 
want  to  discourage  other  people." 

United  Technologies  also  keeps  a 
special  room  with  detailed  files  and 
succession  plans  for  top  performers. 
Once  again,  however,  the  names  are 
so  secret  that  only  Chairman  Harry 
Gray  and  one  other  key  senior  execu- 
tive are  allowed  to  see  them.  Another 
Forbes  500  company  identifies  high- 
potential  executives  by  color-coding 
personnel  files.  Blue  indicates  a  divi- 
sion-manager potential,  while  yellow 
means  low  prospects  for  advance- 
ment. In  each  case  the  goal  is  to  avoid 
creating  the  problems  that  accompa- 
ny old-fashioned  fast-track  accolades. 

Much  the  same  thing  happens  at 
3M,  where  top  managers  review  the 
performance  of  selected  lower-level 
executives  annually.  The  reports, 
which  contain  comments  by  superi- 
ors on  an  individual's  knowledge, 
competence,  strengths  and  limita- 
tions, often  recommend  specific  pro- 
motions to  keep  the  cream  rising  to 
the  top.  "This  insures  that  manage- 
ment is  aware  of  good  employees  and 
watches  them,"  says  Christopher 
Wheeler,  executive  director  of  3M's 
human  resources  department.  "After 
the  review  we'll  tell  a  person  we  see 
some  high  potential  in  him,  but  we 
don't  want  people  walking  around 
thinking  they're  in  a  special  group." 

At  American  Brands  and  TRW 
there  aren't  even  separate  background 
files  for  high-potential  individuals, 
even  though  they  do  get  special  atten- 
tion. Senior  American  Brands  officers 
hold  meetings  with  each  subsidiary 
three  or  four  times  a  year  to  discuss 
management  development.  Top  ex- 


ecutives often  bring  promising  subor- 
dinates to  the  sessions  to  expose  them 
to  their  colleagues.  "When  a  signifi- 
cant job  opens,  corporate  VPs  will  re- 
member these  up-and-comers  and 
look  for  them,"  says  an  American 
Brands  spokesman.  "This  is  how  we 
start  advancing  them — but  not  until 
they've  picked  up  broad-based  knowl- 
edge of  marketing,  manufacturing  and 
finance  where  they  started." 

Similar  informality  prevails  at 
TRW.  After  spotting  a  division  gener- 
al manager  as  high  potential  during 
the  annual  senior  management  re- 
view, for  example,  the  company  lays 
out  an  informal  three-year  program  to 
give  him  broader  exposure.  "One  guy 
lacked  international  experience,  so 
we  identified  a  move  that  would  give 
him  a  chance  to  go  abroad,"  says 
Howard  Knicely,  vice  president  for 
human  relations.  "In  some  cases  we 
send  people  for  outside  training  at 
Harvard  or  elsewhere." 

In  all  these  situations  there  are  no 
set  timetables,  no  promises  of  contin- 
ued advancement.  Do  well,  and  you 
will  be  rewarded — but  not  so  swiftly 
as  to  make  each  rung  on  the  ladder 
little  more  than  a  few  months'  wait 
for  the  next  move. 

This  low-key,  less  formal  approach 
is  quite  different  from  those  few  con- 
ventional fast-track  programs  that 
still  exist.  At  Pillsbury's  Burger  King 
unit,  for  example,  an  18-month  regi- 
men leads  to  one  of  ten  regional  gen- 
eral managers'  slots  or,  in  some  excep- 
tional cases,  to  the  post  of  divisional 
vice  president.  Burger  King  says  it  re- 
tains more  than  50%  of  the  execu- 
tives it  moves  through  the  program, 
and  Jeffrey  Campbell,  a  39-year-old 
alumnus,  is  now  chairman  and  chief 
executive  of  the  fast  food  chain. 

Still,  Burger  King  officials  concede 
that  they  have  had  "difficulties  with 
employees  who  see  the  fast-track 
speedsters  pass  them  by."  To  mini- 
mize conflict  they  insure  that  pro- 
gram participants  are  sensitive  to 
their  special  position.  More  impor- 
tant, the  company  spreads  its  fast- 
tracker's  around  to  avoid  dissension. 

Despite  the  criticism  of  fast-track 
programs,  few  will  dispute  their  effect 
on  recruiting.  That's  why  many  com- 
panies try  to  put  a  fast-track  gloss  on 
conventional  training  programs.  Says 
a  Mervyn's  spokesman,  "This  is  a 
good  way  to  recruit  because  everyone 
wants  to  think  of  himself  as  a  fast- 
tracker."  And  why  not? 

Reality,  of  course,  may  be  very  dif- 
ferent. These  days  there  is  no  magical 
ticket  to  the  top — short  of  ability, 
hard  work  and  a  generous  dose  of  good 
luck.  ■ 
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The  new  brokers:  Meet  a  former  Hebrew 
teacher,  a  former  truck  dealer  and  a  for- 
mer radiologist  who  rode  into  Wall  Street 
on  the  back  of  the  bull. 

"Don't  let  the 
slam  dunks 
get  to  you" 


By  Barbara  Ettorre 


T|hey're  running  in  droves  to 
Wall  Street  these  days.  The 
money  to  be  made  has  lured  nov- 
ices and  old  hands  alike.  Most  securi- 
ties firms  have  increased  their  force  of 
registered  representatives  by  about 
10%  in  the  past  year.  Train- 
ing classes  are  jammed 
with  expectant  faces,  many 
of  them  graduates  of  law 
and  business  schools,  veter- 
ans of  recession-killed 
small  businesses  and  laid- 
off  employees  of  troubled 
real  estate,  automotive  and 
electronics  firms. 

Robert  Johnson,  a  Dean 
Witter  broker  near  Santa 
Barbara,  Calif.,  is  typical. 
He  liquidated  his  truck 
dealership  in  1980.  In  the 
beginning  he  made  70  cold 
calls  a  day  to  prospective 
customers  found  in  the 
cheapest  prospect  list 
around,  the  telephone 
book.  Johnson,  40,  learned 
the  market  the  hard  way: 
"I've  probably  lost 
$500,000  trading  for  my 
own  account  over  16 
years,"  he  says. 

For  would-be  brokers 
shut  out  of  jobs  in  the  dis- 
mal stock  market  of  the 
1970s,  the  new  bull  market 
offers  not  only  jobs  but  a 
diversity  of  financial  prod- 
ucts to  sell.  "You  have  to  be 
a  hell  of  a  lot  smarter  these 
days,"  a  veteran  broker 
says.  "In  my  day  there  was 
only  one  product:  stocks." 
Today  brokers  are  pushing 
insurance,  credit  cards,  sec- 
ond-mortgage   loans,  put 


and  call  options,  options  on  commod- 
ities futures,  new  mutual  funds,  indi- 
vidual retirement  accounts.  Brokers 
today,  in  Wall  Street's  buzz  phrase, 
purvey  "financial  services." 

But  the  broker's  workaday  world, 
alas,  remains  much  the  same  as  al- 
ways. It's  constant  telephoning,  as 


Newly  n 
"Firms 


tinted  brokers  on  Wall  Street 
want  people  who  look  sterling. 


many  as  200  calls  a  day,  to  customers 
and  prospects  whose  interest  and  ex- 
pertise in  financial  matters  ranges 
from  nonexistent  to  superior.  There 
are  still  a  lot  of  "slam  dunks,"  when 
prospects  abruptly  hang  up.  "You 
can't  let  the  slam  dunks  get  to  you. 
Don't  take  them  personally,"  says 
Craig  Noble,  29,  an  ex-construction 
supervisor  and  ad  salesman,  now 
turned  broker  at  E.F.  Hutton  in  New 
York.  "I  make  60  cold  calls  a  day  and 
work  with  a  headset.  It's  a  game.  I 
look  like  a  telephone  operator." 

It  may  seem  like  a  game  now.  But 
no  bull  market  lasts  forever.  Wall 
Streeters  with  long  memories  know 
from  experience  that  many  of  today's 
brokers  won't  be  in  business  five  or 
ten  years  from  now.  Jobs  swell  and 
shrink  like  the  stock  market's  gains 
and  losses.  According  to  the  National 
Association  of  Securities  Dealers,  the 
prior  peak  number  of  registered  repre- 
sentatives authorized  to  sell  securi- 
ties was  reached  in  1973  at  209,000.  It 
slumped  to  184,000  in  1979  and  rose 
to  240,000  last  year.  This  year  the 
number  is  running  at  250,000.  Enroll- 
ment for  the  General  Secu- 
rities Registered  Represen- 
tatives Examination — bet- 
ter known  as  the  Series  7 
test,  which  qualifies  an  in- 
dividual to  sell  the  basics: 
stocks,  bonds,  some  tax- 
shelter  packages,  options 
and  warrants — is  running 
42%  above  the  1981  figure 
and  double  that  of  1980. 

Kent  Van  Gundy,  27,  is 
one  of  those  shut  out  of  the 
market  a  few  years  ago  who 
has  returned  on  the  back  of 
the  bull.  Van  Gundy,  now  a 
broker  in  E.F.  Hutton's 
Bloomington,  Minn,  office, 
was  working  for  Bache  as  a 
broker  and  left  for  1 1 
months.  "I  entered  the  mar- 
ket in  1979  during  a  vola- 
tile time,  during  the  Iranian 
oil  crisis  and  the  Hunt 
brothers  and  the  silver  de- 
bacle. When  the  market 
went  to  1100  last  year,  I 
wanted  to  be  there  again." 

Elihu  Martin,  after  18 
years  in  mutual  funds, 
joined  Shearson  Hayden 
Stone  because  his  regional 
vice  presidency  at  Ameri- 
can General  Capital  Plan- 
ning vanished  in  the  1974 
recession.  In  1976  he  went 
to  a  family  business,  rejoin- 
ing Shearson/American  Ex- 
press last  April  as  a  broker 
in  Springfield,   Mass.  He 
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GTE  ANNOUNCES  THE 

COMPLETION  OF  ITS  GREAT 
LONG  DISTANCE  CALL. 

SPRINT. 


M  *  ' 


'as  a  major  decision  for  us 
^uire  Sprint.  But  it  was 
I' a  difficult  decision. 
fas  easy  because  Sprint  fit 
wvell  with  our  corporation. 
,t's  nationwide  long  dis- 
!  telephone  service  com- 
fents  GTE's  other 
esses. 

i'int  gives  GTE  a  central 
on  in  the  rapidly  growing 
distance  market.  A  market 
i  already  worth  at  least 
Dillion  dollars  a  year. 


Sprint  adds  over  600,000 
business  and  residential  cus- 
tomers to  GTE.  Plus  a  micro- 
wave network  that  extends  over 
forty-six  million  miles  of  radio 
channel,  and  reaches  virtually 
every  major  city  in  the  U.S. 

Sprint  currently  transmits 
calls  over  leased  satellite  cir- 
cuits. These  capabilities  will 
soon  be  expanded  with  Sprint's 
own  satellites  due  to  be 
launched  in  1984. 

Sprint  presents  GTE  with  a 


well-managed  and  fast-growing 
company.  One  that  has  in- 
creased its  revenues  dramati- 
cally over  the  last  four  years. 

When  you  put  these  compel- 
ling facts  together,  you  can  see 
why  we  decided  to  acquire 
Sprint. 

And  we're  extremely  pleased 
that  such  an  important  call  has 
gone  through  successfully. 

If  you'd  like  more  information, 
call  1-800-223-1954.  In  New  York 
State,  call  collect  212-953-0178. 


GTE,  One  Stamford  Forum,  Stamford,  Conn.  06904 


finds  that  the  business  has  changed  in 
some  ways.  "I'd  say  the  newer  brokers 
are  100%  better  trained  than  the  ones 
who  left  this  business  and  didn't  re- 
turn," says  Martin,  55.  "There's 
much  less  kidding  around  now.  The 
public  is  much  more  aware  of  the 
market  now  and  is  looking  for  quality, 
not  crapola." 

So,  it  would  seem,  are  the  brokerage 
houses.  Training  executives  assert 
that  more  applicants  are  older,  experi- 
enced in  sales  or  finance,  possessors  of 


Tlo  hear  Gerald  Hannahs  tell  it, 
the  brokerage  business  has 
treated  him  a  lot  better  than  base- 
ball. Hannahs,  30,  signed  with  the 
Montreal  Expos  in  1974  as  a  lefty. 
He  and  his  knuckle-curve  saw  lit- 
tle action  and  got  traded  to  the  Los 
Angeles  Dodgers  in  1977.  His  arm 
went  out,  but  he  still  wound  up 
with  the  Minnesota  Twins  four 
years  later.  During  spring  training 
in  1981,.  he  injured  his  leg.  Finally, 
he  went  to  the  Toledo  Mud  Hens,  a 
Twins  Triple  A  farm  team. 

Hannahs  wanted  no  part  of  a  mi- 
nor league  career  and  decided  to 
find  another  line  of  work.  "I  was 
hired  by  E.F.  Hutton  in  March 
1982,"  he  says.  "I  looked  at  it  as 
just  like  going  to  another  ball  club. 
They  were  well  able  and  willing  to 
train  me."  Hutton  wasn't  taking 
on  a  rank  amateur.  From  the  time 
he  was  in  the  sixth  grade,  Hannahs 
had  played  the  market  with  the 
help  of  his  furrier  father,  himself  a 
market  dabbler,  and  Hannahs  had 
built  $5,000  in  savings  from  a  pa- 
per route  into  $30,000  by  the  time 
he  went  to  the  University  of  Ar- 
kansas to  major  in  investments 
and  finance. 

Hannahs  appeared  for  training  at 
Hutton's  main  office  in  New  York 
July  1  last  year.  "I  started  Aug.  9, 
just  before  the  market  exploded," 
he  says.  "That  was  my  first  day  of 
production  back  in  Hutton's  Little 
Rock  office.  It  was  incredible." 

Hannahs  now  keeps  his  euphoria 
in  check,  even  though  he  estimates 
that  so  far  this  year  he  already  has 
earned  five  times  his  biggest  pre- 
vious annual  salary  ($26,000-plus 
with  the  Dodgers).  "This  market 
isn't  done  by  any  means,"  he  says. 
"But  the  easy  pickings  are  finished. 
I  am  protecting  my  profits."  For 
Hannahs  this  means  trading  for 
short-term  gains.  If  the  market 


advanced  degrees  and  generally  "more 
mature"  than  candidates  in  past  bull 
markets.  Jerome  J.  Donovan,  director 
of  training  at  Merrill  Lynch  Individ- 
ual Services  Group,  says  that  most  of 
the  firm's  1,800  account  executives 
had  jobs  before  joining  Merrill. 

Donovan  insists  that  the  volatility 
of  broker  employment  is  a  thing  of  the 
past.  "An  account  executive  working 
five  years  or  more  averages  $350,000 
in  annual  business  to  the  firm,  and 
about  40%  of  that  goes  back  to  him  or 


E.F.  Hutton  broker  Gerald  Hannahs 
Polishing  a  new  pitch. 


turns  bear,  he'll  follow  the  charts 
(Newton  Zinder,  Hutton's  chief 
economist,  was  "the  biggest  joy" 
for  Hannahs  to  discover)  and  look 
mostly  for  dividends  and  growth, 
not  speculation.  "I  don't  want  to 
put  some  75-year-old  lady  in  a 
brewery  stock  that  trades  1,200 
shares  a  day  on  the  Philadelphia 
Exchange,"  he  says. 

Hannahs  does  consider  the  pos- 
sibility of  not  doing  well,  which  he 
experienced  in  baseball.  "I've  been 
dealing  with  that  kind  of  thing  all 
my  life,"  he  says.  "I've  had  to  put 
my  numbers  on  the  board  for  a  long 
time  before  this.  I  hope  I  would 
quit  this  game  before  being  let  go. 
But  I'm  not  worried.  I'm  positive 
I'm  going  to  succeed.  I'm  coming 
into  the  office  and  catching  people 
on  the  phone  at  7  to  7:30  in  the 
morning,  when  my  colleagues  are 
still  reading  the  Wall  Street  Jour- 
nal" But  Hannahs  still  plays  ball, 
occasionally — on  Hutton's  pickup 
Softball  team.— B.E. 


her,"  he  says.  "We  have  to  see  them 
through  any  softnesses.  They  are  fi- 
nancial money  managers,  not  stock- 
brokers. Up  and  down  markets 
shouldn't  make  any  difference." 

William  A.  Rini,  vice  president  of 
development  at  the  New  York  Insti- 
tute of  Finance,  which  conducts  train- 
ing classes  for  Series  7,  says  the  days 
when  brokerage  firms  would  hold 
open  house  at  local  Holiday  Inns  and 
corral  prospective  brokers  as  they 
walked  in  the  door  are  long  gone. 
"Firms  want  people  who  look  ster- 
ling," he  says. 

Which  often  means  fewer  untried 
people.  For  Priscilla  Parke's  training 
class  at  Shearson,  only  27  of  3,000 
applicants  got  accepted.  Parke,  32, 
had  eight  years'  management  experi- 
ence in  retailing  and  textiles. 

Allison  Fillmore,  25,  who  operates 
from  E.F.  Hutton's  Denver  office,  is  a 
graduate  radiologist  who  applied  for  a 
broker's  job  in  1980,  was  rejected  be- 
cause of  her  lack  of  sales  experience, 
went  to  a  smaller  firm  as  a  sales  assis- 
tant and  eventually  became  an  E.F. 
Hutton  broker  last  year.  "The  day  the 
market  hit  a  high  last  September  was 
the  first  week  I  was  in  New  York  for 
training,"  she  recalls.  "I  wanted  to 
stay  there  forever."  She  says  she  net- 
ted $22,300  in  salary  and  commis- 
sions from  January  through  May  and 
is  now  on  full  commission.  She  works 
weekends  toward  an  economics  de- 
gree and  is  studying  for  her  certified 
financial  planner's  license  because 
"I'm  in  this  for  the  long  haul." 

Long  it  is.  New  brokers  often  get  to 
the  office  before  8  a.m.  They  often 
skip  lunch.  They  play  racquetball  or 
they  run  to  relieve  pressure.  They 
read  reams  of  analysis  and  economic 
reports.  During  market  hours  they 
glue  themselves  to  the  phone.  Joseph 
Pramer,  25,  leaves  his  Norwalk, 
Conn,  home  at  6:45  a.m.  to  arrive  in 
E.F.  Hutton's  New  York  office  by 
8:30.  "I  started  out  making  75  cold 
calls  a  day,"  says  Pramer  (who  lived 
on  a  "bread-and-water"  salary  at  first, 
selling  dictation  products  door-to- 
door  to  gain  sales  experience).  "The 
pressure  can  get  to  you  after  a  while. 
But  three,  four,  five,  ten  years  from 
now,  it  all  will  be  worth  it." 

Nobody  wants  to  talk  about  the  in- 
evitable fallout.  Understandably. 
During  the  1979-80  bear  market  near- 
ly one  of  every  five  Merrill  Lynch 
brokers  got  out  of  the  business.  Even 
now  at  some  firms  yearly  turnover 
approaches  25%,  as  cost  increases 
raise  productivity  standards.  Broker- 
age executives  dislike  discussing  such 
matters  and  prefer  to  talk  enthusiasti- 
cally over  their  training  programs  and 
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From  atop  PNC  Financial  Corp.,  Pittsburgh 
still  looks  like  the  City  of  Champions. 


Pittsburgh's 
other  bank 


diversity  of  products. 

These,  even  in  a  bull  market,  aren't 
always  easy  to  sell.  As  of  early  June 
Janine  Kebba,  28,  a  Merrill  Lynch 
broker  in  New  York,  had  dug  up  only 
12  "prospective"  clients  since  she  got 
her  job  in  January.  But,  she  says,  "I 
will  be  using  a  large  amount  of  their 
money  to  invest."  Kebba  had  helped 
manage  money  market  funds  for  sev- 
eral other  securities  firms  before  join- 
ing Merrill. 

Ten  months'  work  has  produced  80 
to  90  clients  "investing  four  figures 
and  up"  for  Jerome  L.  Blum,  30,  a 
Prudential-Bache  broker  in  New 
York,  who,  among  other  things,  is  a 
cantor  and  former  teacher  of  Hebrew. 
"I  will  have  doubled  or  tripled  my 
teaching  salary  by  the  end  of  my  first 
full  selling  year,"  he  says. 

Merrill  Lynch  broker  Richard  Rock- 
off,  25,  equates  his  performance  with 
the  mock  trial  work  he  did  while  get- 
ting his  law  degree:  "I'm  always  in 
front  of  a  jury."  Or,  at  least,  that's 
what  it  seems  like  after  one  month  in 
the  business.  "I  can't  be  everything  to 
everybody,  but  I  can  be  everything  to 
a  few."  He  means  he  has  a  lot  of 
investment  products  to  sell.  Neo- 
phyte brokers  talk  diversification 
with  the  aplomb  of  seasoned  portfolio 
managers.  "I  would  like  to  do  less  in 
equities  and  do  most  of  my  money  in 
commodities  and  futures,"  says  Kevin 
Sheridan,  a  28-year-old  M.B.A.  who 
was  administrator  of  Booz  Allen  &. 
Hamilton's  retirement  plan  until  he 
joined  Shearson  last  January. 

Victor  Alibrandi,  34,  Sheridan's  col- 
league a  few  desks  away  at  60  Broad 
Street,  had  sold  microfilm  systems  for 
Eastman  Kodak  and  textiles  for  Cran- 
ston and  operated  his  own  microfilm 
service  company.  "There  are  200  fi- 
nancial products  here,"  Alibrandi 
says.  After  working  the  phones  for 
only  four  weeks,  he  has  ten  clients. 
"I'm  jabbing  away,"  he  says.  "I'm  go- 
ing after  friends  and  sending  out  an- 
nouncements. That  has  class." 

Randall  W.  Hess,  38,  an  ex-Pruden- 
tial insurance  sales  manager,  now  a 
broker  in  Prudential-Bache's  Omaha 
office,  estimates  only  25%  to  30%  of 
his  income  is  derived  from  buying  and 
selling  stocks.  The  rest  comes  from 
other  instruments.  "This  year  my  in- 
come will  be  three  times  what  I 
earned  at  Pru,"  he  says.  Will  he  top 
the  $63,000  average  income  earned  by 
brokers  last  year?  Maybe  not,  but  he 
expects  to  be  near  the  top  of  his  train- 
ing class  in  earnings  this  year. 

For  Hess  and  thousands  of  new 
brokers  who  have  experienced  noth- 
ing but  the  good  times,  the  market,  as 
always,  will  have  the  final  word.  ■ 


By  Carol  E.  Curtis 

On  the  face  of  it,  the  news  out 
of  Pittsburgh  could  hardly  be 
worse.  Unemployment  nearly 
17%.  In  the  steel  industry,  53%. 
Steel's  decline  was  a  factor  in  the 
bankruptcy  of  some  of  the  city's  best- 
known  companies,  like  rolling  mill 
maker  Mesta  Machine. 

But  on  the  30th  floor  of  the  down- 
town headquarters  of  PNC  Financial 
Corp.  (the  holding  company  formed 
by  the  merger  of  Pittsburgh  National 
Corp.  and  Provident  National  Corp.) 
the  prospect  is  dazzling.  Across  the 
way,  PPG  Industries'  new  headquar- 
ters, a  silver  spire  of  mirrored  glass 
designed  by  Philip  Johnson,  is  going 
up.  Around  the  corner,  Oxford 
Center,  a  glass-enclosed  shopping 
mall  and  office  tower,  rivals  Hous- 
ton's more  famous  Galleria.  Across 
the  river,  Station  Square,  a  new  clus- 
ter of  shops  and  restaurants,  has  the 
charm  of  San  Francisco's  waterfront. 
Blue-collar  Pittsburgh  may  be  wan- 
ing, but  white-collar  Pittsburgh  is  on 
the  rise.  So  there  is  enough  affluence 
to  fill  the  new  shopping  malls  and  the 
new  office  buildings. 

PNC  Financial  Corp.  is  part  of  this 
spectacle  of  economic  renewal.  In 
fact,  it  is  one  of  the  biggest  bank  suc- 
cess stories  in  the  country.  Not  only 
has  it  bucked  the  city's  depressed 
economy,  it  has  done  it  so  dramatical- 
ly that  some  experts  regard  it  as  one  of 
the  best-performing  banks  in  the 
country. 

"I  could  rave  on  and  on  about  what 
a  terrific  bank  it  is,"  says  Thomas 
Hanlcy,  head  of  Salomon  Brothers 
bank  securities  department,  a  man 
hardly  given  to  gushing.  Based  on 
eight  key  ratios  that  measure  credit 
quality  and  expense  management, 


Hanley  ranks  PNC  in  first  place 
among  35  leading  U.S.  banks.  "A  great 
organization,"  says  Jim  McDermott, 
senior  vice  president  of  Keefe, 
Bruyette  &.  Woods.  McDermott  cites 
PNC's  tight  management,  particular- 
ly its  control  of  expenses  and  low 
overhead,  and  its  high  cushion  against 
potential  loan  loss — 1.35%  of  total 
loans,  well  above  the  industry  mean 
of  1.03%. 

But  wait.  As  everyone  in  banking 
knows,  Mellon  is  the  name  to  know 
in  Pittsburgh.  With  $25  billion  in  as- 
sets, Mellon  ranks  as  the  country's 
12th-largest  bank  holding  company. 
PNC,  with  $12  billion,  is  a  mere  26th. 
Mellon  long  ago  sewed  up  Pitts- 
burgh's biggest  companies  as  its  most 
valued  customers. 

True,  Mellon  is  the  yardstick 
against  which  PNC  has  always  been 
judged.  Ironically,  that  may  be  what 
got  PNC  where  it  is  today.  For  in  its 
early  days  (Pittsburgh  National  Bank 
was  founded  through  a  merger  in 
1959),  PNC  was  effectively  screened 
from  Pittsburgh's  corporate  giants  by 
Mellon.  So  it  was  forced  to  be  more 
aggressive  in  developing  other  compa- 
nies. Today  Mellon  is  still  a  first-class 
bank.  The  tough  competition  has  in- 
stilled in  PNC  people  a  "siege  mental- 
ity" that  has  served  PNC  well.  "Our 
aim  is  not  to  pass  Mellon  in  totals," 
says  PNC  Chief  Executive  Merle  Gil- 
liand.  "It  is  to  do  everything  that  they 
do,  better." 

When  Gilhand,  61,  became  CEO  1 1 
years  ago,  he  set  about  wooing  the 
city's  thriving  middle  market:  compa- 
nies with  $5  million  to  $150  million 
in  sales,  which  Mellon  left  largely  to 
him.  He  also  broadened  the  bank's 
customer  base:  Some  60%  of  its  loans 
are  to  companies  outside  Pittsburgh. 
All  of  which  has  shielded  PNC  from 
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How  to  make 


There  are  more  people  in  more 
places  doing  more  things  with  Apples 
than  with  any  other  personal  computer 
in  the  world. 

v  Vhich  is  saying  a  lot. 

&ut  we'd  like  to  take  the  time  to 
explain  just  one  of  the  things  that  can 
make  an  Apple*  Personal  Computer 
more  meaningful  to  you,  personally. 
It's  called  an  "electronic  spreadsheet." 

Now,  to  most  people  a  spreadsheet 
is  just  a  piece  of  paper  with  columns 
running  down  the  page  and  rows 
running  across. 


But,  when  you  fill  up  those  rows 
and  columns  with  information  — 
dates,  places,  dollars  —  it  becomes 
a  powerful  business  tool.  Because 
it's  a  model  of  what's  going  on  in 
your  world. 

Now  imagine  what  would  happen 
if  you  could  move  that  model  from 
paper  to  a  computer  screen. 

The  implications  are 
electrifying. 


Snap  decisions. 

Teamed  with  VisiCalc"  financial 
software,  an  Apple  can  help  anyor 
make  better,  smarter,  faster  busines 
decisions.  All  you  do  is  choose  a 
category  (Net  Profit,  for  example), 
enter  some  information  (the  name 
and  cost  of  your  product),  then 
do  a  few  keystrokes.  That's  it.  If  the 
variables  change, 
the  computer  will 
recalculate  the 
numbers  for 
you  (advancec 


*0* 


am 


worksheet 


mathematical  functions  and  all  kinds 
of  business  formulas  are  built-in). 

So  you  can  revise  budgets,  business 
plans,  sales  trends,  stock  trends,  or 
other  trends. 

And  do  it  in  seconds.  Versus  the 
hours  or  days  it  used  to  take  your 
mechanical  pencil. 


What  if  "what  if n 
isn't  enough? 

Very  often  it  isn't. 

Because  very  often  you  need  to 
turn  your  financial  findings  into 
reports  that  can  be  shared  with 
other  departments  (the  average 


Using  the  built-in  split  screen  feature,  the  same  sales 
analysis  can  even  be  compared  to  projected  totals  for 
more  accurate  forecasting. 

spreadsheet  can't  help  you  there). 

Enter  Apple's  Senior  Analyst.  A 
powerful,  flexible  corporate  planning 
and  financial  modeling  program.  It 
enables  you  to  print  out  formatted, 
easy-to-read  financial  reports.  Or  to 
consolidate  several  reports,  from 
several  departments  or  several  cities. 

It  also  documents  every  step— in 
English— so  your  colleagues  and 


An  Apple  teamed  with  VisiCalc  can  give  you  the 
power  to  rapidly  revise  and  compare  sales  totals, 
market  share  or  any  important  business  data. 

Make  clearer 
forecasts. 

What  if,  next  month,  the  cost  of 
making  a  product  rises  four  percent 
instead  of  three?  What  if  vendors  hike 
their  finance  charges  two  percent  per 
year  for  the  next  five  years?  Or  what 
if  the  department  hires  another  six 
employees  in  the  third  quarter? 

An  Apple  armed  with  VisiCalc 
can  answer  all  of  the  above. 

And  allow  you  to  experiment 
with  hundreds  of  other  assumptions, 
helping  you  to  thoroughly  analyze 
the  impact  of  any  business  decision, 
before  you  actually  make  it. 

So  you'll  know,  down  to  the 
dollar,  how  these  decisions 
will  affect  the  future  of  your 
jv^V  budget. 

Or  your  inventory.  Or 
your  investments.  Or  your 
mk  j       tax  return v 

Or  your  golf  game.  Or 
your  condo  in  Key  Largo. 


Coll  (800)  538-9696  for  the  location  of  the  authorized  Apple  dealer  nearest  you,  or  for  infon 
i  Calif.  (800)  662-9238.  Or  write  Apple  Computer  Inc.,  Advertising  and  Promotion  Dept.,  2052 


underlings  and  overlings  will  know 
exactly  how  you  reached  your 
conclusion.  It  even  has  built-in 
functions  for  depreciation,  linear 
regression  forecasting,  and  other 
powerful  virtues  not  found  in 
most  financial  software  packages. 
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Apple's  SenioT  Analyst  program  lets  you  consolidate 
reports  using  data  from  other  departments,  whether 
they're  in  Anaheim,  Azusa,  or  Cucamonga. 

Get  a  full  accounting. 

Of  all  the  computers  in  this  world, 
why  turn  to  an  Apple  for  financial  aid? 

Because  it  can  run  more  electronic 
spreadsheet  software  than  any  other 
personal  computer. 

With  over  1300  authorized  dealers 
to  back  it  up. 

But  financial  planning  and  analysis 
is  just  one  of  the  things  an  Apple  can 
help  you  do.  One  of  thousands.  In 
fact,  there's  more  software  available 
for  Apples  than  for  any  other  personal 
computer. 

So  visit  your  nearest  authorized 
Apple  dealer.  Because  there's  only 
one  way  to  fully  appreciate  what  an 
Apple  Personal  Computer  can  do  for 
your  worksheet. 
Play  around  with  it. 


oppkz 


The  most  personal  compute 


te  purchase? 
rtino,  CA  95014 1 


Merle  Gilliand,  chief  executive  of  PNC  financial  Corp.,  with  the  Pittsburgh  skyline 
Out  from  under  the  long  shadow  of  Mellon. 


the  problems  of  Pittsburgh's  ailing 
smokestack  giants. 

For  PNC's  board  Gilliand  system- 
atically sought  out  not  the  top  man  at 
Pittsburgh's  biggest  companies — Mel- 
lon had  been  there  first — but  a  key 
number  two  executive  and  possible 
heir  apparent.  His  judgment  paid  off. 
PNC's  blue  chip  board  now  includes 
15  top  Pittsburgh  executives,  like 
Douglas  Danforth  of  Westinghouse 
and  James  Lee  of  Gulf  Oil. 

Gilliand  learned  the  hard  way  how 
important  it  is  to  cultivate  people  like 
that.  The  son  of  a  house  painter  from 
Pitcairn,  a  Pittsburgh  suburb  ("It  died 
when  the  railroad  left"),  Gilliand 
worked  his  way  through  accounting 
school  at  Pittsburgh's  Duquesne  Uni- 
versity. He  joined  the  Pittsburgh  Na- 
tional Bank  three  decades  ago  as  assis- 
tant comptroller  after  a  brief  stint  of 
teaching  at  Duquesne. 

Gilliand  hasn't  shed  all  of  his  work- 
ing class  origins.  His  folksy  manner 
belies  his  elegant  foundings  and 
impeccably  cut  su;  t  he  knows 
what  makes  a  top  e  click. 

"The  way  I  manage,  'is  to 

surround  myself  wit 
pie.  Then  I  let  them  m  deci- 
sions themselves." 

His  group  of  senior  ma, 
ly  in  their  mid-40s,  were  I 


by  him  when  Gilliand  became  chief 
executive.  This  team  has  led  PNC 
into  unique  areas  for  a  regional  bank. 
Vice  Chairman  Tom  O'Brien,  46, 
heads  PNC  Merchant  Banking  Co., 
the  first  such  capacity  set  up  formally 
by  a  regional  bank.  Executive  Vice 
President  Gerry  Ahfano,  44,  opened 
an  office  for  PNC  in  Paris,  likewise 
the  first  ever  opened  there  by  a  region- 
al bank. 

Gilliand  runs  a  tight  ship  when  it 
comes  to  finances:  "We  are  con- 
servative in  lending,  and  we  keep  our 
assets  as  lean  and  clean  as  can  be."  He 
means  that,  unlike  many  banks,  PNC 
carefully  researches  an  entire  indus- 
try before  lending  to  individual  com- 
panies in  it.  It  then  approaches  only 
the  most  promising  and  solidly  estab- 
lished companies,  hence  the  least 
likely  to  default. 

PNC's  unusually  strong  balance 
sheet  is  matched  by  high  profit  mar- 
gins: Return  on  assets,  at  1.11%,  is 
the  fifth-highest  in  Salomon  Brothers' 
listing  of  major  banks.  "In  areas  that 
are  not  a  function  of  the  economy," 
says  Salomon  Brothers'  Hanley, 
meaning  mainly  PNC's  noninterest 
income  and  expense,  "it  is  clear  that 
they  [PNC]  have  done  a  much  better 
job  than  anybody  else." 

Hanley  also  praises  Gilhand's  deci- 


sion to  merge  with  Philadelphia's 
Provident  National  Bank  last  year, 
the  first  major  merger  since  the 
change  in  Pennsylvania  banking  law. 
Provident,  like  Pittsburgh  National, 
had  been  one  of  the  state's  best-per- 
forming banks  and  brought  $21  bil- 
lion in  trust  business  to  PNC,  giving 
it  the  third-largest  trust  department 
in  the  U.S.,  behind  [.P.  Morgan  and 
Bankers  Trust.  Despite  Provident's 
reputation  as  a  sophisticated  bank, 
the  merger  was  consummated  for  a 
relatively  modest  sum:  S600  million. 

What  is  the  downside  for  this 
much-praised  bank?  One  that  affects 
the  industry  generally:  Despite  the 
economic  recovery,  corporate  loan  de- 
mand continues  to  remain  weak,  es- 
pecially in  Pittsburgh. 

Still,  Gilliand  is  far  from  worried. 
Pittsburgh,  with  40%  of  his  loans,  is 
still  the  third-largest  corporate  head- 
quarters city  in  the  country.  PNC  fi- 
nally has  a  relationship  with  every 
major  corporation  in  the  city,  includ- 
ing PPG.  That  gives  Gilliand  obvious 
satisfaction  as  he  watches  the  sky- 
scraper going  up  outside  his  window. 
"We  used  to  be  called  the  City  of 
Champions,"  Gilliand  recalls,  in  a 
voice  still  husky  with  the  accent  of 
blue-collar  Pitcairn.  "We'll  get  back 
there."  ■ 
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Mary  DeSapio 
First  Vice  President 
Lehman  Brothers  Kuhn  Loeb 
May  1981 

"For  possibly  the 
first  time  in 
two  generations, 
one  can  make  a 
sound,long-term 
case  for  investing 
in  rail  equities." 

Wall  Street's  enthusiasm  for  railroad 
equities  remains  unabated  since  that 
statement  was  made.  Despite  an 
uncooperative  economy,  railroad 
equities  have  tripled  in  market  value. 
Obviously,  America's  freight  railroads  are  a 
growth  industry.  Last  year,  trains  handled 
almost  twice  as  much  traffic  as  their 
nearest  competitors.  They  moved  it 
efficiently,  inexpensively,  reliably. 
This  growing  efficiency  is  the  result  of  a 
massive  program  of  capital  improvement. 
Over  the  last  three  years,  freight  railroads 
spent  an  average  $3.1  billion  a  year  on 
new  equipment,  improved  track 
and  expanding  technology 
America's  freight  railroads  are  investing 
for  today  and  tomorrow— and  increasing 
their  share  of  the  transportation  market 
along  the  way.  The  railroad  renaissance 
is  welcome  news— because  railroads 
keep  America  running. 
For  more  information,  write:  Renaissance, 
Dept.  121  ,  Association  of  American 
Railroads,  1920  L  Street,  N.W., 
Washington,  DC.  20036. 


ASSOCIATION 
OF  AMERICAN 
RAILROADS 


FREIGHT  RAILROADS 
ARE  ON  THE  MOVE* 


mdis  German  engineers  believe 
pat  form  is  functionThat's  why 
he  new,  luxury 5000 was 
foted  Europe's  "Car  of  Thenar." 


As  an  engineering  company, 
fgjr  we  at  Audi  don't  believe  that 
in  follows  function.  Such  conven- 
lal  thinking  builds  conventional  cars, 
orm  is  function.  Styling  is  engi- 
jring.The  new  Audi  5000S  illustrates 
v  good  a  sedan  can  be  when  this 
osophy  is  shaped  in  steel.  Our  luxuri- 
5000S  looks  so  modern  because  it  is 
lerodynamically  efficient, 
he  World's  Most  Aerodynamic 
lury  Sedan.  The  smooth,  stream- 
id  styling  is  not  cosmetic.  It's  func- 
tial,  having  been  refined  in  six 
jopean  wind  tunnels.  As  a  result,  the 
'•'OS  has  the  lowest  drag  coefficient  of 
i  sedan  sold  in  America:  0.33.  So,  it 
I  cruise  down  the  highway  through 
Irgy-robbing  wind  resistance  with 
lease  of  an  exotic  sports  car. 
jecause  it's  so  "slippery"  to  the  wind, 
|5000S  is  an  extraordinary  perform- 
fe  sedan.  Its  tracking  and  directional 
litrol  are  outstanding, 
erodynamic  Engineering:  More 
formance.  More  Fun.  The  new  Audi 


5000S  may  be  the  most  roadworthy 
luxury-performance  sedan  ever  built. 
With  its  superior  aerodynamics,  we've 
orchestrated  Audi's  renowned  driving 
credentials:  such  as  53  years  of  front- 
wheel  drive  sophistication,  the  world's 
first  five-cylinder  gasoline  engine,  and  a 
quick-reaction  suspension  system. 

Result:  A  luxury  car  that's  a  joy  to 
drive.  Surprisingly  fast  for  a  2,812-pound 
five-passenger  automobile:  0-50  in  only 
eight  seconds.  Superb  balance  and  han- 
dling even  in  tight-cornering  situations. 

Once  more,  Audi  introduces  engi- 
neering innovation  years  ahead  of  indus- 
try standards.  For  example,  flush  glass 
windows  provide  panoramic  visibility 
and  eliminate  virtually  all  wind  noise. 

All  curved  side  windows  are  mounted 
flush  with  the  sedan's  body,  giving  the 
5000S  a  dramatic  new  look  and  enhanc- 
ing its  aerodynamics. 

In  view  of  this  extraordinary  German 
engineering  and  high-quality  craftsman- 
ship, it  isn't  surprising  that  the  Audi 
5000S  was  voted  Europe's  "Car  of  The 


Year"  by  53  motoring  journalists  from  16 
European  countries. 

Quality  Backed  by  Our  Outstanding 
New  Warranty.  To  help  produce  a  sedan 
of  superior  quality,  we've  test-driven  the 
5000S  over  3.2  million  kilometers  in 
Europe,  Africa  and  America. 

Our  engineers  are  so  confident  of  its 
reliability  that  we've  protected  the 
5000S  with  our  new  24-month,  unlimited 
mileage  warranty* 

The  sumptuously  appointed  5000S 
comes  fully  equipped  with  a  long  list  of 
luxury  features,  all  included  in  the  rea- 
sonable price  of  $15,800.** 

Car  and  Driver  remarked,  "Watch  out 
for  this  car;  everybody  else  will  have  to." 
Our  sentiments  exactly. 

*Your  Porsche  Audi  dealer  has  com- 
plete information  on  this  limited  war- 
ranty. For  your  nearest  dealer,  call 
toll-free  (800)  447-4700.  "Manufactur- 
er's suggested  retail  price.  Title,  taxes, 
transportation,  registration  and  dealer 
delivery  charges  additional. 

PORSCHE     AUDI   ©  1 983  Porsche  Audi 


AMERICA'S  NEWEST  CASTER: 

ACTIONS  SPEAK  LOUDER 
THAN  WORDS. 


U.S.  Steel  is  taking 
the  lead  in  building  new 
steelmaking  facilities. 

An  impressive 
example  is  our  new 
continuous  caster  at 
USS  Lorain  Works 
in  Ohio. 

This  marvel  of 
steelmaking  technology 
and  productivity  will 
turn  out  half  a  million 
tons  every  year  of 
semi-finished  4  rounds" 
for  superior  seamless 
tubing. 

Our  new  Lorain 
caster  will  produce 
products  of  matchless 
quality,  do  it  far  faster— 
and  use  about  50% 
less  energy. 

U.S.  Steel  is  and  will  remain  Americas  number  one  steel  supplier.  And, 
in  the  last  ten  years,  we  have  invested  well  over  four  billion  dollars  in 
steelmaking  alone— considerably  more  than  any  other  domestic  steelmaker, 
diversified  or  not.  We  have  modernized  and  improved  steelmaking  facilities 
and  streamlined  operations  for  maximum  productivity.  We  continue  our 
leadership  in  steel  research  and  product  innovation.  There  is,  of  course, 
more  to  do.  And  we  plan  to  do  it. 

At  U.S.  Steel,  our  commitment  is  more  than  verbal. 
Steel  is  our  last  name,  but  it  is  our  first  priority. 


UsS 


United  States  Steel.  600  Grar."  Sc..  Pittsburgh,  PA  15230. 


Taxing  Matters 


A  decade  ago  private  foundations  were 
commonly  viewed  as  evil  tax  dodges.  Now 
they  are  the  venture  capitalists  of  charity. 


Shoring  up 
foundations 


By  Jayne  A.  Pearl 

P>  resident  Reagan's  blue-rib- 
^  bon  Task  Force  on  Private  Sec- 
tor Initiatives  loves  private  foun- 
dations. Its  seven-month-old  report 
praises  these  tax-exempt  groups  as 
the  venture  capitalists  of  charity.  But 
there  is  one  obstacle  in  the  govern- 
ment's new  effort  to  encourage  such 
creative  philanthropy:  Back  in  1969 
Congress  cracked  down  on  founda- 
tions to  stop  their  use  as  tax  dodges. 

That  tough  stance  is  at  odds  with 
the  task  force  recommendations,  and 
there  is  growing  sentiment  on  Capitol 
Hill  in  favor  of  easing  the  1969  restric- 
tions. Among  the  most  onerous: 

1.  Limiting  gifts  to  private  founda- 
tions to  20%  of  a  donor's  income, 
even  though  no  such  rule  applies  to 
contributions  to  public  charities. 

2.  Levying  an  unusual  excise  tax  on 
private  foundations  to  cover  IRS  au- 
diting costs.  This  charge  was  reduced 
from  4%  of  net  investment  income  to 
2%  in  1978,  but  it  still  brings  in  more 
money  than  the  IRS  spends  each  year 
to  regulate  exempt  organizations. 

3.  Imposing  a  payout  rule  that 
forces  foundations  to  make  grants. 
Liberalized  in  1981,  this  provision  re- 
quires that  annual  charitable  contri- 
butions reach  at  least  5%  of  total 
assets. 

It's  still  too  early  to  guess  how 
these  restrictions  might  be  relaxed. 
Indeed,  some  critics  still  harbor 
healthy  skepticism  about  foundations 
altogether  as  vehicles  for  philanthro- 
py. "What  the  private  foundations 
don't  say  is  that  they  have  assets  of 
$48  billion,  and  only  $3  billion  a 
year — 6.3% — is  getting  out  into  the 
charitable  world,"  argues  one  con- 


gressional staffer.  "How  many  donate 
more  than  the  required  5%,  and 
where's  the  money  going?" 

There  are  other  objections,  too. 
Critics  of  the  nation's  22,000  private 
foundations  claim  that  too  many 
grants  wind  up  being  paid  out  to  es- 
tablished charities  rather  than  to 
newer,  community-based  groups,  as 
the  Reagan  task  force  envisioned. 
"Many  foundations  today  are  tied  to 


the  elite  academic  world,"  says  Rob- 
ert Bothwell,  head  of  the  National 
Committee  for  Responsive  Philan- 
thropy. "They'd  rather  work  with  aca- 
demics than  with  activists." 

Recent  research  by  the  Foundation 
Center,  a  clearinghouse  of  grant-mak- 
ing data,  seems  to  back  that  up.  It 
found  that  last  year  42%  of  private 
foundation  grants  went  to  established 
educational  institutions  and  another 
16%  went  to  cultural  and  religious 
groups.  Only  18.5%  went  to  direct 
service  agencies.  If  that's  an  accurate 
picture,  foundations  may  simply  be 
another  layer  of  administrative  costs 


in  a  charitable  system  that  is  already 
top-heavy  and  inefficient. 

So  the  debate  rages  on.  The  organi- 
zations that  will  be  affected  most  are 
not  such  large,  well-known  entities  as 
the  Ford  and  Rockefeller  foundations. 
Instead,  easing  the  current  rules  will 
have  the  greatest  impact  on  thou- 
sands of  smaller,  family-  and  com- 
pany-backed foundations  that  support 
the  causes  everyone  else  forgets. 

The  likely  outcome:  Expect  the  Ad- 
ministration to  make  a  strong  case  for 
small  foundations  as  a  sort  of  venture 
capital  system  to  serve  specific  local 
needs.  It's  all  part  of  the  general  Rea- 
gan goal  of  moving  power  away  from 
bureaucrats  and  administrators  and 
closer  to  the  people.  "Private  founda- 
tions could  be  the  perfect  bridge  be- 
tween the  public  and  private  sectors," 
says  Joseph  DioGuardi,  a  partner  at 
Arthur  Andersen  &.  Co.  "It's  possible, 
however,  that  the  folks  who  run  them 
are  not  taking  enough  risks  because 
they  are  intimidated  by  the  tax  rules." 

Easing  those  restrictions  is  a  contri- 
bution that  could  benefit  everyone. 


No  kidding  around — or  else 

So  you  have  heard  that  the  tax  court 
often  can  be  kinder  to  the  taxpayer 
than  it  is  to  the  IRS,  and  you  are 
thinking  about  contesting  an  IRS  de- 
cision. Think  again.  Thanks  to  Con- 
gress, tax  court  judges  can  now  award 
the  government  up  to  $5,000  in  dam- 
ages from  the  taxpayer  who  takes  a 
case  to  tax  court  and  loses.  The  dam- 
ages used  to  be  limited  to  $500. 

Sound  unfair?  Actually,  the  taxpay- 
er with  a  reasonable  case  who  wants  a 
a  prompt  decision  may  benefit.  This 
new  rule  was  designed  to  discourage 
tax  protesters  who  regularly  file  fanci- 
ful claims  to  delay  payment.  "They 
were  jamming  the  courts,"  says  one 
Washington  tax  attorney.  "The  judges 
got  angry." 

According  to  former  IRS  Com- 
missioner Mortimer  Caplin,  now 
of  Caplin  &  Drysdale,  Chartered,  the 
new  fine  won't  be  applied  to  most 
cases  brought  to  the  tax  court.  "They 
have  to  be  pretty  far-out  cases  before 
you  trigger  the  penalty,"  he  says. 

What's  far-out?  The  taxpayer  will 
have  to  decide  that  for  himself.  There 
is  no  legislative  comment  to  guide  the 
IRS  and  the  tax  court  in  their  applica- 
tion of  the  law.  "There  is  some  possi- 
bility," cautions  Robert  Ras,  assistant 
general  counsel  for  Arthur  Young, 
"that  if  you  argue  a  particularly  novel 
point  of  view,  the  government  may 
claim  you  have  a  frivolous  suit  and 
seek  the  penalty." — Neal  Koch 
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Can  Willie  and  Vaughn  and  the  boys  get 
Harley,  the  last  American  motorcycle  com- 
pany, back  on  the  highway? 


Thunder  road 


By  Steve  Kichen 


Willie,  the  vice  president  for 
design,  is  a  biker — as  in  long 
hair  and  beard,  leather  jacket 
and  big  Harley-Davidson.  Vaughn 
Beals,  the  chairman  and  CEO,  is  a 
grandfather,  55,  who  would  look  more 
at  home  behind  a  high  school  princi- 
pal's desk  than  on  a  motorcycle. 

Both  men,  and  many  of  the  execu- 
tives they  work  with, 
have  sunk  all  of  their 
pride  and  a  lot  of  their  per- 
sonal fortunes  into  rescu- 
ing the  quintessential 
American  bike,  the  Har- 
ley-Davidson, from  the 
scrap  heap.  The  first  time 
Vaughn  got  on  a  Harley, 
grins  Willie,  "he  was  like 
a  16-year-old  who  just  got 
his  license." 

For  Willie  it's  more 
than  pride  or  livelihood. 
His  last  name  is  David- 
son, as  in  Harley-David- 
son Motor  Co.  His  grand- 
father cofounded  the  com- 
pany in  1903.  His  father 
took  it  public  in  1965,  and 
AMF  bought  it  in  1969. 
Willie,  now  49,  has 
worked  there  most  of  his 
life.  "I'm  one  of  the  few 
people  fortunate  enough 
to  be  able  to  marry  my 
interest,"  says  Willie.  His 
wife  and  children  ride 
Harleys,  of  course. 

He  and  Vaughn  and  the 
others  bought  back  the 
company  in  a  leveraged 
buyout  for  approximately 
$80  million  two  years  ago. 
AMF  had  run  unit  sales  up 
but  also  threatened  to  run 
the    company    into  the 


ground  by  not  investing  enough  in 
new  tooling.  As  Cycle  World  put  it, 
"Some  of  the  hardware  found  on  Har- 
ley-Davidsons  looked  as  if  it  were 
hammered  out  of  iron  ore  by  rock- 
wielding  natives  along  the  shores  of 
the  Milwaukee  River." 

The  name  Harley-Davidson  has  al- 
ways been  synonymous  with  a  heavy, 
powerful,  macho  sort  of  bike.  If  it  was 
ponderous,  noisy  and  left  something 


hti  Bccds  (i> id  Willie  Daridson 


Uneasy  riders  in  a  race  against  time. 


to  be  desired  in  handling  and  suspen- 
sion, so  much  the  better:  "This  bike  is 
not  for  wimps  and  little  kids.  This 
bike  is  for  driving  through  brick 
walls,"  roars  William  (Wild  Bill! 
Groth,  a  former  Harley  owner.  So  ob- 
solescence did  not  matter,  as  long  as 
the  Japanese  were  busy  in  non-Harley 
markets.  Their  cheaper  bikes  were 
converting  college  kids  and  other  nice 
people  who  would  have  been  afraid  or 
thought  it  too  scandalous  to  ride  a 
Harley  "hog." 

But  AMF  stayed  too  long  with  slow, 
costly  hand-machining  of  its  motors, 
while  the  lapanese  geared  up  for  low- 
cost  volume  production.  And  it  didn't 
respond  fast  enough  to  the  Honda 
Gold  Wing,  which  appeared  in  1975 
with  a  host  of  innovations.  That  be- 
came the  new  standard  in  the 
"dressed-up"  touring  market  formerly 
dominated  by  the  "hogs." 

By  1981  AMF  saw  the  handwriting 
on  the  wall.  That  year  new  Hondas 
and  Yamahas  took  dead  aim  at  their 
market,  offering  V-engine  look-alikes 
with  modern  goodies  the  Harleys 
didn't  have:  shaft  drive,  water  cool- 
ing, advanced  suspensions  and  digital 
readouts.  They  were  also  better 
made — and  had  price  tags  averaging 
S  1,500  less  than,  say,  Har- 
ley-Davidson's  S4,100 
popular  XLH  Sportster. 

The  new  owners  were 
well  aware  of  the  impend- 
ing disaster.  Vaughn  had 
been  gritting  his  teeth  and 
running  the  operation  for 
several  years.  But  things 
quickly  went  from  bad  to 
desperate.  The  new,  big 
lapanese  bikes,  from  zero 
in  1980,  won  an  estimated 
19.4%  of  the  heavyweight 
V-engine  market  in  1982. 
The  recession  hit,  and  the 
Japanese,  confronted  with 
a  1  '/>-to-2-year  inventory 
they  couldn't  get  rid  of, 
cut  prices  below  any- 
body's cost.  Harley's  share 
of  the  total  heavyweight 
market  dropped  from 
20.4%  in  1979  to  14.3% 
on  1982  sales  of  an  esti- 
mated S200  million.  They 
lost  around  SI  million  be- 
fore writeoffs. 

Management  knew 
what  had  to  be  done.  At 
the  factory  they  have  cut 
their  break-even  point 
from  53,000  to  35,000,  in- 
stituted near-Japanese 
levels  of  quality  control 
and  increased  R&D  as 
much  as  they  dared.  Har- 
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ley  eked  out  a  small  profit  in  the  first 
quarter  of  1983  and  is  expected  to 
break  even  for  the  year.  To  buy  time 
in  the  marketplace,  they  got  a  tempo- 
rary additional  tariff  out  of  Washing- 
ton— maybe  it  got  more  notoriety 
than  it  deserves — that  starts  at  45% 
and  drops  to  zero  in  1988.  No  cure, 
but  a  sporting  chance. 

The  new  Harley  FXR  series,  re- 
leased in  1982,  gets  high  praise  from 
motorcycle  magazines — rare  for  Har- 
ley in  the  AMF  past.  Willie  and 
Vaughn  are  now  working  on  a  stream 
of  upgrades  for  other  models. 

And  they  have  one  big  advantage: 
staying  in  very  close  touch  with  their 
clientele.  They  have  the  well-coordi- 
nated Harley  Owners  Group  (H.O.G. 
for  short).  Davidson,  Beals  and  other 
key  Harley  executives  bike  to  motor- 
cycling events  and  dealers  around  the 
country.  "I  can't  imagine  the  presi- 
dent of  Honda  touring  the  country  to 
find  out  what  people  think  of  his 
bikes,"  says  Willie. 

It  helps  to  have  motorcycles  in  your 
blood.  "This  is  an  irrational,  emotion- 
al, hobby,  sport-type  business  for 
which  you  need  a  sixth  sense,"  sums 
up  Willie  Davidson.  By  which  he 
means  cycles  are  cyclical,  seasonal, 
highly  competitive  and  vulnerable  to 
changing  style,  taste  and  technology. 
And  that's  in  the  good  years. 

Davidson  shows  a  visitor  into  his 
cork-paneled,  memento-decorated  of- 
fice in  Harley's  third-floor  design  stu- 
dio. It  looks  like  a  motorcyclist's  fan- 
tasy. ("I  like  working  in  the  dark,"  he 
says  of  the  black  Venetian  blinds.)  He 
lays  out  the  strategy  and  the  prob- 
lems, which  are  big.  Harley  badly 
needs  a  brand-new  model  in  both  its 
traditional  market  and  the  750cc  to 
900cc  bikes,  the  next  smaller  and  less- 
expensive  range  below  the  "hogs." 


And  it  must  have  a  powerful,  high- 
volume-production,  low-cost  engine. 

The  model  is  already  there,  still 
carefully  under  wraps  and  dubbed 
NOVA.  And  Harley  even  has  the  en- 
gine, designed  by  Porsche  but  not  yet 
produced.  "This  bike  will  get  us  a 
bigger  piece  of  the  market,"  says  Wil- 
lie. "NOVA  more  than  matches  the 
Japanese."  The  Porsche  engine  is  a 
godsend:  It  saves  years  of  design  time 


By  Jean  A.  Briggs 

T|  here's  lots  more  money  yet  to 
be  lost  in  the  telecommunica- 
tions industry.  Sure,  the  indus- 
try is  appealing.  It  is  huge.  Nearly  $4 
billion  worth  of  telephone  switches 
alone  were  sold  last  year,  to  say  noth- 
ing of  transmission  equipment,  earth 
stations,  cellular  radios.  It  is  glamor- 
ous. It  seems  to  be  wide  open  with  the 
AT&T  breakup.  And  it  is  growing — 
perhaps  not  as  fast  as  in  the  early 


and  is  something  Harley's  market 
will  buy.  "There  are  a  lot  of  guys  who 
would  rather  chop  off  a  finger  than 
ride  a  Japanese  bike,"  says  an  under- 
standably biased  Harley  parts-man- 
ager about  Japanese-built  engines. 

There's  just  one  problem:  where  to 
get  the  $15  million  to  $18  million  to 
put  NOVA  out  onto  the  streets.  And 
get  it  fast  because,  if  the  check  came 
tomorrow,  it  would  take  two  years  to 
get  the  new  bikes  into  Harley  show- 
rooms. The  five-year  tariff  is  on  a  slid- 
ing scale,  and  the  minutes  keep  tick- 
ing away  on  Willie's  Harley-em- 
blemed  custom  quartz  Omega  watch. 
Their  personal  fortunes  don't  extend 
to  another  $18  million. 

If  they  solve  that  problem,  Willie 
Davidson  and  Vaughn  Beals  will  put 
their  machines  back  into  close  con- 
tention and  cut  the  price  premium 
down  to  what  they  think  the  product 
deserves.  Until  then,  they  have  to  be 
rated  a  long  shot.  Maybe  a  very  long 
shot.  Willie  fiddles  with  a  heavy  gold 
ring  that  might  imprint  the  Harley- 
Davidson  emblem  on  some  Yamaha 
dealer's  jaw  if  Willie  weren't  a  soft- 
spoken  family  man.  He  remembers 
jumping  in  two  years  ago  with  no 
certainty  that  they  could  get  as  far  as 
they  already  have.  ■ 


years  of  competition,  but  there  is 
plenty  of  equipment  out  there  that 
needs  replacing  as  automated  work 
stations  displace  telephones  and  type- 
writers in  offices  around  the  country. 

But  for  a  good  many  companies  the 
promise  of  telecommunications,  spe- 
cifically of  the  switch  business,  will 
probably  prove  illusory.  Indeed,  the 
shakeout  has  already  begun. 

TRW,  for  example,  which  pur- 
chased Vidar  back  in  1975,  dropped 
out  of  the  business  this  year  (see  p. 


If  you  think  the  breakup  of  AT&T  means 
opportunity  for  telephone  equipment  mak- 
ers, think  again.  The  market  is  already 
overcrowded. 

Shakeout 
in  progress 
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Guess  who  just  bought  a  computer? 


7  looked  at  six  different 
computer  companies. 
Tm  sure  glad  I  chose  IBM." 


"There  were  more  than 
1,000  programs 
I  could  run  on  the 
IBM  Personal  Computer. 
That  convinced  me." 


Up  and  down  Main  Street,  owners  of  small  businesses  have 
come  to  the  same  conclusion -they  need  a  computer. 

But  there  are  others  who  still  have  questions:  about  price,  for 
instance.  Or  service.  Or  ease  of  use. 

sre  you  to  know  that  IBM  has  a  wide  range  of 
computers        ,an  do  data  processing,  word  processing,  or  both. 
And  that  each       21  is  designed  and  priced  specifically  for  small 
businesses. 

You'll  be  glad  to  know  that  each  system  is  easy  to  learn  and 
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"7  was  pleasantly  surprised 
at  the  wide  range  of  choices 
IBM  offered  a  small  business 
like  mine." 


"IBM  has  a  reputation 
for  quality. 
That's  important 
to  a  business  my  size." 


I  tried  out  an 
IBM  machine  in  person. 
It  was  easy  to  use." 


"IBM  has  training  programs 
and  seminars  thai  help 
first-time  users  learn 
how  to  run  the  computer." 


"We  needed  a  company 

that  could  show  us 

how  to  grow  using  a  computer. 

How  to  manage  our  new  system, 

add  to  it,  get  the  most  out  of  it. 

So  we  chose  IBM" 


"I  wanted  a  company  with 
a  reputation  for  service. 
That's  why  I  picked  IBMr 


*sy  to  use -and  IBM  will  help.  You'll  be  happy  to  know  that  IBM 
as  programs  available  that  were  written  especially  for  small 
usinesses-  programs  that  have  been  proved  and  refined  in 
?tual  use. 

Finally,  IBM  experience  and  service 
"e  close  at  hand,  wherever  you  live  or  work. 
All  this  is  part  of  the  IBM  difference. 

It's  a  difference  the  FORTUNE  500  has  been  appreciating  for  years. 
Now  it's  Main  Street's  turn.  = 


For  a  free  brochure, 
"Small  Systems  from  IBM"  write: 
IBM,  "Main  Street  USA;' 
Box  09,  Armonk,  W 10504. 


Will  today's  winners  be  tomorrow's? 


There  is  no  standing  still  in  the  telephone- 
switching  business.  Below,  market  share  data 
from  1980  and  1982  for  the  top  companies  in 
five  market  segments — key  systems,  small, 


medium  and  large  PBXs  and  digital  central 
office  switches.  Note  the  changes  over  two 
years.  Next  year  the  names  and  numbers 
could  well  be  different. 


Supplier 

Key  telephone 
systems 
1980  1982 

PBX 

under  100  lines 
1980  1982 

PBX 

100-400  lines 
1980  1982 

PBX 

400  •  lines 
1980  1982 

Digital 

central  office 
1980  1982 

Western  Electric 

54% 

39% 

25% 

7% 

51% 

33% 

60% 

29% 

0% 

0% 

Northern  Telecom 

2 

3 

6 

4 

5 

13 

14 

23 

45 

60 

Bnlm 

NA 

NA 

8 

11 

17 

20 

5 

9 

NA 

NA 

Mitel 

NA 

NA 

21 

36 

2 

0 

0 

NA 

NA 

Siemens 

NA 

0 

9 

10 

3 

4 

0 

NA 

NA 

Fujitsu 

NA 

NA 

5 

6 

3 

6 

0 

0 

NA 

NA 

United  Technologies 

NA 

NA 

0 

1 

2 

9 

NA 

NA 

Plessey 

NA 

NA 

0 

0 

0 

0 

22 

16 

ITT 

17 

19 

4 

0 

0 

12 

8 

NEC 

4 

5 

3 

5 

2 

3 

3 

8 

12 

10 

TIE/communications 

8 

16 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

Iwatsu 

3 

6 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

Others 

12 

12 

23 

17 

19 

18 

16 

22 

9 

6 

Total 

100 

100 

100 

100 

100 

100 

100 

100 

100 

100 

•Less  than  1% 


Source  Sortbern  Business  Information 


102).  More  recently  Rockwell  Interna- 
tional decided  to  get  out,  looked  for  a 
buyer  for  a  chunk  of  its  Wescom  sub- 
sidiary, which  it  purchased  in  1980, 
and  when  one  didn't  materialize, 
closed  the  doors. 

General  Dynamics  did  find  a  buyer 
when  it  decided  to  exit  the  business. 
It  sold  most  of  its  Stromberg-Carlson 
unit  to  United  Technologies,  which 
in  turn  sold  the  central  office  portion 
of  SC  to  Britain's  Plessey. 

Another  dropout  was  Datapoint.  It 
had  announced  its  intention  to  pro- 
duce a  digital  switch  three  years  ago 
and  put  together  a  special  team  to 
develop  it.  But  the  company  threw  in 
the  towel  in  May.  (To  date,  despite  all 
the  talk  about  the  coming  together  of 
telephones  and  computers,  no  data 
processing  company  has  succeeded  in 
the  switch  market,  and  no  telephone 
equipment  producer  has  succeeded  in 
data  processing.  One  of  the  few  com- 
panies equally  strong  in  both  of  these 
areas  is  Nippon  Electric,  but,  as  Fran- 
cis Mclnerney,  vice  president  of 
Northern  Business  Information,  a 
market  research  firm,  points  out, 
even  that  company  has  not  yet  put  it 
all  together.) 

Despite  the  bloodletting,  life  hasn't 
gotten  any  easier  for  the  survivors.  If 
anything,  it  is  even  more  competitive 
than  before.  At  the  moment,  as  the 
chart  above  makes  clear,  it's  still  pos- 
sible to  think  in  terms  of  market  seg- 
ments and  leaders  against  Western 
Electric  in  those  segments.  Consider 
PBXs,  or  private  branch  exchanges, 
the  switches  located  on  customer 


premises.  Mitel  is  clearly  the  leader  in 
the  small  PBX  market,  Rolm  in  the 
midsize  market  and  Northern  Tele- 
com in  the  large-size  PBX  market. 
Northern  Telecom  is  also  the  leader 
in  the  digital  central-office  switch 
market.  TIE/Communications, 
which  sells  equipment  made  by  Ja- 
pan's Nitsuko,  and  ITT  are  the  ones  to 
beat  in  key  systems  (push-button  tele- 
phones with  several  lines).  But  the 
picture  is  not  likely  to  remain  static. 
Market  positions  could  continue 
changing  as  rapidly  as  they  did  be- 
tween 1980  and  1982.  NEC,  for  exam- 
ple, has  continued  its  gains  this  year, 
as  has  United  Technologies.  A  rela- 
tive newcomer  nurtured  by  Exxon 
called  Intecom  has  also  made  gains. 

The  current  leaders  aren't  sitting 
content.  They  are  attacking  each  oth- 
er's markets  and  price-cutting  like 
mad.  Their  goal  is  to  gain  as  much 
market  share  as  possible  now  before 
the  AT&T  subsidiaries,  Western  Elec- 
tric and/or  the  new  American  Bell,  get 
their  acts  together  and  devise  strate- 
gies to  protect  and  increase  their  re- 
maining market  share. 

Price-cutting,  of  course,  is  not  pecu- 
liar to  the  telephone  switching  mar- 
ket. But  the  PBX  makers  have  another 
big  reason  to  do  it.  If,  as  every  one  of 
them  predicts,  the  PBX  becomes  the 
hub  of  automated  offices,  a  sale  today 
could  mean  plenty  of  add-on  equip- 
ment in  the  future. 

Neither  the  casualties  nor  the 
price-cutting  has  dissuaded  newcom- 
ers. Some  well-established  European 
companies,  such  as  France's  CIT-Al- 


catel  and  Thompson-C.S.F.,  Britain's 
Plessey  and  Sweden's  L.M.  Ericsson, 
have  entered  the  market,  as  have 
some  younger  homegrown  startups: 
CXC,  set  up  in  1981  in  Irvine,  Calif., 
promising  deliveries  this  fall,  and  Ztel 
Corp.  of  Andover,  Mass.,  next  spring. 

The  newcomers  are  betting  they 
can  build  a  better  mousetrap — that 
the  switch  they  envision  will  be  so 
much  better  than  those  "old  technol- 
ogy" switches  from  the  Seventies  that 
the  world  will  beat  a  path  to  their 
door.  Trouble  is,  as  both  Mitel  and 
ITT  have  found  out,  the  new  switch  is 
no  easy  thing  to  build.  Both  compa- 
nies have  had  to  announce  delays,  and 
ITT  will  spend  nearly  SI  billion  on  its 
project. 

The  idea  is  to  leapfrog  the  estab- 
lished companies  technologically.  But 
do  customers  care?  Some  market 
watchers  are  convinced  that  custom- 
ers now  are  far  more  interested  in 
reliability  and  service  than  in  faster 
and  more  versatile  switches. 

If  that's  true,  the  race  could  go  to 
the  likes  of  Northern  Telecom  and 
Rolm,  which,  of  course,  was  recently 
blessed  when  IBM  purchased  15%  of 
its  shares. 

Or  not.  There  are  plenty  of  other 
people  out  there  trying  to  take  it  away 
from  them. 

That's  the  trouble  with  markets  so 
clearly  on  the  side  of  history  that 
practically  everyone  is  aware  of  them. 
These  companies  may  be  first-rate 
outfits.  Some  are  superb.  But  you 
should  thmk  hard  before  shelling  out 
40  times  earnings  for  any  of  them.  ■ 
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Introducing  a  new 
breed  of  Bulldog. 


Here  comes  Mack  Ultra-Liner®. 
It's  a  lot  more  Bulldog.  And  a 
whole  lot  more  than  just  another 
truck. 

It's  the  cabover 
concept  reengineered 
from  the  roofline  to  the 
road.  Aerodynami- 
cally  efficient.  Light- 
weight, yet  incredibly 
strong.  Incomparably  spacious 
inside.  And  revolutionary 
throughout. 

A  Revolutionary 
Cabover  Design 

The  sleek,  rugged  Maxi-Glas" 
cab  defies  rust  and  corrosion.  It 


seals  out  noise  and  weather.  It's 
easy  to  repair.  And  an  exclusive 
structural  cage  provides  unique 
driver  protection. 

Inside,  it's  smooth, 
comfortable  and  quiet. 
And  a  truly  productive 
environment. 


'   The  human  engineering 
y  is  obvious.  The  windshield 
is  distortion  free.  The 
two-spoke,  soft-feel  wheel 
tilts  and  telescopes.  All 
instruments  and  controls 
are  TMC  positioned  for 
ideal  visibility  and  reach. 

The  patented  new  shifter  in 


the  Ultra-Liner  model  is  a  break- 
through in  "breakaway"  design. 

The  environmental  system 
combines  heating,  defrosting  air 
circulation  and  optional  air  con- 
ditioning into  one,  highly  efficient 
unit. 

Trim  levels  range  from  func- 
tional all  the  way  to  the  ultimate 
in  luxury. 

Add  up  all  the 
standard  features 
and  you've  got  a 
COE  that  sets  new 
standards  for  the 
industry. 

Best  of  All  It's  Got 
Balanced  Design 

Ultra-Liner  is  built  according  to 
Mack's  Balanced  Design  concept. 
With  proven  Mack  components 
working  together  for  the  greatest 
efficiency. 

You  can  choose  Mack  Econo- 
dyne®  engines.  You  can  choose 
our  new  T-200  series  transmis- 
sions. Or  if  you  prefer,  you  can 
choose  from  a  selection  of  popu- 
lar components  from  other 
manufacturers. 

'Built  Like  a  Mack  Truck"® 

Those  are  proud  words.  And 
no  matter  how  you  look  at  it, 
Ultra-Liner  has  been  built  to 
produce.  And  to  keep  on  pro- 
ducing, mile  after  mile. 

Mack  Ultra-Liner.  Starting  to- 
day, every  other  cabover  on  the 
road  will  have  to  play  catch-up. 


Mack 

TRUCKS 


What  America  needs  is  less  bull  and  more  Bulldog. 


Numbers  Game 


In  the  near  corner,  Arthur  Andersen.  In  the 
far  corner,  Coopers  &  Lybrand.  And  the 
referee  hasn  't  shown  up  yet. 

Take  your  fees 
and  come  out 
fighting 


By  Walecia  Konrad 


ONE  OF  THE  GREAT  business 
myths  is  that  accounting  rules 
are  fixed  and  clear-cut.  Noth- 
ing could  be  further  from  the  truth,  as 
the  recent  takeover  battle  between 
Northwest  Industries  and  Pogo  Pro- 
ducing Co.  demonstrates.  In  a  suc- 
cessful attempt  to  escape  Northwest, 
Pogo  attacked  its  suitor's  accoun- 
tants. The  fighting  that  followed  pro- 
vides a  rare  insight  into  how  subjec- 
tive the  profession  really  is.  The  mes- 
sage: Get  the  right  accounting  firm, 
and  you  get  the  opinion  you  want. 

The  bickering  involves  a  $38  mil- 
lion writeoff.  Pogo  claims  Northwest 
overstated  its  earnings  by  not  taking 
the  charge  in  1982.  Arthur  Andersen, 
however,  audits  both  firms.  So  Pogo 
hired  Coopers  &  Lybrand  to  take  its 
side  in  court. 

The  controversy  had  its  ori- 
gins in  1981  when  Northwest 
acquired  20%  of  Pogo's  stock. 
Naturally,  Northwest  used  equi- 
ty accounting  to  show  20%  of 
Pogo's  earnings  on  its  income 
statement.  So  far,  so  good.  But 
Northwest  paid  some  $77  mil- 
lion over  book  value  for  its  Pogo 
holdings.  Ordinarily,  a  company 
would  write  off  most  of  that  $77 
million  as  goodwill  over  40 
years.  But  you  can 't  use  goodwill 
that  way  for  oil  and  gas  acquisi- 
tions. Northwest  3  show 
that  Pogo's  assets  worth 
$77  million  more 
book  value  and  then  allocate 


that  only  $10  million  of  the  $77  mil- 
lion was  in  proved  reserves,  while 
Pogo  says  $32  million  was  proved. 
Since  unproved  properties  are  not  de- 
preciated, while  proved  properties  are, 
the  more  reserves  Northwest  could 
claim  were  unproved,  the  better  its 
earnings  would  be.  How  much  better? 
Three  million  dollars  a  year  in  depreci- 
ation, according  to  Pogo. 

And  that's  only  the  beginning.  A 
major  point  of  contention  involves 
the  SEC  requirement  that  all  oil  and 
gas  producers  perform  a  so-called  ceil- 
ing test  to  make  sure  the  cost  assigned 
to  proved  properties  acquired  by  a 
company  does  not  exceed  their  fair 
value  as  calculated  by  the  SEC.  If  a 
firm  fails  that  ceiling  test,  it  must 
take  an  immediate  writedown.  Good 
logic:  If  someone  has  overpaid  for  an 
asset,  why  should  he  be  able  to  depre- 


that  $77  million  t 
unproved  oil  and  ga^  \ 
That's  where  tfiL 
started  flying.  Northwi. 


ciate  it  and  save  money  on  taxes? 

Pogo  says  Northwest  failed  to  per- 
form a  ceiling  test.  And  when  Pogo  had 
Coopers  &  Lybrand'soil  andgasexpert, 
Alan  May,  run  such  a  test,  he  decided 
that  Northwest  had  overstated  the  val- 
ue of  proved  reserves  by  $38  million. 
That  required  $38  million  in  writeoffs. 
How  could  Northwest  have  made  such 
an  error?  May  dismisses  the  very  idea 
that  there  was  any  purposeful  juggling 
of  the  books.  "Arthur  Andersen's  Chi- 
cago partner  and  Northwest, "  he  spec- 
ulates, "probably  didn't  know  much 
about  oil  and  gas  accounting." 

Garen  Bohlin,  AA's  engagement 
partner  for  Northwest,  disagrees,  and 
attacks  May's  figures.  Bohlin  makes 
two  points:  Pogo  had  far  less  in  proved 
reserves  than  it  claimed.  And  he  says 
that,  according  to  Pogo's  own  annual 
reports,  it  was  going  to  receive  at  least 
$95  million  in  income  from  proved 
reserves.  Even  though  Northwest 
could  claim  only  20%  of  this  amount, 
it  was  enough  to  prove  that  those  re- 
serves' fair  value  wasn't  sufficient  to 
present  a  ceiling  test  problem. 

Who  is  right?  Good  question.  Oil 
and  gas  accounting  is  perhaps  the 
murkiest  area  in  a  normally  murky 
profession.  The  Texas  judge  who  pre- 
sided when  Pogo  sought  (unsuccess- 
fully) to  get  an  injunction  against 
Northwest  decided  that  this  account- 
ing hassle  wasn't  relevant  to  the  take- 
over battle.  But  the  fracas  didn't  go 
unnoticed  by  the  SEC.  Forbes  has 
learned  that  the  SEC  subsequently 
discussed  the  matter  with  Northwest. 
At  the  same  time,  Northwest's  clos- 
ing of  a  $100  million  debenture  offer 
was  held  up  for  eight  days  so  North- 
west could  review  its  account- 
ing. There  was  no  clear  link  be- 
tween the  SEC's  concerns  and 
Northwest's  delay — no  changes 
were  made  in  the  prospectus — 
but  it  surely  reflected  some 
anxiety.  An  eight-day  delay  in  a 
volatile  time  for  interest  rates  is 
ho  joke. 

Whether  Northwest  should 
have  taken  a  S38  million  write- 
off, of  course,  isn't  the  main 
point  of  this  story.  Instead,  it's 
the  spectacle  of  two  Big  Eight 
accounting  firms,  each  armed 
with  high-priced  talent  and 
mountains  of  regulations,  pub- 
licly saying  that  the  other  is 
wrong.  That's  worth  remember- 
ing when  you  look  at  an  annual 
report  and  think  the  auditor's 
signature  means  the  numbers 
 are  unquestionably  right.  ■ 
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This  advertisement  is  neither  an  offer  to  sell  nor  a  solicitation  of  offers  to  buy  these  securities. 
The  offer  is  made  only  by  the  Prospectus. 


6,200,000  Shares 

Erbamont  N.V. 

(A  Netherlands  Antilles  Corporation) 

Common  Stock 

($4.00  par  value) 


Price  $18  Per  Share 


June  22,  1983 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  only  from  such  of  the 
several  Underwriters  as  may  lawfully  offer  these  securities  in  such  State. 


Wertheim  &  Co.,  Inc. 

Bear,  Stearns  &  Co.  The  First  Boston  Corporation  A.  G.  Becker  Paribas 

Incorporated 

Blyth  Eastman  Paine  Webber    Alex.  Brown  &  Sons    Dillon,  Read  &  Co.  Inc. 

Incorporated 

Donaldson,  Lufkin  &  Jenrette      Drexel  Burnham  Lambert     Goldman,  Sachs  &  Co. 

Securities  Corporation  Incorporated 

Hambrecht  &  Quist  E.  F.  Hutton  &  Company  Inc. 

Incorporated 

Kidder,  Peabody  &  Co.  Lazard  Freres  &  Co. 

Incorporated 

Lehman  Brothers  Kuhn  Loeb         Merrill  Lynch  White  Weld  Capital  Markets  Group 

Incorporated  Merrill  Lynch,  Pierce,  Fenner  &  Smith  Incorporated 

Prudential-Bache  L.  F.  Rothschild,  Unterberg,  Towbin 

Securities 

Salomon  Brothers  Inc  Shearson/American  Express  Inc. 

Smith  Barney,  Harris  Upham  &  Co.  Dean  Witter  Reynolds  Inc. 

Incorporated 

A.  G.  Edwards  &  Sons,  Inc.  Montgomery  Securities  Oppenheimer  &  Co.,  Inc. 
Robertson,  Colman  &  Stephens  Thomson  McKinnon  Securities  Inc. 


CREATING  MONEY  FOR  BUSINESS  (READING  TIME:  6V2  MINUTES) 


Squeezing  every  last  dollar  from 
the  true  value  of  your  business— when  yoi 
thought  there  wasn't  much  to  squeeze 


GeNERAL  ELECTRIC  CREDIT  CORPORATION  can  fund  a  major  project 
financing  package  entirely  in -house. 

At  first  glance,  this  may  not  seem  startling  until  you  realize  that  other 
financial  institutions  must  go  through  the  complex,  time-consuming  steps  of 
negotiating  and  syndicating  hoth  construction  and  permanent  financing— and 
there  are  lotsoi  steps. 

Thus,  if  your  company  has  a  big  idea  whose  success  depends  on  fast, 
creative  financing,  there  is  a  considerable  advantage  in  having  GECC  as  your 
financial  source. 

Consider  our  relationship  with  Power  Systems  Engineering,  Inc.  Then 
read  on  for  other  examples  of  how  we  tailor-make  each  financial  package. 


How  GECC  helped 
Power  Systems  make  cold 
cash  out  of  hot  air 

When  GECC  first  scouted  Power 
Systems,  the  small  Texas  company 
proposed  to  design,  build,  and  oper- 
ate a  plant  that  would  recover  waste 


heat  generated  by  a  supplier  of  cal- 
cined coke.  Calcined  coke  is  a  petro- 
leum refinery  by-product  essential  to 
the  production  of  aluminum. 

They  would  convert  the  heat 
energy  (equivalent  to  some  2,000  bar- 
rels of  oil  a  day)  into  steam  and  sell  it 
to  a  major  oil  refinery,  a  large  user  of 


steam.  As  a  bonus,  Power  Systenl 
would  generate  enough  electricity  1 
run  its  own  heat  recovery  system 
Any  surplus  would  be  sold  to  a  loe; 
utility. 

If  GECC  had  rated  Power  Sy: 
terns  on  the  basis  of  its  credit  woi 
thiness— the  traditional  bankin 
measurement— their  balance  she* 
could  not  have  justified  the  amour 
of  credit  necessary  to  build  the  plan 

But  GECC's  reputation  has  n< 
been  made  within  the  narrow  halls  c 
orthodoxy. 

We  did  more  than  analyze  Powe 
Systems'  ability  to  repay  the  loan;  w 
peered  into  the  future  to  see  how  we 
the  project  would  do  based  on  it 
long-term  contracts. 

Was  this  technology*  sound  am 
dependable?  Yes.  Would  their  pricin 
structure  provide  sufficient  cash  flo\ 
to  cover  lease  payments,  even  in  ligh 
of  oil  and  natural  gas  prices?  Yes 
Would  long-term  demand  for  alumi 
num  survive  the  industry's  curren 
difficulties  due  to  the  worldwide 
recession?  Yes.  Was  an  acceptable 
substitute  for  calcined  coke  in  th 
aluminum  electrolytic  process  likel; 
to  be  discovered?  No. 

Satisfied,  GECC  created  thi 
package  for  Power  Systems:  1)  / 
two-year  $60  million  loan  to  financ 
construction  of  the  plant.  2)  Upoi 
completion,  the  loan,  plus  accrua 
interest,  will  be  capitalized  and  con 
verted  to  a  10-year  guideline  lease. 

A  $70  million  package  in  all  for  ; 
small  company  (at  the  moment  |  win 
a  blockbuster  of  an  idea.  What  mor< 
could  any  lender  ask? 

GECC  helps  U.S.  Lines 

take  the  plunge  into 
super  container  shipping 

United  States  Lines,  one  of  the  oldes 
U.S.  flag  ocean  carriers,  wanted  t 
modernize  its  fleet  by  building  cod 
tainer  ships  so  large  and  efficient  tha 
each  one  could  carry  cargo  equiva 
lent  to  a  20- mile  long  freight  train. 

Consider  the  following,  as  GECC 
did,  (and  many  other  financial 


MONEY  POURING  OUT  OF  A  SMOKESTACK:  UNRETOUCHED 
PICTURE.  To  most  observers,  nothing  appears  to  be  coming 
out  of  this  smokestack  but  waste  heat.  Power  Systems  Engi- 
neering saw  the  potential  profit  in  converting  heat  into  steam 
energy— and  GECC  saw  the  potential  in  Power  Systems. 
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HIPS  THAT  ONLY  SAIL  EAST  may  not  be  the 
ind  of  big  idea  other  financial  institutions 
ook  for.  But  GECC's  experts  assessed  U.S. 
ines  "Round-the-World"  shipping  concept 
n  the  context  of  the  worldwide  container- 
hip  market  and  found  it  promising  enough 
to  create  a  $57  million  debt  package. 

nstitutions  no  doubt  would  have) 
or  not  helping  U.S.  Lines  finance 
he  building  of  the  ships. 

?here  is  a  worldwide  recession  in 
icean  shipping.  No  one  can  predict 
vhen  it  will  end. 

Many  other  shipping  companies 
lave  large  ships  that  are  laid  up, 
Jling,  useless  to  shippers  and  hackers. 

The  choice  Asia  route  market  is 
lominated  by  foreign  shipping. 

Bottom  line:  GECC  helped 
irrange  a  financial  package  when 
nany  other  institutions  probably 
vould  not  have. 

We  were  not  naive.  GECC's 
■hipping  experts  went  the  extra  knot 
ind  scoured  the  sea  (and  the  land, 
oo,  in  USL's  case)  for  positive  fac- 
ors.  Here  is  some  of  what  we  found: 

As  much  as  two -thirds  of  the 
5acific  basin— and  the  remainder  of 
he  seas  for  that  matter— were  up  for 
Tabs  if  the  carrier  was  creative  and 
ggressive. 

GECC  believed  U.S.  Lines  was 
»oth.  To  begin  with  they  had  an 
xtraordinary  idea:  their  new  Econ- 
hips,  the  super  container  vessels, 
vould  sail  eastward  around  the 
vorld  in  a  continuous  string.  Each 
hip  would  make  predetermined  calls 
t  12  ports,  calling  at  each  port  one 
veek  after  the  last  ship  had  departed. 

This  would  virtually  eliminate 
he  problem  of  light  freight  backhaul. 

We  commissioned  a  recognized 
laval  architect  to  check  the  sound- 
less of  the  Econship's  design.  And 
he  contract  with  the  ship  builder 
vas  judged  by  us  to  be  sound. 

We  were  impressed  that  the 
ompany  had  an  efficient  land  link 
>etween  its  customers  and  shipping 
>orts  worldwide— the  carrier  owns  or 
ontrols  28,000  containers  and  12,000 
hassis. 


GECC  approved  a  $57  million  subor- 
dinated loan  for  U.S.  Lines. 

This  financing  has  made  Ameri- 
can shipping  in  general  more  compet- 
itive with  foreign  shipping.  The  new 
cargo  ships  are  more  efficient,  and 
therefore  reduce  cargo  carrying 
costs.  Result:  more  business  for  U.S. 
shipping  companies,  more  dollars 
stay  at  home. 

How  GECC  retail  credit 
helps  small  stores  get  big 
and  big  stores  become 
nationwide  chains 

GECC  finances  over  $1  billion  in 
consumer  credit  receivables  for  more 
than  7,000  retailers  throughout  the 
country. 

Our  first  objective  for  every 
retailer,  regardless  of  its  size  and  the 
merchandise  it  sells,  is  the  same: 
slash  the  turn -around  time  on  credit 
judgment. 

//  their  present  credit  system  takes 
days,  we  want  to  do  it  in  hours;  if  it 
takes  hours,  we  aim  for  minutes! 

Our  competitors  probably  think 
we're  compulsive.  But  we  never  for- 
get this  elementary  piece  of  sales- 
manship: Tell  a  prospective  customer 
you're  able  to  run  a  credit  check  on 
the  spot  and  there's  a  good  chance 
that  customer  isn't  going  to  leave 
before  you  close  the  deal. 

Two  cases  in  point:  Lowe's,  the 
nation's  largest  retailer  of  lumber 
and  building  material  products,  and 
the  fledgling  Signature  J  clothing 
store. 

Lowe's  has  235  stores  located  in 
19  states.  In  fiscal  1982,  total  sales 
exceeded  $1  billion.  Of  that,  $570  mil- 
lion was  in  retail  consumer  sales;  $75 
million  was  in  credit  card  sales  serv- 
iced by  GECC. 


GECC's  relationship  with  Lowe's 
goes  back  to  1959.  But  it  was  in 
1979— when  they  initiated  and  we 
began  working  with  them  on  a  pri- 
vate label  credit  card— that  our 
mutual  business  really  took  off. 

That  first  year,  GECC  processed 
505  new  credit  card  applications  a 
day. 

Today,  GECC  services  over 
525,000  credit  card  customers  for 
Lowe's— and  credit  judgment  time 
has  been  dramatically  slashed. 

Signature  J  is  another  story— 
now— but  if  the  plucky  woman  who 
has  owned  the  women's  wear  spe- 
cialty store  in  Albuquerque  since  the 
beginning  of  1981  keeps  up  her  cur- 
rent pace  there's  no  telling  how  big 
she  could  end  up.  ^aHlSSil 


GECC  services  over  1.8  million  credit  card 
customers  for  297  retailers— at  last  count. 

That  was  not  always  so.  Kajean 
Miller  had  no  prior  retailing  experi- 
ence. Her  first  try  nearly  failed.  Once 
she  got  the  business  off  the  ground, 
she  was  confronted  with  a  recession. 

But  Kajean  stuck  in  there.  She 
got  a  loan  from  the  Small  Business 
Administration.  And  she  introduced 
GECC's  credit  card  to  her  customers. 

Within  six  months,  her  charge 
accounts  doubled  to  600.  She  expects 
a  10%  increase  in  business  this  year. 

Bill  Grady  of  Lowe's,  has  said, 
"We  chose  GECC  because  they  were 
willing  to  completely  customize  a 
program  to  fit  our  needs." 

We  believe  Kajean  Miller  and 
our  other  retailers  would  agree. 
To  find  out  how  we  do  it,  mail  the  cou- 
pon. Or  call  800-243-2222.  In  Connect- 
icut, call  800-942-2222.  Thank  you. 


Marketing  Programs  Operation 

General  Electric  Credit  Corp. 

260  Long  Ridge  Road,  Stamford,  Connecticut  06902 

Fd  like  to  know  more  about  GECC's  ability  to  create  money  for  business.  Please  send 
me  your  information  kit  describing  additional  financial  packages  and  the  1983  revised 
edition  of  GECC's  "Guide  Through  the  Leasing  Maze." 
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Creating  Money  for  Business 


Unapologetically  conglomerate,  unashamedly  asset-managed, 
aggressively  multinational  as  well.  How  unfashionable,  and  how 
well  managed,  can  a  company  possibly  get? 


A  paragon 
called  TRW 


By  James  Cook 


T|o  listen  to  the  critics  of  U.S. 
business  these  days,  you  would 
expect  Cleveland's  $3.1  billion 
(assets)  TRW  Inc.  to  be  one  of  the 
great  disaster  areas  of  the  U.S.  manu- 
facturing economy.  After  all,  TRW 
enthusiastically  embraces  most  of  the 
practices  business  critics  deplore. 

TRW  is,  first  and  foremost,  a  con- 
glomerate. Its  over  $5  billion  sales  are 
spread  across  some  47  different  busi- 
nesses at  300  locations  in  25  coun- 
tries, in  a  range  so  broad  as  to  seem  a 
virtual  paradigm  of  the  U.S.  indus- 
trial economy. 

It  is,  as  well,  unapologetically, 
even  defiantly,  an  asset-managed 
company.  Only  three  years  ago,  in 
a  widely  publicized  manifesto, 
TRW  formally  reaffirmed  some 
old-fashioned  financial  goals  that 
were  earmarks  of  the  conglomerate 
era:  a  10%  real  internal  rate  of  re- 
turn on  investment,  a  5%  annual 
increase  in  both  real  earnings  per 
share  and  dividends  and  at  least  8 
times  interest  coverage  on  its  $325 
million  in  long-term  debt. 

As  the  world's  number  one  pro- 
ducer of  valves  for  the  auto  and  air- 
craft industries  and  a  wide  range  of 
other  industrial  products,  TRW  is  also 
wholeheartedly  committed  to  the  old- 
fashioned  high-volume,  standardized 
production  techniques  that  are  some- 
times said  to  be  responsible  for  the 
U.S.'  declining  productivity  and  inter- 
national competitiveness. 

TRW  is  also  an  unabashedly  multi- 
national company,  redeploying  its  as- 
sets on  a  global  basis  as  economics 
and  opportunity  dictate.  And  though 
it  runs  a  highly  successful,  80%- 
owned  auto  parts  operation  in  fapan, 
it  remains,  in  style  and  spirit,  jd  un- 
mistakably American  enterprise.  And 


it  is  not  at  all  apologetic  about  it. 

For  all  that,  TRW  is  one  of  the  U.S.' 
best  managed  and  most  successful 
companies.  It  has  averaged  a  good 
16%  return  on  its  stockholders'  equi- 
ty over  the  past  five  years,  and  though 
in  last  year's  auto  and  energy  slump 
its  sales  and  earnings  turned  down- 
ward for  the  first  time  in  a  decade,  its 
earnings  per  share  were  nonetheless 
24%  higher  than  they  were  in  1977, 
on  a  57%  increase  in  sales.  In  the 
electronics  and  space  business,  43% 
of  sales,  that's  not  much  of  a  record. 
But  in  auto  parts  (30%),  energy  and 


TRW.space  center 

Security  room  at  Redondo  Beach,  Calif. 

industrial  goods  (27%),  that  perfor- 
mance is  a  lot  more  impressive. 

Despite  its  size  and  its  great  suc- 
cess, TRW  also  ranks  among  the  most 
imaginative  and  innovative  major 
companies  in  America,  still  willing  to 
take  risks,  even  big  risks,  in  a  fashion 
big  companies  are  supposed  to  be 
chary  of.  Its  example,  all  in  all,  is  so 
splendid  as  to  suggest  that  there  may 
well  be  something  fundamentally 
mistaken  about  much  of  the  criticism 
leveled  against  U.S.  business  practice 
in  recent  years.  It  suggests  that  what 
is  really  wrong  with  U.S.  industry  is 
not  that  U.S.  corporations  have 
hewed  too  narrowly  to  such  much- 


despised  practices  as  diversification, 
asset  management,  standardized  pro- 
duction and  multinational  operation, 
but  that  they  may  have  been  far  too 
lax  in  adhering  to  them  or,  worse, 
incompetent. 

Business  critics  like  Harvard's  Rob- 
ert Reich,  for  instance,  seem  to  think 
conglomeration  is  a  Seventies  phe- 
nomenon. But,  like  many  other  U.S. 
corporations,  TRW  has  been  con- 
glomerating for  decades.  The  com- 
pany descends  from  the  well-known 
old  Thompson  Products  Co.,  which 
made  a  name  for  itself  in  automotive 
and  aircraft  engine  parts  and  be- 
came something  of  a  household 
word  by  sponsoring  the  famed 
Thompson  Trophy  Race,  the  aero- 
nautical equivalent  of  auto  racing's 
Indianapolis  500. 

These  days,  autos  and  even  avi- 
ation may  seem  rather  mundane, 
but  in  their  day  they  were  great  and 
glamorous  growth  businesses.  So  it 
was  not  such  an  abrupt  change  of 
pace  as  it  now  seems  for  TRW  to 
plunge  into  the  intergalactic  won- 
ders of  electronics  and  space  in  the 
early  Fifties.  But  it  was  risky  all  the 
same.  Two  disaffected  Hughes  Air- 
craft employees,  Simon  Ramo  and 
Dean  Wooldridge,  were  trying  to  get  a 
new  electronics  systems  comp;  ny  off 
the  ground,  and  in  1953  TRW  kicked 
in  $20  million — 20%  of  its  net  worth 
at  that  time — for  a  49%  interest  and 
boosted  Ramo-Wooldridge  Corp.  and 
its  once  renowned  Space  Technology 
Laboratory  into  orbit.  Ramo-Wool- 
dridge went  on  to  administer  the  U.S. 
ballistic  missile  program  and  later 
much  of  the  space  program,  thereby 
enormously  enlarging  TRW's  long- 
standing position  as  a  government 
contractor.  Through  Ramo-Wool- 
dridge, which  it  absorbed  in  1958, 
TRW  became  the  pioneer  in  un- 
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manned  spacecraft.  It  still  is,  building 
maybe  a  third  of  all  the  satellites  pro- 
duced these  days.  This  includes  the 
astonishing  Pioneer  10,  which  only 
last  month,  after  functioning  nearly 
flawlessly  for  over  a  decade,  left  the 
solar  system  toward  another  galaxy. 

Most  of  the  more  notorious  con- 
glomerates conglomerated  out  of  ne- 
cessity because  their  basic  businesses 
were  in  trouble — as  U.S.  Industries 
did,  or  SCM,  Perm  Central  or  even 
Textron,  the  exemplar  of  them  all. 
But  TRW  simply  saw  additional  and 
greater  opportunities  elsewhere,  and 
went  after  them.  In  so  doing  it 
changed .  its  substance  but  not  its 
style.  It  had  always  concentrated  on 
businesses  that  were  manufacturing- 
intensive,  parts-intensive  and  high- 
technology-intensive,  and  by  and 
large  it  still  does. 

"We  don't  think  of  TRW  as  a  static 
sort  of  business,"  explains  Chairman 
Ruben  F.  Mettler,  59,  marking  a 
straight  line  in  the  air  with  his  out- 
stretched hand.  "We  have  to  adapt 
and  change" — clenching  that  hand 
into  a  fist.  As  Mettler  sees  it,  there  is 
no  reason  why,  because  a  line  of  busi- 
ness dominates  a  company  today,  it 
must  do  so  tomorrow  or  the  day  after. 
Over  the  years  TRW's  shape  has 
gradually  changed,  from  an  aircraft 
and  auto  parts  company  into  a  con- 
glomerate, a  multinational  and  an 
aerospace-electronics  company  (see 
chart,  p.  106).  The  process  goes  on. 
Electronics  and  space  provided  nearly 
45%  of  TRW's  $5  billion  in  sales  last 
year,  up  from  3 1  %  as  recently  as  1977. 
Mettler  doesn't  doubt  it  will  move  on 
to  50%  and  conceivably  60%  over  the 
next  few  years,  even  if  its  recession- 
devastated  energy  and  auto  parts  busi- 
nesses should  recover.  But  that's  no 
reason  for  thinking  the  company  may 
not  again  reshape  itself  in  some  differ- 
ent and  even  more  startling  manner. 

This  commitment  to  change — to 
creative  destruction,  if  you  will — may 
seem  exotic  in  industries  like  steel  or 
even  autos,  but  it  is  as  basic  as  white 
bread  and  butter  to  TRW.  It  has  led 
TRW  not  only  into  electronics  and 
space  but  also,  during  the  Sixties,  into 
more  mundane  but  equally  promising 
new  areas:  fasteners,  steering  sys- 
tems, bearings  and  oilfield  equipment 
and  services.  The  same  commitment 
converted  it  into  a  thriving  multina- 
tional company  in  the  1960s  and,  in 
the  1970s,  began  leading  it  beyond 
manufacturing  into  the  services. 

"It  really  wouldn't  make  much 
sense  to  say  we  have  a  long-term  goal 
of  a  certain  return  on  investment  if 
we  were  tied  to  just  a  single  busi- 
ness," Mettler  says  disarmingly.  "We 


Protective  cover  being  installed  on  TRW's  Tracking  &  Data  Relay  Satellite  No.  2 
This  satellite,  yet  to  be  deployed  in  space,  is  a  key  element  inNASA's  space- 
based  global  communications  system.  TDRS  No.  1  reeled  out  of  control  in 
April  when  its  Boeing-built  booster  apparently  malfunctioned.  TRW  still 
expects  to  put  it  in  place — a  remarkable  achievement  in  itself. 


FORBES,  JULY  18,  1983 


103 


Laser  gauge  inspection  unit  at  TRW's  Cleveland  valve  plant 

For  traditional  industries,  the  productivity  potential  of  electronics. 


should  grow  the  high-return  parts  of 
our  business  by  allocating  more  re- 
sources to  them.  At  the  same  time  we 
should  make  hard  decisions  about 
units  with  poor  histories,  poor  trends, 
poor  market  positions.  So  it's  our  di- 
versification and  our  ability  to  em- 
phasize different  parts  of  the  business 
over  a  period  of  time  that's  enabled  us 
to  achieve  many  of  our  goals." 

TRW  moves  in  and  out  of  business- 
es all  the  time,  making  three  or  four 
acquisitions  each  year,  probably  get- 
ting out  of  an  equal  number,  in  whole 
or  in  part.  Last  yeai,  for  instance,  it 
got  out  of  Argentina  [for  political  and 
economic  reasons),  sold  its  English 
steering-wheel  company  (because  it 
couldn't  become  a  major  force  in  the 
world  market)  and  collapsed  five  Brit- 
ish valve  producers  into  one  (because 


the  market  had  shrunk).  At  the  same 
time,  it  bought  drilling  control  de- 
vices maker  Brandt  Co.  and  16.5%  of 
oil  country  equipment  maker  Tnco 
Industries  (to  round  out  its  energy' 
business),  picked  up  German  elec- 
tronics company  Daut  &  Rietz  (to 
provide  a  European  electronics  com- 
ponent base)  and  Dynalco  in  the  U.S. 
and  Probe  Engineering  in  Britain  (to 
provide  market  access  for  its  transpor- 
tation electronics  ambitions). 

Critics  like  Barry  Bluestone  of  Bos- 
ton College  (Forbes,  June  20)  and 
Robert  Reich,  among  others,  have 
generally  viewed  such  acquisitors  as 
the  instruments  of  America's  indus- 
trial decline,  chewing  up  companies 
and  spitting  them  out  again,  closing 
plants,  eliminating  jobs,  wasting  cap- 
ital that  might  more  profitably  be 


committed  to  new  investment.  It's  a 
tidy  theory,  but  it  doesn't  square  with 
the  real,  messy  world.  For  most  such 
corporations,  conglomeration  is  often 
an  alternative  to  the  long-term  de- 
cline of  their  original  businesses.  And 
why  not?  The  whole  purpose  of  cap- 
ital management  is  to  direct  capital 
out  of  businesses  with  declining  re- 
turns and  into  businesses  with  rising 
returns. 

For  all  its  acquisitiveness,  in  any 
case,  TRW  boasts  that  it  has  never 
made  an  acquisition  for  purely  finan- 
cial reasons.  It  has  never  practiced  the 
"paper  entrepreneunalism"  that  Rob- 
ert Reich  complains  about,  whereby 
companies  create  the  illusion  of 
growth  by  the  way  in  which  they 
manage  their  financial  statements 
rather  than  the  way  they  manage  their 
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companies.  TRW's  growth  record 
speaks  for  itself.  What  matters  is  not 
the  fact  that  some  15%  of  TRW's  rev- 
enue growth  in  the  Seventies  came 
from  acquisitions,  but  what  happened 
to  these  outfits  after  they  were  ac- 
quired. Reda  Pump,  for  instance,  had 
$25  million  in  sales  when  TRW 
bought  it  in  1969,  vs.  $200  million 
today.  Repa,  a  German  seat-belt  com- 
pany, had  $30  million  in  1972,  vs. 
$100  million  today.  ESL — a  classified 
military  electronics  outfit  acquired  in 
1978 — has  quadrupled  its  $40  million 
sales  in  four  years. 

In  shaping  and  reshaping  the  com- 
pany, TRW  long  ago  adopted  the  disci- 
pline of  discounted  cash  flow  analysis 
and  return  on  investment,  and  it  has 
never  seen  any  reason  to  abandon  it.  It 
is  decidedly  not  the  fashion  today. 


Heat-treated  valves 


Volume  parts  for  volume  markets. 


Such  methods  are  the  means  by 
which,  as  Harvard's  William  J.  Aber- 
nathy  and  Robert  H.  Hayes  put  it, 
American  industry  has  managed  its 
way  into  economic  decline.  Asset 
management  inevitably  emphasizes 
short-term  results,  or  so  they  argue, 
and  so  discourages  companies  from 
making  the  long-term  investments 
that  are  necessary  to  finance  the  fu- 
ture. At  TRW,  as  Mettler  admits,  it  is 
the  central  tool  with  which  the  com- 
pany manages  its  operations. 

Mettler  does  not  dispute  that  there 
is  a  danger,  but  he  also  insists  there  is 
nothing  slavish  about  TRW's  dedica- 
tion to  its  financial  standards.  "The 
principal  criterion  is  informed  judg- 
ment," he  says.  "If  a  project  shows  a 
level  below  our  threshold,  we  need  to 
know  why,  but  that  doesn't  automati- 
cally mean  we  rule  it  out." 

"We  aim  at  10%,"  TRW's  chief  fi- 
nancial officer,  Executive  Vice  Presi- 
dent Charles  R.  Allen,  explains,  "but 
mature  businesses  produce  a  hell  of  a 
lot  more,  and  startups  will  produce  a 
hell  of  a  lot  less.  The  balance  is  some- 
thing the  CEO  has  to  decide.  In  the 
past  the  auto  and  aircraft  businesses 
have  been  very  profitable  and  generat- 
ed the  kinds  of  returns  that  would 
support  the  startups  in  electronics 
and  defense.  They're  not  anymore" 

TRW,  in  short,  is  not  run  by  num- 
bers. It's  run  by  engineers — Ruben 
Mettler  and  the  15,000  other  engi- 
neers and  scientists  who  make  up 
nearly  18%  of  TRW's  work  force  of 
85,000.  They  set  the  tone,  style  and 
focus  of  this  technocratic  and  entre- 
preneurial company.  TRW  maintains 
17  technology  development  centers 
around  the  company.  It  maintains 
contact  with  universities  around  the 
country  to  assure  that  it  will  have 
access  to  the  "must-have"  technol- 
ogies of  three  years,  five  years,  ten 
years  into  the  future.  It  maintains  a 
science  and  technology  committee 
headed  by  Ramo-Wooldndgc  founder 
Si  Ramo  that  helps  define  the  com- 
pany's technological  interests.  Asset 
management  may  hold  the  throttle, 


but  it's  technology  that  drives  the 
company. 

"We're  prudent  risk  takers,  prudent 
adventurers,"  Chuck  Allen  says. 
"We're  not  going  to  bet  the  whole  wad 
on  one  thing.  We've  kept  things  that 
are  losers  if  we  think  they're  going  to 
turn  around  for  us.  We  say  we  want  at 
least  10%  for  new  businesses,  but 
even  then  we  sometimes  say,  'Well,  if 
it  can't  lose  all  that  much  and  will  do 
something  for  some  other  business 
we've  got.  .  .  .'  " 

Take  the  credit  business,  one  of  the 
largest,  most  promising  and  fastest- 
growing  new  areas  TRW  is  moving 
into.  TRW  got  into  consumer  credit 
back  in  1969  with  the  acquisition  of  a 
Michigan  credit  data  company.  It  has 
since  built  up  a  gigantic  computer- 
based  file  that  can  provide  virtually 
instantaneous  credit  data  on  90  mil- 
lion consumers.  The  new  venture  has 
been  a  real  triumph,  and  TRW  is  al- 
ready the  largest  in  the  business. 

Tlhe  results  were  so  profitable  that 
in  1976  TRW  launched  a  parallel 
effort  to  build  a  business  credit  net- 
work of  comparable  magnitude,  in 
head-to-head  competition  with  Dun 
&  Bradstreet,  which  has  traditionally 
dominated  the  business.  So  far  the 
venture  has  not  met  TRW's  invest- 
ment standards.  It's  running  two 
years  behind  schedule,  and  it  has  been 
losing  money — less  than  $3  million  a 
year  on  average.  But  with  data  on 
more  than  8  million  business  loca- 
tions on  file,  TRW  now  claims  10%  of 
the  market,  vs.  D&B's  80%,  and 
Mettler  expects  it  will  soon  break  into 
the  black.  "We're  sticking  with  it 
even  though  it's  continuing  to  cost  us 
money." 

TRW's  losses  on  the  business  credit 
network — $20  million  to  date — flatly 
contradict  the  latest  conventional 
wisdom  about  conglomerates.  Com- 
panies like  TRW  are  not  imagined  to 
be  taking  such  risks.  They  are  accused 
of  acquiring  companies,  not  for  build- 
ing a  business,  but  for  running  them 
into  the  ground,  turning  their  assets 
into  creative  accounting. 

Mettler,  however,  sees  the  credit 
business  as  the  core  of  a  major  new 
service  business  centered  on  comput- 
er-based information  systems. 
Though  TRW  operates  the  largest 
computerized  database  and  commu- 
nications system  outside  of  the  Inter- 
nal Revenue  Service,  it  uses  it  barely 
12  hours  a  day.  Mettler  would  like  to 
collect  "the  premium  for  using  fixed 
investment.  We  could  solve  the  prob- 
lem by  going  overseas — to  Europe  or 
Japan,"  and  so  extend  the  business 
day.  "Or  we  could  solve  it  by  finding 
other  businesses  to  use  the  system  at 
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The  transformations  of  TRW 

During  the  Sixties,  TRW  had  transformed  itself  from  ties  it  slowly  began  to  change  again,  this  time  into  an 
an  auto  and  aircraft  part-,  company  into  one  of  the  U.S.'  aerospace  electronics  company.  But  nothing  is  perma- 
most  successful  conglomerates.  In  the  late  Seven-     nent.  By  the  Nineties  TRW  could  easily  change  again. 


%  of  total  s 


estimates 


off-peak  hours."  At  the  moment, 
TRW  is  experimenting  with  real  es- 
tate services  as  a  first  step,  not  only 
computer-based  multiple  listings,  but 
title  searches  and  real  estate  finance 
availability.  "We're  pushing  those 
guys  to  go  faster,"  Mettler  says. 

But  TRW  is  also  prepared  to  cut  its 
losses.  It  has  already  dropped  out  of 
the  digital  telephone  switching  busi- 
ness it  had  gotten  into  around  the 
same  time  as  the  credit  business,  at  a 
$34.5  million  loss.  "We  didn't  see  the 
market  well  enough,  and  the  competi- 
tive environment,"  Mettler  says.  "We 
had  a  choice  of  making  either  very 
much  larger  investments  or  getting 
out.  We  opted  out."  Moneyman  Allen 
puts  it  a  little  more  bluntly:  "Had  we 
known  five  years  ago  that  we  were 
going  to  experience  the  kinds  of  losses 
we  did,  we'd  have  chopped  it  off  much 
earlier.  We're  not  prepared  to  stay  a 
long  course  with  a  business  that's 
subpar  or  running  into  the  red — two 
or  three  years  of  losses,  but  not  eight." 

Around  the  same  time  TRW  also 
■acquired  Singer's  point-of-sale 
(POS)  business  (electronic  cash  regis- 
ter systems,  that  is)  as  a  means  of 
marketing  a  POS  terminal  it  had  de- 
veloped itself.  But  it  was  no  match  for 
such  competitors  as  IBM  and  NCR.  In 
1981  it  tried  to  salvage  the  operation 
by  melding  it  into  a  joint  venture  with 
Fujitsu.  That  didn't  work  either,  so 
early  this  year  TRW  sold  out  its  mi- 
nority interest  at  book  value.  The 
venture  was  a  marketing-distribution 
agreement  and  couldn't  adapt  prod- 


ucts quickly  to  the  needs  of  the  mar- 
ket. "The  decision  wasn't  tied  to  dis- 
counted cash  flow,"  Mettler  says.  "It 
was  a  product  development  issue." 

But  the  POS  business  was  only  the 
halt  of  it.  As  part  of  the  deal,  TRW 
also  acquired  Singer's  S50  million-a- 
year  customer-service  operation, 
which  services  POS  terminals,  com- 
puters, automatic  bank  teller  ma- 
chines and  similar  equipment  on  be- 
half of  the  equipment  manufacturers. 
TRW  turned  it  into  a  SI 30  million-a- 
year  business,  the  largest  such  busi- 
ness in  the  U.S.  "We  had  a  small, 
weak  business,  and  we  built  it  up," 
Mettler  says.  "In  terms  of  financial 
performance,  it's  one  of  the  best  we 
have." 

No  small  part  of  TRW's  ability  to 
exploit  those  opportunities  in  the 
commercial  market — to  maintain  its 
entrepreneurial  and  innovative 
thrust — has  come  from  TRW's  close 
involvement  in  the  government's  de- 
fense and  space  programs.  The  elec- 
tronic technologies  that  stem  from 
these  programs  have  already  trans- 
formed the  company,  and  TRW's  gov- 
ernment business  has  emerged  as  the 
company's  great  anchor,  source  of 
32%  of  sales  and  a  generator  of  rising 
profits.  It  also  helps  stabilize  the  com- 
pany in  economic  downdrafts,  as  it 
did  when  TRW's  auto  and  energy 
businesses  fell  to  pieces  last  year. 

Best  of  all,  the  returns  on  the  gov- 
ernment business  are  good.  "Real 
good,"  says  Chuck  Allen.  "You  get  a 
much  faster  turnaround  on  capital. 


TRW's  total  capital  turnover  runs 
around  two  times  a  year.  The  return 
on  government  business  has  been 
closer  to  five.  At  a  3%  margin,  that's  a 
15%  return  on  assets." 

Tlhc  defense  business  is  not  only 
good  business.  For  TRW  it  has  been 
a  means  of  developing  the  financial 
and  technological  resources  needed  in 
other  parts  of  the  company,  in  elec- 
tronics as  well  as  in  auto  parts  and 
energy.  TRW  reports  its  profits  on  its 
government  work  as  it  goes  along  but, 
under  the  "completed  contract" 
method  of  accounting,  for  example, 
pays  taxes  on  them  only  when  the 
contracts  are  fully  completed.  This 
amounts,  in  effect,  to  an  interest-free 
loan.  By  1982  TRW  had  piled  up  over 
S460  million  in  deferred  taxes — mon- 
ey earned  but  not  taxed — SI 25  mil- 
lion from  depreciation  and  nearly 
S340  million  from  government  con- 
tracts. "Hell,  it  turns  out  to  be  almost 
what  our  total  debt  is,"  Chuck  Allen 
says.'  That  has  been  no  small  advan- 
tage at  a  time  when  the  prime  rate  has 
risen  to  as  high  as  2 1  % .  Last  year's  tax 
reform  act  seems  to  have  closed  that 
loophole,  but  the  beneficial  effect  of 
those  deferred  taxes  will  linger  on  for 
some  years  to  come,  the  total  gradual- 
ly droppmg  to  S300  million  or  so  and 
then  leveling  off. 

The  government  also  funds  the 
bulk  of  the  research  and  development 
work  TRW  does,  82%  of  the  com- 
pany's SI. 4  billion  R&D  spending  in 
1982.  TRW  has  proprietary  rights  over 
only  the  18%  it  financed  itself,  but  it 
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likes  the  tradeoff.  It  does  have  con- 
tinuing access  to  the  knowledge  and 
experience  that  its  staff  has  built  up. 
"What  really  counts  is  knowhow, 
people-in-the-knowhow  you  can  tap 
for  programs  that  benefit  some  other 
part  of  the  company,"  says  Arden  Be- 
ment  Jr.,  TRW's  vice  president  for 
technical  resources.  "We  gain  intel- 
lectual properties  and  rights  to  intel- 
lectual properties,  but  a  lot  of  that 
technology  is  raw  technology  a  long 
way  from  proven  economic  or  com- 
mercial feasibility.  So  there  is  a  lot 
of  follow-on  commercial  investment 
required." 

TRW's  government  research  and 
development  really  laid  the  ground- 


work for  most  of  its  $500  million-a- 
year  commercial  electronics  division, 
now  growing  at  20%  a  year.  Take  LSI 
Products,  TRW's  highly  successful 
microelectronics  division.  The  outfit 
was  formed  in  1977  to  transfer  TRW's 
digital  signal  technology  to  the  com- 
mercial market.  Now  a  $50  million-a- 
year  operation,  LSI  makes  chips  for 
products  like  electronic  games,  medi- 
cal equipment  and  high-resolution 
television  screens.  LSI  doesn't  deal  in 
memory  chips,  the  commodity  prod- 
uct of  the  microelectronics  industry, 
but  in  logic  chips  that  operate  at  very 
high  speeds — fast  signal  analysis, 
speech  recognition,  pattern  recogni- 
tion— for  use  in  smart  machines.  That 


may  be  a  more  specialized  and  cus- 
tomized market  than  the  one  for 
memory  chips,  but  it's  a  very  fast 
growing  one,  and  it  promises  to  be  a 
more  profitable  one.  TRW  is  in  the 
forefront  of  the  business.  One  of  the 
half-dozen  companies  with  contracts 
to  develop  VHSIC  (very  high  speed 
integrated  circuits)  logic  chips  for  the 
Defense  Department,  LSI  became  the 
first  to  develop  one — last  February. 

Much  of  what  TRW  does  in  its  de- 
fense contracting,  from  software  pro- 
grams for  sorting  out  warheads  in  an- 
tiballistic  missile  defense  to  hardware 
programs  for  the  MX  missile  or  the 
military  communications  satellites  or 
space-based  lasers,  suggests  the  tech- 


The  money  goes  where  the  money  is 

In  any  well-run  company,  the  investment  goes  where  been  getting  in  its  various  business  segments — re- 
the  profits  are.  No  surprise,  then,  that  over  the  past  sponding  fairly  rapidly  as  the  returns  in  auto  parts 
decade  the  emphasis  of  TRW's  capital  spending  has  dropped  off,  rising  rapidly  in  line  with  the  rising  re- 
moved more  or  less  in  line  with  the  returns  it  has  turns  in  electronics  and  space  systems. 


H  Share  of  total  capital  expenditures 
I   I  Operating  return 
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'With  a  little  help  from  Southern  Pacific 
nature  can  produce  a  better  forest  than  tr 

in  half  the  timer 


The  forest  floor  can  be  a  very 
hostile  environment  for  a  young 
tree.  The  seedling  must  fight 
weeds  and  scrub  growth  for  water, 
;and  taller  vegetation  for  sunlight, 
jit's  susceptible  to  attack  by 
disease,  animals,  and  insects. 
Under  these  conditions,  many 
:rees  die.  And  many  of  those  that 
survive  are  stunted  or  deformed. 


Southern  Pacific  is  finding 
better  ways  for  forests  to  grow.  We 
own  450,000  acres  of  commercial 
timber,  and  as  we  harvest  our  land, 
we  replant  it  to  produce  trees  that 
are  taller,  straighter,  and  healthier 
than  those  they  replace. 

Our  reforestation  program  starts 
with  genetically  superior  trees, 
selected  by  Southern  Pacific 


foresters  like  Wendy  Johnston. 
Seedlings  from  these  trees  are 
planted  in  newly-harvested  areas 
free  of  competitive  vegetation.  As 
they  grow,  other  SP  foresters  carry 
on  a  continuous  thinning  program, 
to  assure  adequate  water  and 
sunlight.  Under  these  favorable 
conditions,  trees  thrive.  Douglas 
fir  and  Ponderosa  pine  that 


Southern  Pacific  foresters  replant  harvested  areas  with 
seedlings  from  genetically  superior  trees.  In  1983.  SP  will 
plant  more  than  two  million  new  trees  on  its  forest  land. 

ordinarily  grow  a  few  inches  a 
year  add  as  much  as  three  feet  of 
new  growth.  As  a  result,  forests 
planted  by  Southern  Pacific  will 
reach  mature  size  in  about  fifty 
years,  instead  of  the  century 
or  more  they  normally  need. 

When  timber  is  harvested  from 
Southern  Pacific  land,  our  foresters 
make  sure  logging  follows  strict 
environmental  guidelines,  often 
cutting  only  selected  trees,  and 
using  standards  that  are  higher  than 
those  required  by  law.  Last  year, 
we  harvested  160  million  board 
feet  of  timber.  And  although  this 
earned  us  substantial  profits,  our 
reforestation  and  forest  manage- 
ment methods  have  earned  us 
something  we're  equally  proud  of: 
the  respect  of  environmental 
organizations  and  our  fellow  pro- 
fessionals in  the  field. 

As  extensive  as  our  forestry  opera- 
tions are,  they  form  only  a  small 
part  of  Southern  Pacific  — a  diversi- 
fied corporation  with  interests  in 
transportation,  pipelines,  real  estate 
and  development,  natural  resources, 
insurance,  equipment  leasing, 
energy,  printing,  and  agriculture. 

We  began  life  as  the  railroad  that 
opened  the  West,  more  than  a 
hundred  years  ago.  Since  then,  our 
vision  has  taken  us  far  beyond  the 
reach  of  our  rails  and  the  dreams 
of  our  founders.  Nevertheless, 
Southern  Pacific  remains  today 
what  it  was  in  1862:  a  young  com- 
pany with  fresh  ideas,  bold  plans, 
and  a  future  filled  with  promise. 

Southern  Pacific 

Official  sponsor  for  the  1984  Olympic  Games 


nological  futurism  of  movies  like  Blue 
Thunder,  War  Games  or  e  ven  Star  Wars. 
And  that  may  be  the  direction  it's 
going.  In  following  its  technological 
bent  in  areas  like  high  energy  lasers, 
fiber  optics  and  artificial  intelligence, 
TRW  is  more  inclined  to  put  its  chips 
on  the  government  rather  than  the 
commercial  market  because  that 
seems  to  be  where  the  money  is. 

We  have  something  like  SI  billion 
to  work  with  over  the  next  few 
years,"  Mettler  says,  "and  we  are  try- 
ing to  put  the  heavy  investment  on 
things  that  have  a  really  long-range 
future."  Which  means  electronics  pri- 
marily— LSI  Products,  electronic 
components,  transportation  electron- 
ics. Over  the  past  five  years  TRW's 
Electronics  and  Space  assets  have  ris- 
en 1 13%,  compared  with  Industrial  & 
Energy  Products'  50%  rise  and  Cars 
and  Trucks'  27%. 

With  a  backer  like  the  government 
and  a  technology  like  electronics,  it's 
easy  to  be  flexible  and  innovative.  But 
TRW  has  done  nearly  as  well  in  its 
original  low-technology  businesses. 


As  far  back  as  the  early  Sixties, 
TRW  realized  that  small  cars  pro- 
duced outside  the  U.S.  were  eventual- 
ly going  to  dominate  the  world  mar- 
ket. It  gradually  began  converting  its 
overseas  auto  parts  licensees  into  sub- 
sidiaries. They  make  not  only  tradi- 
tional products  like  valves,  gears,  pis- 
ton rings  and  ball  joints,  but  also  more 
innovative  ones  like  seat  belts  and 
rack-and-pinion  steering  specifically 
adapted  to  European  cars.  "The  basic 
strategy,"  Mettler  says,  "was  to  serve 
every  major  manufacturer  of  vehicles 
in  the  world."  The  strategy  trans- 
formed TRW  into  a  multinational 
company,  with  nearly  a  third  of  its 
worldwide  sales  outside  the  U.S. 

In  venturing  abroad,  was  TRW  ex- 
porting American  jobs,  as  so  many 
critics  contend?  Quite  the  contrary. 
TRW  couldn't  have  served  these  mar- 
kets from  the  U.S.,  Mettler  insists.  Far 
from  exporting  jobs,  its  international 
operations  ultimately  enabled  TRW 
to  provide  them  in  the  U.S.  And  they 
still  are.  TRW  supplied  valves  to 
Volkswagen  in  Germany  and  Nissan 


Permanence  in  change 


in  Japan,  tor  example,  and  it  has  gone 
on  supplying  them — from  its  U.S. 
plants — when  both  began  manufac- 
turing vehicles  in  the  U.S. 

"We  keep  saying  we  are  in  world 
markets,  we  are  in  world  markets," 
Rube  Mettler  says.  "We  do  not  believe 
that  every  product  or  business  should 
be  worldwide.  But  every  product 
group  should  develop  strategies  to  be- 
come competitive  in  a  world  view." 

The  auto  business  is  a  volume  busi- 
ness worldwide,  of  course,  and  as  a 
supplier  TRW  is  logically  and  inevita- 
bly a  volume  producer.  But  many  ob- 
servers believe  the  rigidity  involved 
in  high-volume  standardized-parts 
production  is  the  source  of  much  of 
the  U.S.'  declining  competitiveness. 
Those  so  minded  believe,  with  Robert 
Reich,  that  Japan's  success  in  autos  is 
based  not  on  standardized  production 
but  on  technological  innovation,  pre- 
cision manufacturing  and  customiza- 
tion. But  as  Mettler  sees  it,  produc- 
tion strategies  are  not  either/or  propo- 
sitions. As  a  parts  producer,  TRW  has 
always  been  as  committed  to  flexible 


Flor  a  company  committed  to 
change,  TRW  has  had  an  un- 
commonly long  continuity  of  man- 
agement— only  four  chief  execu- 
tive officers  in  50  years,  all  of 
whom,  as  it  happens,  are  still  alive: 
Frederick  C.  Crawford,  1933-58; 
lohn  David  Wright,  1958-69;  Hor- 
ace A.  Shepard,  1969-77;  and  Ru- 
ben Mettler,  1977  to  the  present. 
And  that  may  be  the  major  reason 
that  over  the  years  TRW  has  been 
able  to  manage  change  so  effective- 
ly: Continuity  may  be  every  bit  as 
important  as  adaptability. 

The  Japanese  have  always 
claimed  that  much  of  their  widely 
admired  work  culture  has  been  de- 
rived from  U.S.  business  practice. 

If  so.  TRW  may  well  have  been  one   

of  their  exemplars.  At  least  since  the  Thirties,  when 
Fred  Crawford  used  to  pick  out  one  of  every  five  em- 
ployees for  an  informal  bull  session  with  management, 
TRW  has  been  unusually  sensitive  to  the  needs  and 
claims  of  its  employees.  In  most  instances,  that  mainly 
involves  doing  the  obvious — cutting  the  work  force 
when  necessary  through  attrition  rather  than  extensive 
layoffs,  holding  inventories  built  up  against  a  possible 
strike  rather  than  laying  people  off  when  the  dispute  is 
settled  amicably,  or  abandoning  the  open  plan  in  its 
new  headquarters  building  when  it  discovered  the  em- 
ployees wanted  more  privacy.  These  are  all  practices 
followed  by  TRW  over  the  past  year. 

Only  one-sixth  of  TRW's  work  force  is  organized  by 
the  big  international  laboi  unions,  mainly  in  energy 


TRW's  Ruben  Mettler 
The  CEO  sets  the  balance. 


and  auto  parts.  Another  sixth  be- 
longs to  independent  unions.  The 
remaining  two-thirds,  especially  in 
the  electronics  end  of  the  com- 
pany, belongs  to  no  union  at  all. 
And  perhaps  for  that  reason  the 
adversarial  relationship  that  char- 
acterizes so  much  of  U.S.  labor- 
management  negotiations  has 
been  held  to  a  minimum.  Which 
may  be  why  in  the  past  18  months 
TRW  has  succeeded  in  eliminating 
or  capping  cost-of-living  adjust- 
ments (though  not  wage  increases) 
in  80%  of  its  pay  plans — a  proce- 
dure that  has  helped  some  plants 
achieve  a  20%  to  30%  reduction  in 
the  break-even  point.  At  various 
locations  it  has  been  able  to  cut  the 

 number  of  job  classifications  in 

half,  making  considerable  gains  in  both  flexibility  and 
productivity.  Elsewhere  it  has  worked  out  agreements 
to  enable  employees  to  do  maintenance  work  on  their 
own  machines.  At  Harnsburg,  Penna.  and  Lawrence, 
Kans.  and  elsewhere,  it  has  been  successfully  changing 
the  work  culture  by  putting  all  of  its  employees  on 
salary,  production  workers  included,  rather  than  pay- 
ing them  by  the  hour.  Ten  plants  out  of  200  are  all- 
salaried  so  far — all  of  them,  as  it  happens,  nonunion. 
Howard  V.  Knicely,  TRW's  vice  president-human  rela- 
tions, expects  in  the  future  all  of  its  new  plants  will  be 
opened  on  an  all-salaried  basis.  In  the  circumstances, 
what  worries  Knicely  as  much  as  anything  is  the  diffi- 
culty of  maintaining  the  TRW  way  of  doing  things  in 
the  face  of  so  much  rambunctious  growth. — J.C. 
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This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  any  of  these  securities. 
The  offering  is  made  only  by  the  Prospectus. 


New  Issue 


$40,000,000 


Texscan 


81/2%  Convertible  Subordinated  Debentures  Due  2003 

(Interest  payable  June  15  and  December  15) 

Convertible  into  Common  Stock  of  the  Company  at  $30  per  share, 
subject  to  adjustment  under  certain  conditions. 


Price  99.50% 

Plus  accrued  interest  from  June  15, 1983 


Copies  of  the  Prospectus  may  be  obtained  from  the  undersigned  in  any  State 

where  this  announcement  is  circulated,  and  where  such  securities  may  lawfully  be  offered. 


Bear,  Stearns  &  Co. 


Raffensperger,  Hughes  &  Co.,  Inc. 
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Meeting  Japan's  Challenge 
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Not  yet.  But  Japan  could  close  the  gap  if  Americans  don't  try  harder. 

The  fact  is,  the  Japanese  are  graduating  more  engineers;  they're  doing  more 
nationally-coordinated  and  funded  engineering,  and  they're  also  upgrading  their  well- 
known  ability  to  implement  the  designs  of  others  with  a  quality  accent. 

Yet  in  high  technology  electronics,  Americans  are  both  the  creators  and  leaders. 
And  companies  like  Motorola  intend  to  keep  it  that  way. 

For  example,  take  the  microprocessor  — a  tiny  chip  of  silicon  containing  all  the  logic 
circuits  of  a  computer.  First  invented  by  our  U.S.  competitor,  Intel,  4-bit  microprocessors 
are  the  logic  brains  for  calculators  and  appliance  controls.  More  complex  8-bit  micro- 
processors are  used  in  applications  like  electronic  games,  or  to  improve  fuel  economy 
and  reduce  pollution  in  automobiles,  to  mention  a  few. 

Most  of  these  microprocessors  and  their  computers  were  created  by  Americans. 

Now  the  American  semiconductor  industry  has  given  birth  to  the  16-bit  micro- 
processor—a  whole  new  generation  that's  up 
to  ten  times  more  complex  and  powerful  than 
its  predecessors.  In  fact,  a  16-bit  microproc- 
essor has  the  capability  of  controlling  an 
astounding  128,000,000  pieces  of  information. 

These  16-bit  microprocessors  were 
jdeveloped  and  introduced  by  American  manu- 
facturers. Motorola's  own  version  —  MC68000 
—  is  widely  acknowledged  to  have  the  most 
versatile  computer  architectural  structure. 
You'll  find  it  in  new  kinds  of  products  never 
before  economically  practical:  machines  and 
instruments  that  talk,  listen  and  respond;  auto- 
matic production  equipment  that  manufactures 
with  higher  precision  and  greater  productivity; 
small  home  computers  as  powerful  as  large 
business  computers  built  only  five  years  ago. 

And  as  innovative  as  these  products  are, 
new  generations  of  microprocessors  continue  to  open  the  realms  of  what's  possible.  For 
instance,  we  have  announced  a  32-bit  version  of  the  MC68000  that  is  the  world's  first  fully 
upwardly  compatible  version  of  an  earlier  16-bit  sister  machine.  But  that  is  not  the  point. 

The  point  is  that  innovation  and  imagination  in  this  field,  as  in  others,  is  American. 
It  is  from  this  solid  innovation  base  that  we  must  meet  Japan's  challenge.  As  competition 
for  world  markets  becomes  more  intense,  it's  this  good  old  Yankee  ingenuity  that  will 
keep  us  out  front 

MOTOROLA  A  World  Leader  in  Electronics 
Quality  and  productivity  through  employee  participation  in  management. 

6)1982  Motorola  Inc  Motorola  and  @  are  registered  trademarks  of  Motorola.  Inc 
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A  single  engineering  drawing  for  the  MC68000  covers  an 
entire  wall.  Yet  the  actual  microprocessor  is  only  about 
1/4  inch  square. 


manufacturing  as  it  is  to  volume  pro- 
duction. To  adapt  quickly  to  the 
whims  and  economic  demands  of  its 
auto  industry  customers,  it  has  had  to 
be.  But  TRW  has  maintained  its  com- 
petitive position  because  it  is  the  in- 
dustry's really  high-volume  producer, 
and  because  of  that  volume,  probably 
the  lowest-cost  producer  as  well. 

Flexible  manufacturing  is  essential 
these  days,  but  it's  not  necessarily 
cheap.  The  automakers  used  to  buy 
valves  across  a  family  of  engines,  so 
that  TRW  would  run  an  order  of 
500,000  to  a  million  units  a  month. 
No  more.  With  virtually  everything  a 
custom  job  these  days,  TRW  runs  or- 
ders of  150,000  and  200,000.  "These 
are  economical  sizes,"  says  TRW  Vice 
President  Daniel  E.  Gaffncy,  who 
manages  the  North  American  valve 
division,  "but  you've  got  more  down- 
time. We've  got  to  get  those  capital- 
intensive  machines  working  damned 
near  all  the  time." 

That's  where  the  $40  million  Gaff- 
ney  hopes  to  spend  over  the  next  five 
years  on  robotics,  fully  integrated 
manufacturing  and  computer  control 
systems  comes  in.  These  new  pro- 
grams will  cut  downtime  and  increase 
machine  use  dramatically.  By  mid- 
1984  TRW  will  have  a  computer-con- 
trolled valve-finishing  line,  where  the 
operator  will  no  longer  need  to  make 
the  20  or  so  decisions  involved  in 
shifting  from  one  order  to  another.  All 
he  will  do  is  change  a  wheel  or  tool  or 
whatever,  as  the  computer  decides. 

The  production  economies  that 
could  result  are  critical.  TRW  as- 
sumes that  total  demand  for  valves,  as 
for  most  of  its  other  conventional 
auto  parts,  will  never  return  to  old 
levels.  As  U.S.  automakers  have 
moved  from  8-  to  6-  to  4-cylinder  en- 
gines, the  valve  business  has  shrunk 
disproportionately,  so  Gaffney  has 
been  downsizing  his  capacity  as  well. 
TRW's  valve  production  will  run 
about  30%  below  its  1979  peak  this 
year.  Gaffney  doesn't  expect  his  valve 
business  to  recover  much  even  if  auto 
production  increases.  But  with  capac- 
ity down  and  efficiency  up,  he  does 
expect  to  improve  his  margins. 

If  there  isn't  much  growth  left  in 
auto  parts  overall,  Mettler  neverthe- 
less believes  that  particular  segments 
of  the  business  will  continue  to  grow 
very  rapidly:  rack  and-pimon  steer- 
ing, electrohydraulics.  There  is,  too, 
the  aftermarket,  a  where  TRW 

now  operates  a  $500  miihdn-a-.year 
parts  business.  Th  lost  impor- 
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Mettler  expects  the  synergy  to  be 
explosive,  with  the  transportation 
electronics  market  growing  tcnfo|d  in 
the  Eighties.  "What  you  can  do  for  a 
combine,  tractor  or  car  with  a  little 
electronics  is  dramatic,"  he  says.  At 
the  moment  TRW  is  working  on  may- 
be 25  new  products,  including  not 
only  devices  to  monitor  and  control 
diesel  fuel  consumption  in  trucks  at  a 
10%  to  15%  improvement  in  fuel  effi- 
ciency (the  first  family  of  products  on 
the  market),  but  also  ceramic  coatings 
to  reduce  the  need  for  engine  water 
and  oil  and  devices  for  monitoring 
seeds  as  they  drop  to  the  ground.  With 
a  $  1 7  billion  market  in  prospect,  TRW 
can  afford  to  be  patient. 

Even  more  promising,  Mettler  says, 
is  the  application  of  the  new  technol- 
ogy to  traditional  manufacturing — 
converting  dumb  machines  and  fac- 
tories, as  Mettler  puts  it,  into  smart 
ones.  "Applying  electronics  to  manu- 
facturing industrial  parts  is  at  the 
heart  of  the  productivity  issue." 

A  Caltech-trained  electrical  and 


TRW  is  run,  not  by  num- 
bers but  by  engineers  and 
scientists  who  set  the  tone, 
style  and  focus  of  this 
technocratic,  entrepreneur' 
ial  firm. 


aeronautical  engineer  who  started  out 
running  the  Thor  Ballistic  Missile 
Program  at  Ramo-Wooldridge, 
Mettler  is  unwilling  to  dismiss  out  of 
hand  much  of  the  criticism  that's  lev- 
eled against  U.S.  business  these  days. 
He  is  especially  alert  to  the  danger  of 
emphasizing  shorter-term  results  at 
the  expense  of  longer-term  goals. 
Thus,  TRW  is  attempting  to  mini- 
mize that  danger  by  going  to  "real 
term"  reporting.  It  is  adjusting  its  ac- 
counts, that  is,  to  reflect  inflation — 
first  companywide  and  then  by  indi- 
vidual units,  in  terms  of  profit  and 
return  on  sales  and  investment. 

Like  most  other  companies,  TRW 
has  been  reflecting  the  effect  of  infla- 
tion on  its  inventories  for  years 
through  LIFO  accounting.  Now  it  is 
doing  the  same  for  depreciation,  re- 
stating it  to  reflect,  not  historical  val- 
ue, but  replacement  cost.  By  this  reck- 
oning, the  seemingly  high  returns  of 
some  divisions  have  shriveled  consid- 
erably, sometimes  to  the  vanishing 
point.  The  impact  varies.  In  credit 
data  the  change  is  minimal.  In  auto 
parts  the  effect  can  be  enormous. 

"Unless  you  can  reproduce  the  fa- 
cility you're  consuming,  you  don't 
really  have  a  profit,"  Mettler  says. 


"We  don't  want  that  to  happen.  That 
doesn't  mean  you  should  jump  to  the 
conclusion,  'My  God,  that's  a  bad 
business,  let's  get  out  of  it.'  But  it  has 
caused  us  to  rethink  the  businesses 
we've  got.  We  have  to  have  a  way  of 
comparing  not  only  internal  develop- 
ments with  acquisitions  but  also  one 
business  in  one  country  with  another, 
or    one    product    with  another." 

"Convert  our  1982  performance 
into  real  terms,  and  we  do  not  meet 
the  corporate  goal,"  says  Dan  Gaff- 
ney, whose  valve  division  is  nominal- 
ly one  of  TRW's  most  profitable  oper- 
ations. "We  are  still  in  the  black,  but 
we  are  in  an  old,  well-established, 
capital-intensive,  highly  depreciated 
business,  and  we're  trying  to  really 
understand  what  has  to  be  done  to 
meet  that  criterion."  As  a  start,  Gaff- 
ney is  getting  rid  of  188  pieces  of 
equipment,  on  the  books  at  $700,000, 
that  haven't  been  used  in  years. 

Real-term  reporting  also  raises  hob 
with  TRW's  progress  in  meeting  its 
long-term  financial  goals.  "TRW  has 
been  earning  14%  and  15%  in  recent 
years,"  says  Chuck  Allen,  "but  with 
the  inflation  we've  had,  you  have  to 
have  a  hellish  high  return  to  make 
10%  real.  As  a  rough  approximation 
of  what  the  nominal  rate  has  to  be, 
add  the  inflation  rate  on  top,  and 
these  days  that  brings  TRW's  target  to 
17%.  But  when  the  inflation  rate  is 
9%,  10%,  11%,  you're  talking  about  a 
20%  nominal  return,  and  you  can't 
get  that  here.  That's  impossible." 

Which  is  precisely  the  point  of 
TRW's  management  approach  all 
these  years.  But  in  a  changed  econom- 
ic environment,  the  effect  will  be  to 
skew  investment  away  from  capital- 
intensive  businesses,  away  from 
those  that  are  especially  inflation- 
prone,  and  toward  service  businesses, 
low-capital-intensive  businesses, 
businesses  with  a  fast  turnover.  "It 
may  not  cause  us  to  say,  'We  have  to 
get  out  of  that  business,'  "  Mettler 
says,  "but  we've  got  to  have  a  differ- 
ent pricing  structure,  a  different  cost 
pattern,  a  productivity  improvement. 
It  goes  right  to  the  heart  of  the  busi- 
ness— what  are  you  producing  at  what 
cost  and  at  what  price  are  you  selling 
it?  It  gives  our  managers  a  long-term 
orientation  because  they're  not  just 
judged  on  how  well  they're  doing  on 
today's  accounting,  but  how  well 
they're  replacing  the  capital  they'll 
need  over  the  next  plant  year." 

Managing  under  that  sort  of  disci- 
pline is  not  a  particularly  graceful  way 
to  age.  But  it  is  precisely  the  sort  of 
rigor  that  has  kept  TRW  committed 
to  change — the  one  certainty  in  all  its 
businesses,  as  in  anyone  else's.  ■ 
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Edited  by  Alan  Jury,  investment  writer  for 
Australian  Business  magazine. 

he  first  commercial  links 
between  Australia  and  the 
United  States  were  forged  in 
1792,  when  the  British  penal 
colony  of  New  South  Wales  was  only 
three  years  old.  Captain  Thomas 
Patrickson  sailed  the  Philadelphia 
into  Sydney  Harbor.  After  his  cargo  of 
"assorted  notions"  was  gone,  he  sold 
the  ship  to  colony  governor  Arthur 
Phillip. 

Today,  trade  between  the  two  na- 
tions is  far  more  substantial.  U.S. 
direct  investment  in  Australia  ex- 
ceeds US$9  billion,  while  U.S.  major- 
ity-owned foreign  affiliates  will  boost 
capital  spending  in  Australia  3.4  per- 
cent to  US$2  billion  this  year. 

The  Australian  economy,  though 
struggling  to  find  its  way  out  of  an 
economic  morass,  has  an  undeniably 
bright  future,  particularly  in  areas 
related  to  energy,  resources,  com- 
munications and  information 
services. 

"An  Affluent,  Attractive  Market" 

Says  Alan  Carroll,  Australian  Di- 
rector of  New  York-based  Business 
International  Corporation:  "There'll 
be  an  enormous  market  for  the  whole 
inlormation  technology  industry. 
Australia  is  an  affluent,  attractive 
market." 

This  market  spills  over  into  leisure 
and  sporting  equipment,  VCR  soft- 
ware, toys,  kitchenware,  hardware 
and  do-it-yourself  equipment. 

The  best  opportunities  in  energy 
and  mineral  resources — apart  from 
buying  a  direct  share  in  a  project — lie 
in  providing  construction,  mining 
and  earth-moving  equipment.  Areas 
of  continuing  high  potential  include 
supplying  oil  and  gas  field  equipment 
and  related  goods  and  services,  agri- 
cultural equipment,  computers, 
business  equipment,  telecommunica- 
tions equipment  and  systems,  health 
care  items  and  security  and  safety 
equipment. 

U.S.  companies  furnish  22  percent 
of  Australia's  imports  and  take  1 1  per- 
cent of  its  exports;  the  balance  of 
trade  favors  the  U.S.  by  almost  US$3 
billion.  Australia  is  America's  12th- 
largest  market.  Easily  Australia's  big- 
gest supplier,  America,  as  a  market 
for  Australian  produce,  falls  well  be- 
hind Japan  and  marginally  behind 


the  EEC. 

Australia,  with  a  resource-rich  land 
mass  almost  as  large  as  the  U.S.'  but 
populated  by  only  15  million,  exports 
roughly  half  of  its  production.  Best 
known  today  for  its  mineral  and  en- 
ergy wealth,  exports  of  these  com- 
modities have  risen  dramatically  in 
the  10  years  since  Britain's  accession 
to  the  EEC. 

Japan  is  now  Australia's  major 
trading  partner,  a  result  of  the  sym- 
biotic link  between  the  growth  of 
Australia's  mining  sector  and  Jap- 
anese industry.  Although  Japan 
supplies  19  percent  of  Australia's  im- 
ports, it  takes  27  percent  of  its 
exports.  But  its  inlluence  is  best 
viewed  in  the  context  of  the  mining 
industries  it  helped  spawn. 

The  Japanese  Connection 

Japan's  increasingly  voracious  ap- 
petite for  raw  materials  during  the 
1960s  and  1970s  coincided  with  a 
wave  of  investment  in  Australian  ex- 
ploration and  development,  and 
Japan  now  takes  40  percent  of  Aus- 
tralia's mineral  and  energy  exports  by 
value — including  76  percent  of  iron 
ore  and  72  percent  of  coal. 

When  the  second  oil  shock  of  1979 
saw  Japanese  industrialists  plan  a 
wide-scale  conversion  from  oil-fired 
to  gas-,  coal-  and  uranium-powered 
plants,  a  new  investment  wave  swept 
Australia.  Many  export-oriented  coal 
mines  were  planned,  while  existing 
mines  greatly  expanded  capacity.  It 
was  badly  timed;  new  mines  or  ex- 
panded capacity  are  now  unjustified 
before  1987  at  the  earliest. 

Facing  Obstacles 

More  worrisome  longer-term, 
however,  is  an  erosion  of  Australia's 
competitive  advantage. 

Escalating  wage  claims,  rampant 
industrial  disputation,  and  non-wage 
costs  of  employment  have  allowed 
other  nations  to  chip  away  at  Aus- 
tralia's traditional  markets.  The 
problems  are  starkly  illustrated  in  a 
recent  survey  of  100  of  Australia's 
largest  companies  by  the  Australian 
Industries  Development  Association. 

With  Australia  entering  its  second 
decade  of  double-digit  inflation  and 
more  than  10  percent  unemployment 
following  the  election  of  a  Labor  Gov- 
ernment in  March,  a  national  summit 
of  employers,  government  and  unions 
was  held  to  promote  a  spirit  of  na- 


tional conciliation. 

"We  Aim  to  Capitalize" 

Australia's  prospects,  however,  are 
not  as  bleak  as  they  appear.  "We  be- 
lieve that  the  present  economic 
conditions  should  provide  attractive 
investment  and  advisory  opportu- 
nities on  which  we  aim  to  capitalize," 
wrote  joint  managing  directors  Peter 
Letley  and  Neil  MacLachlan  in  the 
latest  annual  report  of  merchant 
bank,  Wardley  Australia.  Wardley,  an 
affiliate  of  the  Hongkong  &  Shanghai 
Banking  Corporation,  is  just  one  of 
more  than  70  international  bank  affil- 
iates which,  despite  being  denied 
access  to  local  commercial  banking 
licenses,  are  making  a  very  handsome 
living  servicing  Australian  businesses. 

Even  the  daunting  prospect  of  a 
$16  billion  government  debt  rollover 
during  the  next  five  years  and  its 
implications  for  Australian  interest 
rates  offers  investors  a  good  oppor- 
tunity. Said  Wardley  in  a  recent 
economic  survey:  "With  capital  in- 
flow needed  to  finance  Australia's 
structural  current  account  shortfall 
increasingly  geared  to  short-term 
loans  and  the  Governments  securities 
market,  interest  rate  differentials, 
particularly  with  the  U.S.,  must  be 
favorable  and  attractive  to  investors." 

And,  despite  labor  cost  problems, 
Australia  remains  a  politically  and 
economically  safe  investment  region. 
Its  competitiveness  will  be  restored, 
either  because  the  unions  will  recog- 
nize that  higher  demands  are  merely 
boosting  unemployment  or  because 
capital-intensive  operations  are  grad- 
ually replacing  labor-intensive 
manufacturing. 

John  Macleod,  chief  economist  for 
mining  giant  CRA  Ltd.,  points  out 
that  the  growth  of  Australian  manu- 
facturing took  place  after  the  Second 
World  War,  when  Australia's  open  door 
immigration  policy — for  Europeans, 
anyway — enticed  hundreds  of 
thousands  from  devastated  Europe. 
Establishment  of  a  manufacturing 
base  was  a  bipartisan  policy, resulting 
in  a  protectionist  wall  and  industry 
incentives  designed  to  guarantee  local 
market  share.  The  trade-off  was  jobs. 

Much  of  the  protection  still  exists 
today.  The  worst  excesses  are  found  in 
the  textile  and  automobile  industries. 
"We  are  effectively  shackling  our  ex- 
port industries  by  these  inefficien- 
cies," says  Macleod,  citing  a  recently 


published  report  showing  that  the 
cost  of  production  is  ultimately  borne 
by  export  industries. 

Pragmatic  Socialists 

Ironically,  the  new  socialist  govern- 
ment of  Robert  Hawke  appears  to  be 
taking  a  more  pragmatic  view  than 
did  Malcolm  Frasers  Liberal-Na- 
tional Party  coalition.  In  its  first  few 
months  of  office,  as  thousands  of 
workers  in  coal,  steel  and  automotive 
industries  were  laid  off,  the  govern- 
ment's  major  initiative  was  humani- 
tai  ian — but  not  economically  suicidal. 

For  example,  the  Australian  sub- 
sidiary of  General  Motors,  General 
Motors-Holden's,  lost  $126.6  million 
in  1982,  taking  its  cumulative  losses 
to  $250  million.  GM  has  had  no  divi- 
dend from  GM-H  for  five  years.  When 
the  company  finally  decided  to  scale 
down  its  integrated  manufacturing 
operation  to  one  more  of  assembly, 
the  government  approved. 

Concerned  only  that  work  force  re- 
duction be  achieved  by  voluntary 
means  if  possible,  the  minister  for 
industry  and  commerce,  senator  John 
Button,  approved  GM-H's  plans.  Al- 
though he  didn't  mention  it  specifi- 


cally, he  implied  that  the  fault  lay 
evenly  with  company  management 
and  governments. 

In  other  ways,  also,  the  Hawke  gov- 
ernment is  demonstrating  that  its 
main  concern  is  gradual,  orderly  eco- 
nomic recovery  with  equal  emphasis 
on  reducing  unemployment  and  infla- 
tion. However,  its  attitude  to  foreign 
investment  appears  confused  at  best. 

In  May,  treasurer  Paul  Keating  took 
the  first  official  steps  toward  recovery 
when  he  brought  down  a  mini-bud- 
get, which  contained  a  $500  million 
package  of  job-creation  schemes 
(aimed  primarily  at  housing  and  con- 
struction) as  well  as  a  $1  billion 
revenue  package  that  removed  tax 
concessions  formerly  applying  to 
lump-sum  superannuation  permits 
and  social  security  benefits. 

By  and  large,  the  government  is 
being  accepted  as  economically  re- 
sponsible —  but  it  has  also  gained  a 
reputation  for  taking  a  hard  line  on 
foreign  investment. 

Basically,  Australia's  policy  is  that 
all  non-property  foreign  investment 
proposals  involving  more  than 
$5  million  (including  transfers  of  Aus- 
tralian assets  from  one  foreigner  to 


Australia 


another)  be  submitted  for  govern- 
ment approval.  As  a  rough  rule  of 
thumb,  50  percent  Australian  equity 
is  desired,  if  possible,  although  the 
real  determinant  appears  to  be  "net 
economic  benefit." 

During  the  1980-81  financial  year, 
the  Fraser  government  rejected  47 
proposals  valued  at  $166  million  and 
approved  1,209  (847  without  condi- 
tions) worth  $5.44  billion.  The  Hawke 
government  rejected  6  of  the  first  10 
proposals  put  to  it.  At  least  one  pro- 
posal was  rejected  because  the 
government  felt  the  net  economic 
benefits  were  not  sufficient  to  offset 
loss  of  Australian  ownership. 

Foreign  Banking 

Treasurer  Paul  Keating  denies  the 
new  government  is  taking  a  hard  line 
on  foreign  investment.  He  says  the 
government  is  treating  proposals  case 
by  case  until  it  can  complete  a  review 
of  foreign  investment  policy.  One  area 
of  particular  interest  is  the  banking 
sector.  The  predecessor  Fraser  govern- 
ment had  planned  to  license  "about  10' 
foreign  banks;  Labor  is  opposed  to 
foreign  bank  entry.  Keating  wants 
more  banks,  and  if  sufficient  local 
institutions  cannot  take  up  his  chal- 
lenge for  more  competition,  he  says 
he  will  review  foreign  bank  proposals 

In  the  meantime,  those  proposals 
most  likely  to  find  favor  will  be  aimed 
at  further  developing  Australia's  re- 
sources by  undertaking  mineral 
processing  in  Australia.  Presently 
most  of  Australia's  minerals  are  ex- 
ported in  their  raw  form. 

A  1980  government  study  into  the 
potential  for  raw  materials  process- 
ing in  Australia  noted,  "Much  of 
Australia's  past  mineral  development 
has  been  achieved  by  cooperation  be- 
tween Australian  and  foreign 
interests.  Besides  the  availability 
question  of  investment  funds,  it  is 
recognized  that  access  to  technology, 
expertise  and  markets  is  facilitated 
by  foreign  participation." 

Stockbroker  Laurie  Cox  of  Potter 
Partners  thinks  the  establishment  of 
more  onshore  processing  facilities,  as 
the  answer  to  Australia's  declining 
competitiveness,  has  a  "very  exciting' 
future. 

Cox  is  supported  by  CRA's  Macleod 
who  says  the  scope  for  processing  in 
Australia  is  "very,  very  large."  Alumi- 
num is  the  most  frequently  cited 
example  of  how  Australian  process- 
ing can  contribute  greater  added 
value  to  the  economy.  Australia  has 
abundant  cheaply  extractable  baux- 
ite and  coal,  and  therefore  can 
efficiently  produce  alumina  and 
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North  America,  at 
(213)552-9566. 
Or  Write: 
Government  of 
New  South  Wales, 
Australia,  2049 
Century  Park  East, 
Suite  2250, 
Los  Angeles, 


AUSTRALIA 


Japan,  Taiwan,  Singapore 
I  Korea  are  all  waiting  for  you 
corporation  to  go  Under. 


California 

90067 
USA. 

New  South  Wales 

DOWN  UNDER,  WE'RE  TOPS. 


©  1983  Government  of  ?ieu!  South  Wales,  Australia. 


YOUR  ASIAN  CONNECTION 
AUSTRALIA'S 
NORTHERN  TERRITORY 

THE  WESTERN  PACIFIC  HAS  BEEN  IDENTIFIED  AS  HAVING  THE  FASTEST 
ECONOMIC  GROWTH  OF  ANY  REGION  IN  THE  WORLD  THIS  WILL  CONTINUE  INTO 
THE  1990S. 

AUSTRALIA'S  NORTHERN  TERRITORY  IS  IDEALLY  LOCATED  AS  A  BASE  FOR 
SERVICING  ALL  THE  MARKETS  OF  THE  WESTERN  PACIFIC  REGION. 

AUSTRALIA'S  NORTHERN  TERRITORY  HAS  THE  COMMERCIAL  INFRASTRUCTURE 
TO  SUPPORT  YOUR  EFFORTS  IN  THE  REGION. 

THE  FUTURE  LIES  IN  THE  WESTERN  PACIFIC  REGION:  YOU  CAN  BE  PART  OF 
THIS  DEVELOPMENT  BY  COMING  TO  AUSTRALIA'S  NORTHERN  TERRITORY,  THE 
CENTRE  OF  THAT  REGION. 


...  rra 


NORTHERN  TERRITORY 
DEVELOPMENT  CORPORATION 
G.P.O.  BOX  2245 
DARWIN 

NORTHERN  TERRITORY  5794 
AUSTRALIA 

TEL:  089  89  4211 
TELEX:  DEVCOR  AA  85397 


The  Northern  Territory 
is  the  closest  part  of  Aust- 
ralia to  the  Western  Pacific 
Region  and  is  within  easy 
flying  time  of  the  major 
commercial  centres  of  the 
region. 

We  do  business  on  a  basis 
that  is  already  familiar  to 
you  and  we  can  support 
your  efforts  in  the  region. 

You  can  pioneer  the 
markets  of  the  Western 
Pacific  Region  which  cur- 
rently exceed  1,500  million 
people  by  using  the  North- 
ern Territory  as  your 
regional  base. 

The  Northern  Territory 
is  developing  extensive 
transportation,  and  com- 
munication links  with  the 
region  and  these  will  be 
expanded  to  accommodate 
the  future  requirements  of 
trade  and  commerce. 

The  Northern  Territory 
welcomes  overseas  invest- 
ment, and  has  the  facilities 
to  accommodate  a  broad 
spectrum  of  manufactur- 
ing industries  and  com- 
mercial operations. 

If  your  corporation's 
marketing  strategy  includes 
the  fastest  growing  econ- 
omic and  marketing  region 
in  the  world,  then  you 
should  consider  the  North- 
ern Territory  as  a  single 
central  location  from  which 
you  can  service  the  entire 
region. 


aluminum. 


Australia 


"On  the  Edge  of  Asia " 

"The  other  principal  1  actor  is  thai 
we  sit  on  the  edge  of  Asia,"  says  Mac- 
leod,  "the  fastest  growing  area  of  the 
world.  We  will  see  quite  affluent 
countries  grow  ing  in  the  region.  Not 
manvof  them  have  mineral  resources 
of  their  own.  They  've  got  tin,  some  oil 
and  some  gas — but  not  the  resources 
nor  the  quantity  Australia  has. 


"That's  the  Opportunity" 

"If  they  can  look  south  and  see 
Australia  as  a  cheap  source  ol  high 
quality  product,  which  is  competitive 
by  world  standards  in  terms  of  sup- 
ply, quality  and  quantity,  then  it  is 
possible  they  will  buy  from  us. 

"Thai's  the  opportunity.  Whether 
we  capitalize  on  it  or  not  is  another 
mat  tei." 

The  argument  is  taken  up  by  Hugh 


Why  we  are  able  to  handle  Australian  portfolios 
better  than  anyone  else  in  the  U.S.A. 


Specialist  Australian 
investment  firm. 
Based  in  New  York. 
Run  by  Australians  with 
direct  access  to  Australia's 
financial  markets. 


For  advice  on  or  management 
of  a  portfolio  of  Australian 
securities,  no  firm  in  the  U.S A 
can  serve  you  as  well  as  J.B.  Were  & 
Son  Inc.  Our  parent,  J.B.  Were  & 
Son.  is  the  largest  and  one  of  the 
oldest  broking  houses  in  Australia. 

When  you  come  to  us  in  New 
York  for  advice  or  management  of 
an  Australian  port-  j^^t 
folio,  you  are  as 
good  as  dealing 
directly  on  the 
Australian  mar- 
kets. Our  network 
of  Australian 

James  Rayner 

Phone  them  on 


market  intelligence,  knowledge  and 
experience  assures  the  very  best  in 
Australian  portfolio  management 
or  advice. 

James  Rayner  and  Peter  Wade 
are  Australians  working  on  the 
Australian  market  in  the  American 
market.  You  get  the  best  of  both 
worlds  when  you  enlist  them.  Phone 
them  for  details  of 
how  they  can  help 
you  invest  success- 
fully in  Australia, 
^         one  of  America's 
k  M     most  lucrative 
mm  m  m  I  money  markets. 

Peter  Wade 

(212)  355  6611. 


LRWere&Sonlnc 

MEMBER  OF  NASD  AND  SIPC 
Park  •  York  N.Y.  10017  Telex:  968515 


Morgan,  executive  director  of  West- 
ern Mining  Corporation  and 
president  of  the  Australian  Mining 
Industry  Council.  "The  role  of  com- 
petitiveness is  really  the  lesson 
Australia  must  learn,"  he  says.  "We 
have  been  shielded  from  the  world 
economy  for  the  past  20  years  by  the 
high  rate  ol  capital  inflow.  We  have 
consumed  that,  and  lived  off  part  of  it 
in  anticipation  of  sharing  in  future 
tax  rewards  from  the  enterprises. 

"Now  there  has  been  some  hesita- 
tion in  the  capital  inflow  [and]  we 
have  got  a  demonstrably  diminished 
export  revenue  in  real  terms  because 
of  commodities  falling  off — exacer- 
bated by  the  drought,  which  caused 
the  virtual  halving  of  the  1982-83 
wheat  crop,  at  a  cost  of  $1  billion. 

I  would  hope  that  most  Aus- 
tralians would  wake  up  to  the  fact 
that  we  are  not  an  island  economy. 
The  world  is  an  interdependent  place 
and  we  are  at  the  front  edge  ol  that 
interdependence." 

Nevertheless,  Morgan,  like  others, 
remains  optimistic.  Morgan  is  par- 
ticularly bullish  about  exploration 
prospects  w  ith  new  technology.  "It  is 
opening  up  new  horizons  that  have 
never  been  looked  at  before  over  the 
great  mass  of  Australia." 

Oil  and  gas  exploration,  par- 
ticularly, should  benefit.  A  survey  by 
the  Australian  Petroleum  Exploratior 
Association  revealed  that  more  than 
$1.4  billion  will  be  spent,  up  from 
1981s  $944  million.  Exploration  ac- 
tivity — 230  wells  at  a  cost  of  $750  to 
$800  million — was  easily  a  new  rec- 
ord in  1982,  but  will  not  be  repeated 
in  1983. 

Yet,  by  any  international  compari- 
son, Australia's  oil  exploration  effort 
is  woefully  inadequate.  APEA  chair- 
man Ken  Richards  says  Australia 
must  double  its  discovery  rate  of  ap- 
proximately 100  million  barrels  a 
year  to  maintain  70  percent  self-suffi- 
ciency in  oil  as  production  from 
existing  Bass  Strait  fields  tapers  off. 

Australia  needs  foreign  investment, 
capital  and  expertise — and,  most  of 
all,  overseas  partners  to  buy  its  prod- 
ucts. Australia's  challenge  is  to 
restructure  a  grossly  inefficient  heavy 
manufacturing  base,  to  open  up  new 
mines  and  processing  facilities  and  to 
apply  new  farming  technology  to  its 
vast  tracts  of  arable  land. 

Joint  Venture  Sought 

Leisure  industries  also  offer  great 
potential.  Sydnev-based  investment 
consultant  Jeffrey  Dalco,  for  exam- 
ple, would  like  to  set  up  a  joint 
venture  with  U.S.  tour  packagers  to 


i  exploit  Australia's  natural  wonders 
and  climate.  Dalco  also  organizes  in- 
vestment seminars  as  part  of  his  link- 
up with  the  International  Business 
and  Investment  Exchange  and  sees 
tour  packaging  as  a  natural  corollary. 

Dalco,  who  for  the  past  three  years 
has  been  providing  foreign  investors 
assistance  in  identifying  suitable  in- 
;  vestment  opportunities  in  Australia, 
says,  "Most  people  find  Australia  not 
only  exciting,  but  also  comforting 
in  its  familiarity.  Americans  say,  'It  is 
like  going  to  another  state  in  the  U.S.'  " 

The  services  his  corporation  offers 
include  educational  investment  semi- 
i  nars  for  groups,  with  special  atten- 
tion to  their  particular  areas  and  in- 
j  terests.  Through  his  affiliation  with 
Source  International  Inc.  in  Dallas 
I  they  maintain  close  contact  with 
!  what  American  investors  need  to 
i  know  to  make  successful  investments. 
The  next  major  Australian  invest- 
ment seminar  will  be  held  in  May  1984. 

Jeffrey  Dalco  also  says,  "Americans 
who  have  been  to  visit  with  us  tell  us 
that  our  tourist  potential  is  un- 
limited, particularly  in  places  like 
Tasmania  and  the  Northern  Territorv, 
which  they  feel  are  unique  in  the 
world  today  " 

Tasmania's  two  major  industries, 
tin  mining  and  timber,  were  virtually 
closed  down  during  the  recession, 
creating  a  much  more  liberal  govern- 
ment attitude  toward  investment 
proposals.  For  example,  when  a  local 
subsidiary  of  Switzerland's  Sandoz 
told  the  government  it  was  planning 
to  relocate  an  outmoded  and  money- 
losing  plant  to  Singapore,  the 
Tasmanian  Government  quickly  of- 
fered a  lucrative  incentive  package. 
Tasmanian  premier,  Robin  Grav,  is 
promoting  Tasmania  as  the  most  at- 
tractive state  in  Australia  to  start  a 
new  business. 

The  Northern  Territory  is  also  seek- 
ing to  boost  tourism,  capitalizing  on 
its  proximity  to  Asia.  This  is  also  a 
considerable  industry  boost  for  com- 
panies planning  to  operate  or  trade  in 
the  region.  A  small  local  engineering 
and  pastoral  company,  Henrv  & 
Walker,  has  already  had  several  suc- 
cessful discussions  with  the 
Indonesian,  Korean  and  Malaysian 
governments  and  is  expecting  to  par- 
ticipate in  several  large  infrastruc- 
ture contracts. 

The  resource-rich  Northern  Terri- 
tory, faced  with  the  fiscal  responsi- 
bilities of  full  statehood  in  five  years, 
is  actively  seeking  investment  to 
boost  its  future  revenue  base  and 
provide  employment.  With  govern- 
ment support,  including  a  negotiable 


finance  package  and  guarantees, 
provisions  of  land,  housing  and  other 
services,  the  Territory  has  already  at- 
tracted resource  developments  worth 
more  than  $4.5  billion.  "Now  is  the 
time  to  look  to  the  Territory  for  in- 
vestment," says  Ray  McHenrv, 
straight-talking  chairman  of  the 
Northern  Territory  Development  Cor- 
poration. With  a  vastly  improved 
infrastructure,  Territoreans  see  their 
capital,  Darwin,  as  a  perfectly  placed 


Australia 


regional  service  center  for  Southeast 
Asia. 

"The  Way  It's  Going  to  Work" 

Asia  is  opening  its  doors  and  Aus- 
tralian companies  have  been  among 
the  first  to  set  up  shop  there,  selling 
not  only  goods,  but  also  services.  "I 
think  the  opportunity  for  Australia  is 
not  only  to  ship  the  product  but  to 
ship  the  technology,"  says  Elders 
IXL's  chief  executive  John  Elliot.  "To 


Introducing  the  wealth 
that's  down  under  Down  Unden 


Australia  is  recognised  as  one  of  the  richest  repositories  of  energy  in 
the  world,  with  immense  resources  in  coal,  gas,  oil,  uranium  and 
other  vital  minerals. 

ANZ  is  more  than  a  leading  name  in  Australian  banking.  For 
over  a  century  it  has  led  in  the  financing  of  mineral  exploration  and  ex- 
traction. If  you  are  interested  in  the  wealth  that's  under  'down  under', 
consult  us  at  ANZ  for: 

Advice  on  the  Australian  mineral  and  energy  sectors. 

Export  and  financing  of  plant. 

Advice  on  feasibility  studies  of  proposed  projects. 

Our  offices  in  the  United  States  represent  your  mainline  to  the 
bank's  wealth  of  experience  in  Australia.  You  probably  already  know  us 
through  international  and  foreign  exchange  dealings.  But  we  also 
offer  wholesale  domestic  Money  Market  Loans, 
Lines  of  Credit,  Acceptance  Financing, 
Revolving  Credits  and  Term  Loans.  Contact 
us  today. 


AM 


AUSTRALIA  AND  NEW  ZEALAND  BANKING  GROUP  LIMITED 


NEW  YORK:  63  WALL  STREET.  NEW  YORK.  NY  10005    TELEPHONE  (212)825-0700 
CHICAGO:  SUITE  3910.  30  NORTH  LASALLE  STREET,  CHICAGO,  ILL  60602    TELEPHONE  (312)  236-6835 
LOS  ANGELES:  707  WILSHIRE  BOULEVARD,  LOS  ANGELES.  CA  90017    TELEPHONE  (213)  620-0561 
HOUSTON:  FIRST  CITY  TOWER.  SUITE  3850,  HOUSTON.  TX  77002    TELEPHONE  (713)  658-1099 


Australia 


have  joint  ventures  there  anil  help 
them  upgrade  their  own  agricultural 
production  is  the  way  it's  going 
to  work." 

Last  year,  while  analyzing  future 
energy  and  mineral  developments  in 
Australia  through  the  year  2000,  a 
Chemical  Bank  study  team  predicted 
total  investment  spending  in  Aus- 
tralian resources  would  occur  at  a 
steady  rather  than  frenetic  pace, 
amounting  to  $11.8  billion  (1980 
prices)  in  1981-85,  $11.3  billion  in 
1986-90  and  accelerating  to  $31.9  bil- 
lion in  the  last  decade.  Major  areas  of 
investment  would  be  aluminum,  al- 
umina, bauxite  and  coal. 

Foreign  capital  intlow,  predicted 
the  Chemical  Bank  team,  would  cover 
40  to  45  percent  of  this  investment 
and  provide  "positive  benefits  to  Aus- 
tralia's balance  of  pay  ments  cumu- 
lating to  $100  billion  (1980  prices) 
through  the  end  of  the  century." 

What  does  Australia  offer  in  re- 
turn? "Australia  is  a  land  of 
undoubted  opportunity,  politically 
and  economically  stable  and  there- 
fore not  liable  to  the  risks  that  so 
many  U.S.  investors  have  encoun- 
tered in  Latin  America  and  parts  of 


the  Far  East,"  says  banker  Michael 
Bato,  a  British  expatriate  who  settled 
in  Australia  more  than  10  years  ago. 

Quite  apart  from  financial  rewards, 
Bato  has  found  other  intangible  re- 
wards in  Australia.  "The  quality  of 
life  is  excellent,"  he  says.  "People  live 


in  good  homes,  most  within  easy  ac- 
cess of  surfing  beaches,  and  there  are 
a  large  number  of  golf  clubs  for  whicl 
membership  is  easily  obtained. 

"Apart  from  the  financial  rewards 
of  living  in  Australia,  the  most  attrac 
tive  aspect  is  the  lifestyle." 


Recession  Has  Hit  Australia's 
But  Only  in  a  Minor  Way  by 

A  recent  survey  of  the  December 
half-yearly  profit  reports  of  229 
listed  companies  by  Melbourne 
stockbroker,  JB  Were  &  Son, 
found  aftertax  profits  down  11.5 
percent  "on  the  good  results  of  the 
previous  corresponding  period." 
(Australian  companies  are  only 
required  to  report  financial  re- 
sults twice  a  year.) 

"Our  rough  calculations  suggest 
the  June  half  will  record  a  fall  of 
10  percent  over  the  depressed 
June  1982  results,"  Weres  report 


Corporate  Profitability — 
U.S.  Comparisons 

says.  Other  results  of  the  study 
included:  corporate  cash  flow  fell 
5.2  percent,  interest  cover  has 
deteriorated  from  5.4  times  in  De- 
cember 1980  to  3.2  times  in 
December  1982,  dividend  cover 
has  declined  15  percent  to  2.08 
times. 

For  portfolio  investors,  Were  of- 
fers the  following  sobering 
thought:  "The  economic  recovery 
phase  will  involve  considerable 
balance  sheet  repairing  and  so 
dividends  will  clearly  lag  profits." 


Percentage  change 

Dec  1981 

June  1982 

Dec  1982 

Pretax  profit 

+  13.8 

-5.7 

-  13.4 

Aftertax 

+  18.0 

-  1.1 

-  11.5 

Dividends 

+  19.6 

+  16.6 

+  4.4 

All  monetary  figures  are  in  Australian  dollars  unless  otherwise  specified. 


A  list  of  banks  worth  talking  to 
if  youVe  planning  to  do  business 
in  NewSoutbWkles,  Australia. 


State  Bank. 

ANZ. 
Australian. 
BNR 
BNZ. 
Commonwealth. 
National  Australia. 
Westpae. 

*Only  the  State  Bank  is  guaranteed  by 
the  Government  of  New  South  Wales. 

For  mce  ^formation  telephone  Bob  Lees  (Senior  Vice  President),  on  (212)  682 1300  or  write  to 
State  Bank  of  New  Sou        es  New  York  Branch  529  Fifth  Avenue  (at  44th  Street).  New  York  NY  1001 7  Telex  429964 

State  Bank  of  New  South  Wales. 

State  Bank  Chambers.  14-16  York  S  ack  Street).  Sydney.  New  South  Wales  2000  Australia.  Telephone  (02)2660211  Telex  AA21550. 

State  Bank  o    ew  South  Wales 


Australia  -  The  New  Investment  Frontier  "Down  Under" 


Whilst  there  are  a  variety  of  safe,  sound  and 
profitable  investments  that  can  be  made  directly 
from  your  home  base,  the  important  question 
to  ask  is  "Should  I  hold  all  my  assets  in  one 
country?"  In  today's  world  economic  conditions 
holding  all  your  assets  in  one  country  could  be 
the  deadliest  financial  blunder  you'll  ever  make. 
There  are  five  basic  criteria  that  need  to  be  met 
in  determining  the  appropriate  scenario  for 
international  investment: 

*  Opportunity       *  Security       *  Flexibility 

*  Potential  for  diversification  geographically 

*  Professional  management  and  advisory  services 
A  great  diversification  of  invest- 
ment opportunities  are  available  right 
now  in  Australia  for  investments  as 
low  as  a  thousand  dollars,  onwards. 
Most  investors  will  find  Australia  not 
only  exciting,  but  also  comforting  in 
its  familiarity. 

Why  Go  "Down  Under" 
To  Get  On  Top! 

For  a  region  or  country  to  qualify  as  an  area 
for  international  investment  or  a  haven  for 


funds,  it  must  meet  several  basic  requirements. 
1.  A  stable,  pro-western  government  which  is 
not  likely  to  be  shaken  by  internal  turmoil  or 
by  external  aggression.  2.  A  strong  free- 
enterprise  tradition  and  a  dedication  to  free 
market  principles  combined  with  a  high  respect 
for  private  property.  3.  A  stable  economy  and 
currency  backed  byfreedom  from  restrictions  on 
flows  of  foreign  capital.  4.  A  stable  banking 
system  and  a  well-developed  industrial,  trans- 
portation and  communications  infrastructure. 
5.  A  strong  minerals,  energy  and  agricultural 
base.  6.  Favourable  exchange  rate  for  U.S. 
investment  now. 

These  parameters  eliminate  most  areas  of 
the  globe  from  consideration  in  terms  of  Inter- 
national investment  and  diversification. 

Australia  easily  fulfils  all  of  these 
requirements. 

A  Climate  Favourable  to 
Business  Initiative  and 
New  Investment 

With  its  small  population  in  relation  to  its 
size.  Australia  has  always  needed  outside  cap- 
ital for  major  development  works,  and  both  the 


Federal  and  State  Governments  have  set  out  to  I 
create  a  favourable  climate  for  business  initiative  | 
and  new  investment.  There  is  general  agree- 
ment by  both  major  political  parties  of  the  need  I 
to  attract  foreign  capital  on  a  significant  scale 
and  that  overseas  investors  should  be  compen- 
sated with  reasonable  profits.  In  this  regard  | 
it  should  be  noted  that ... 

UNDER  CURRENT  LAW  THERE  IS  I 
NO  CAPITAL  GAINS  TAX 

How  to  Invest  in 
The  Lucky  Country 

To  invest  wisely  in  the  vast  wealth  of  Aust- 
ralia, you  should  get  all  the  help  and  advice 
BEFORE  you  make  your  move.  Represented 
here  are  some  of  Australia's  most  experienced, 
professional  investment  companies.  For  FREE,  | 
NO  OBLIGATION  INFORMATION, 
simply  complete  the  coupon  and  tick  one  or 
several  of  the  companies  you  would  like  to  hear| 
from.  Australia  could  be  the  most  exciting 
investment  opportunity  of  your  lifetime  -  find 
out  NOW! 


Schroders  m 


SCHRODER,  DARLING  & 
COMPANY  LIMITED 

Experience:  Investment 
managers  in  Australia  with  2 1 
years  of  achievement. 

Perspective:  A  member  of 
the  international  Schroder 
Merchant  Banking  Group. 

Range  of  Services: 

*  Management  of  mutal  funds 
covering: 

*  Shares  (leaders  or  low  capital- 
ization). *  Real  estate.  *  Cash 
management.  *  Portfolio 
management  for  institutional 
clients. 

Contact: 
The  Investment  Director 
Schroder,  Darling 
&  Company  Limited, 

15  Bent  Street, 
SYDNEY,  N.S.W.  2000. 
Australia. 
Tel:  (02)  237  0500 
Telex:  AA20388 


AUSTRALIAN 
FIXEDTRUSTS 


Australian  Fixed  Trusts, 
established  1936,  pioneers  of 
Mutual  Funds  in  Australia, 
Manangers  Equity  Funds 
(including  International 
Resource  Funds)  Prepared 
Funds,  and  Money  Market 
Funds. 

75  Miller  Street 
North  Sydney  2060. 

Australia. 
Tel:  +  612  922  2355 


Dalserv  Investment  Planning 
&  Management  Limited. 
Dalco  Financial  Services 
Pty.  Ltd. 

*  Independent  licensed 
Investment  Planners  and 
Security  Dealers. 
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Ferrovanadium  Corporation  NL 
strives  to  become  Australia's 
first  hard-rock  titanium  producer. 

Huge  titanium  deposit 
seeKs  development  capital. 


MANY  U.S.  INVESTORS  Would 
have  first  heard  about  ti- 
tanium— the  "metal  of  the 
Titans"  of  Greek  mythology — 
a  couple  of  years  ago  when  the 
Federal  Emergency  Management 
Agency  (FEMA)  announced  its  re- 
vised U.S.  Strategic  Stockpile  Goals 
in  1980. 

The  FEMA  figures,  reflecting  min- 
eral and  metal  shortages  vital  to  U.S. 
defense  industries,  indicated  a  new 
stockpile  goal  for  titanium  sponge 
(the  pre-fabrication  form  of  the 
metal)  of  195,000  short  tons — an 
increase  of  almost  50  percent  over 
the  1976  objective. 

With  an  existing  inventory  ol 
around  32,330  short  tons,  the  revised 
figure  represented  a  massive  stock- 
pile shortfall  of  162,670  short  tons,  or 
about  five  times  the  current  total 
annual  U.S.  titanium  sponge  output. 

At  the  time,  strategic  and  aero- 
space demand  for  the  metal  were  at 
record  levels,  with  prices  for  locally 
produced  sponge  having  doubled 
over  the  previous  eighteen  months. 

Although  the  current  world  reces- 
sion has  dampened  the  market 
since,  interest  in  titanium  and  its 
widening  applications  shows  no  sign 
of  waning. 

NMAB  Titanium  Study 

In  January  this  year,  the  U.S.  Na- 
tional Materials  Advisory  Board 
(NMAB)  produced  a  comprehensive 
study  of  the  metal  under  the  title 
"Titanium:  Past,  Present  and 
Future." 

The  study  was  promoted  by  con- 
cern expressed  in  industrial  and 
government  sectors  "regarding  the 
capability  of  the  U.S.  titanium  in- 
dustry to  compete  with  foreign 
sources  of  supply  and  to  meet  cur- 
rent and  anticipated  defense  and 
commercial  demands." 

Two  of  the  document's  most  inter- 
esting observations  were  on  the 
world  competitiveness  of  U.S.  ti- 
tanium sponge  production,  and  the 


size  and  content  of  the  country's 
titanium  stockpile. 

Although  the  U.S.  retains  its  lead 
in  titanium  mill  products,  its  sponge 
production  capacity  is  being  over- 
taken by  Japan  and  has  been  behind 
the  Soviet  Union's  for  several  years. 

On  the  stockpile  question,  the 
NMAB  concluded  that: 

"The  existing  titanium  sponge 
stockpile  is  much  lower  than  its 
planned  capacity,  and  a  significant 
portion  of  that  already  low  quantity 
does  not  meet  existing  specifica- 
tions.... Moreover,  the  stockpile 
would  be  much  more  quickly  respon- 
sive to  a  national  emergency  if  as 
much  as  half  of  its  total  sponge  au- 
thorization were  replaced  by  ingots 
and  perhaps  by  alloy  ingots  and  mill 
products." 


AUSTRALIA 


TAS, 


Washington  has  certainly  not  ig- 
nored the  NMAB  study,  and  there  is 
no  doubt  that  titanium  sponge  re- 
mains a  top  priority  on  the  stockpile 
acquisition  list.  With  the  U.S.  Com- 
merce Department  reportedly 
drawing  up  a  specification  sheet  for 
possible  purchases,  it  is  clear  that 
titanium  is  once  again  emerging  as  a 
metal  with  favorable  marketing 
opportunities  in  the  future. 
Depletion  of  Australia's  Mineral 
Sands 

But  why  should  these  recent 
events  be  of  interest  to  resource  de- 
velopers Down  Under? 

The  reason  is  that  Australia  is  the 


U.S.'  major  supplier  of  the  raw  mate- 
rials used  in  the  titanium  industry — 
the  minerals  ilmenite  (FeTiO,)  and 
rutile  (Ti02). 

In  1978,  Australia  produced  about 
86  percent  of  the  world  output  of 
rutile  concentrates  and  about  30  per- 
cent of  the  ilmenite  concentrates, 
in  export  trade  worth  over  AS  100 
million. 

Although  the  country's  world  mar- 
ket share  has  dropped  slightly  in  the 
past  two  years,  Australia's  beach- 
sand  deposits  still  remain  a  major 
source  of  titanium  minerals. 

The  big  question,  however,  being 
seriously  asked  today  is  "for  how 
long?"  The  local  Bureau  of  Mineral 
Resources  (BMR)  recently  indicated 
that  beach-sand  titanium  reserves 
would  be  significantly  depleted  by 
1990  because  of  a  combination  of 
factors — high  mining  costs,  poor  dis- 
covery rates  and  environmental 
restrictions  on  the  East  Coast. 

Present  demonstrated  reserves  of 
ilmenite  are  45.13  million  tons  and 
rutile,  8.76  million  tons.  The  BMR 
estimates  that  Australia's  rutile  re- 
serves will  be  51%  depleted  and 
ilmenite  reserves  32%  depleted  by 
the  end  of  the  decade,  assuming  pro- 
jected demand  trends  are  accurate. 
The  Barrambie  Titanium/ 
Vanadium/Iron  Deposit 

One  Australian  company  has  been 
monitoring  the  changing  currents 
in  the  world  titanium  raw  material 
trade  with  more  than  a  passing 
interest. 

The  Ferrovanadium  Corporation 
NL  is  the  owner  of  what  is  believed 
to  be  Australia's  largest  hard-rock 
deposit  of  combined  titanium/vana- 
dium/iron. The  occurrence,  known  as 
the  Barrambie  Deposit,  is  located 
420  km  (261  miles)  inland  from  the 
Western  Australian  port  of  Geraldton. 

The  deposit  is  geologically  similar 
to  areas  now  being  mined  by  con- 
ventional open-pit  techniques  at 
Allard  Lake,  Canada;  Tahawus,  New 
York;  Tellnes,  Norway;  Otanmaki, 
Finland;  Witbank,  South  Africa  and 
also  most  of  the  U.S.S.R.  occurrences. 

Evaluation  studies  have  show  n 
that  the  Barrambie  Deposit  is  an 
ideal  open-pit  mining  proposition.  It 
is  covered  by  negligible  overburden 
and  contains  titanium/vanadium/ 
iron  in  amounts  large  enough  to  jus- 
tify the  extraction  of  each  metal. 

Deep  lateritic  weathering,  typical 
of  this  part  of  Australia,  has  also 
been  of  great  commercial  signifi- 
cance. By  almost  completely 
removing  sulphur,  calcium  and  mag- 
nesium, it  has  allowed  the  prepara- 
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tion  of  an  electric  furnace  feed  grade 
free  from  impurities  deleterious  to 
the  production  of  steel,  titanium  di- 
oxide slag  and  artificial  rutile. 

Fortunately,  the  deposits  relative 
isolation  has  been  counterbalanced 
by  its  size.  The  mineralized  body  is 
at  least  22  km  (13.7  miles)  long  and 
up  to  400  meters  (1,312  feet)  wide, 
with  much  of  it  still  only  partially 
explored. 

Indicated  (in  situ)  ore  reserves  of 
27  million  tons  of  26%  iron,  15% 
titanium  dioxide  and  0.70%  vanadi- 
um pentoxide — assuming  selective 
mining  to  a  depth  of  about  50  meters 
(164  feet)  and  a  0.30%  vanadium 
pentoxide  cutoff  grade — have  been 
calculated  by  the  U.S. -based  Ralph 
M.  Parsons  Company  to  occur  over  a 
2  km  (1.24  miles)  section  known  as 
the  Bay  Cove  Ore  Zone. 

Inferred  (in  situ)  ore  reserves  of  415 
million  tons  of  similar  grade  may 
also  be  present  to  a  depth  of  about  60 
meters  (197  feet)  according  to  geo- 
logical consultants  Geotechnics 
(Aust)  Pty  Ltd.,  based  on  analysis  of 
the  dimensions  of  aeromagnetic 
anomalies  coincident  with  the  de- 
posit outside  the  Bay  Cove  Ore  Zone. 

To  put  these  figures  in  perspective, 
Ferrovanadium  Corporation  NL 
points  out  that  if  proved  in  situ  ore 
reserves  of  40  million  tons  of  15% 
titanium  dioxide  are  established  in 
the  future,  this  would  be  equivalent 
to  almost  25%  of  the  titanium 
dioxide  content  of  Australia's  demon- 
strated ilmenite  reserves,  and  to 
almost  70%  of  its  available  rutile 
reserves. 

A  1980  update  study  by  The  Ralph 
M.  Parsons  Company  indicated  that 
exploitation  would  involve  open-pit 
mining  of  the  deposit,  concentration 
of  the  ore  at  the  mine  site  and  con- 
centrate transportation  via  a  480  km 
(298  miles)  pipeline  to  processing 
facilities  in  the  coastal  port  of 
Geraldton. 

Specifically: 

(i)  Capital  investment  of  about  A$225 
million; 

(ii)  Transportation  of  a  high-grade 

:  concentrate  with  an  electric  furnace 
|  feed  grade  of  about  46%  iron,  26% 
titanium  dioxide  and  1.25%  va- 
nadium pentoxide  (and  less  than  4% 
combined  silica  and  aluminum  ox- 
ide) to  Geraldton  via  slurry  pipeline; 

(iii)  The  construction  of  a  smelting 
and  slag  treatment  plant  at 
Geraldton  capable  of  processing 
500,000  LTPY  (long  tons  per  year)  of 
concentrate;  and 

;  (iv)  The  production  of  216,450  LTPY 
;  of  semi-steel  or  low  manganese 


foundry  iron;  185,480  LTPY  of  70% 
titanium  dioxide  slag  and  5,441 
LTPY  of  high-flake  vanadium 
pentoxide. 
New  Review 

In  response  to  changing  market 
demand  trends  and  the  impending 
depletion  of  Australia's  mineral 
sands,  the  Ferrovanadium  Corpora- 
tion NL  recently  commissioned  a 
study  of  the  Barrambie  Project's  po- 
tential to  become  a  major  titanium 
producer. 

The  study — "Project  Survey 
(1968-1982)  and  Developmental  Po- 
tential Report" — confirms  that  a 
titanium  perspective  may  well  be  the 
key  to  ultimate  exploitation  of  the 
deposit.  Further  investigation  of  sev- 
eral new  development  possibilities, 
particularly  in  the  exploration,  mine 
planning,  processing  and  evaluation 
sectors  of  the  project  has  been 
recommended. 


A  review  of  earlier  drilling  and 
geological  exploration  concluded 
that  not  only  is  there  an  excellent 
chance  that  further  work  will  up- 
grade existing  ore  reserve  estimates, 
but  also  that  the  possibility  of  locat- 
ing selectively  mineable  high-grade 
zones  of  titanium  is  good. 

Certainly,  if  an  upgrading  of  the 
deposit  can  be  achieved  it  will  in- 
crease its  development  prospects. 
The  delineation  of  proved  in  situ  re- 
serves of  40  million  tons  of  26% 
titanium  dioxide,  for  example, 
would  be  equivalent  to  over  40%  of 
the  contained  titanium  dioxide  con- 
tent in  Australia's  existing  ilmenite 
reserves. 

Ferrovanadium  believes  that  if  its 
planned  exploration  is  successful, 
and  sufficiently  large  high-grade 
zones  are  located,  then  significant 
reductions  in  mining  rates,  con- 
centrator capacities  and  operating 
costs  for  the  project  could  be 
expected. 

Combined  with  the  renewed  op- 
timism on  the  exploration  (ront 


there  has  also  been  further  encour- 
agement for  the  venture  from 
preliminary  studies  of  new  process- 
ing routes  designed  to  enable 
production  of  synthetic  rutile  and, 
possibly,  titanium  sponge. 

Early  indications  suggest  thaLsyn- 
thetic  rutile  production  could 
upgrade  annual  sales  revenue  by  as 
much  as  an  estimated  30% — from 
about  A$99  million  to  A$129  mil- 
lion— reduce  pay-out  time  by  50%,  to 
four  years,  while  increasing  capital 
investment  by  only  7%. 

With  another  output  scenario — 
the  production  of  10,000  tons  of  ti- 
tanium sponge  together  with  113,500 
tons  of  synthetic  rutile  as  an  alterna- 
tive to  the  previously  proposed 
output  of  lower-priced  titanium  slag 
(70%  titanium  dioxide) — the  in- 
crease in  annual  sales  revenue  would 
be  a  dramatic  110% — from  about 
A$99  million  to  A$208  million— 
(capital  cost  increases  for  this  sce- 
nario have  yet  to  be  accurately 
determined,  but  could  be  around 
$100  million). 
Processing  Opportunities 

The  identification  of  these  new 
processing  opportunities  for  Bar- 
rambie has  certainly  been  very 
timely. 

A  Commonwealth/State  joint 
study  group  recently  identified  sig- 
nificant opportunities  within 
Australia  for  a  downstream  titanium 
processing  industry,  particularly  one 
producing  synthetic  rutile  and  ti- 
tanium sponge. 

A  review  of  existing  government 
policies  that  may  be  inhibiting  the 
expansion  of  downstream  process- 
ing, i.e.  in  the  areas  of  energy  and 
transport  costs,  investment  and  tax- 
ation provisions,  export  controls  and 
incentives,  infrastructure,  environ- 
mental issues  and  royalties,  was  also 
urged  in  the  study. 

Given  Australia's  endowment  in 
rutile  (and  synthetic  rutile)  resources 
and  its  favorable  energy  situation 
compared  to  other  Western  indus- 
trialized economies,  the  study 
concluded  that  "Australia  would 
appear  to  have  a  comparative  advan- 
tage in  the  production  of  titanium 
metal." 

Although  the  study's  terms  of  refer- 
ence were  restricted  to  beach-sand 
ilmenite  and  rutile,  its  conclusions 
are  of  equal  importance  to  the  future 
of  Barrambie,  with  its  hard-rock 
ilmenite  and  potential  lor  synthetic 
rutile  and  titanium  sponge 
production. 
The  Future 

Against  this  exciting  background 
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the  Ferrovanadium  Corporation  NL 
believes  that  the  Barrambie  project, 
with  its  potentially  huge  tonnage  of 
titanium  mineralization,  accessory 
iron  and  vanadium  in  amounts  large 
enough  to  justify  extraction  and 
prospects  for  high-grade  zones  capa- 
ble of  selective  mining,  continues  to 
represent  a  unique  opportunity  for 
international  companies  or  consortia 
to  participate  in  a  future  Australian 
hard-rock  titanium  industry. 

With  titanium's  increasing  indus- 
trial status  and  strategic  importance, 
the  company  is  convinced  the  Bar- 
rambie project  is  now  looking  like  a 
more  attractive  investment  proposi- 
tion than  it  was  several  years  ago. 

With  the  impending  serious  deple- 
tion of  Australia's  other  main 
titanium  resources  toward  the  end  of 
this  decade,  Barrambie  could 
conceivably  emerge  as  a  potential 
spearhead  of  an  integrated  down- 
stream processing  complex  pro- 
ducing synthetic  rutile,  titanium 
sponge,  semi-steel,  high  purity  van- 
adium pentoxide  flake  and  possibly  a 
small  amount  of  gold. 

This  is  the  scenario  Ferrovana- 
dium would  like  to  see  confirmed  by 
further  investigation  of  the  new  de- 


velopment possibilities  identified 
last  year. 

The  company  hopes  that  overseas 
investors  will  see  this  potential 
multi-million  dollar  project  as  one 
guaranteeing  a  long-term  supply  of 
vital  raw  materials  for  the  titanium 
industry  from  a  politically  stable 
country  committed  to  resource  de- 
velopment as  a  priority  of  the 
greatest  national  importance,  par- 
ticularly in  the  present  economic 


climate. 

For  copies  of  the  recent  Barrambie 
"Project  Survey  (1968-1982)  and  De- 
velopmental Potential  Report," 
please  contact: 

Ferrovanadium  Corporation  NL 
15th  Floor, 

111  St.  Georges  Terrace 
Perth,  6000,  Australia. 
Telex:  94936 
Telephone:  (09)  322  1266 
Telecopier:  (09)  322  4907 


Outcrop  of  high-grade  titanium/vanadium/iron  mineralization  at  Barrambie,  Western 
Australia. 


A  Profile:  Ferrovanadium  $300  Million  Ambition 


n  ambitious  Australian  mineral 


exploration  company  intends 
raising  $300  million  interna- 
tionally to  mine  its  deposits 
of  strategic  metals  in  Western 
Australia. 

The  company  is  Ferrovanadium 
Corporation  NL,  and  the  planned 
mine  is  its  tri-metal  deposit  at  Bar- 
rambie in  Western  Australia;  its  two 
major  minerals  are  vanadium  and 
titanium.  Ferrovanadium's  manag- 
ing director,  Michael  Evans,  stresses 
the  project  "has  significant  long- 
term  potential." 

Evans  has  had  discussions  with 
the  new  Western  Australian  govern- 
ment in  Perth  and  believes  it  would 
assist  any  attempt  to  mine  Bar- 
rambie. "The  Western  Australian 
government  is  strongly  behind  re- 
source developments  in  this  state," 
he  says. 

But  first  Ferrovanadium  is  seeking 
development  partners  since  Evans 
management  policy  is  to  minimize 

capital  expenditures. 

Few  Australian  companies  have 
the  financial  muscle  to  joint  venture 
B  trrambie,  and  when  flamboyant 
>. .  •  h  I  :.£••  .an  arid  car  collector,  Peter 


Briggs,  took  control  of  Ferrovana- 
dium a  few  years  ago,  he  realized  the 
company's  future  lay  in  attracting 
foreign  capital.  His  first  step  in  gain- 
ing a  higher  international  profile 
was  to  buy  a  producing  interest  in 
36  gas  wells  in  Texas,  giving 
Ferrovanadium  its  first  substantial 
cash  flow. 

The  second  step,  SEC  registration 
and  trading  of  its  securities  on 
NASDAQ,  proved  more  difficult.  Dif- 
ferent reporting  standards  between 
Australian  regulatory  authorities 
and  the  SEC  led  to  temporary  sus- 
pension of  trading  and  subsequent 
litigation. 

Today  Ferrovanadium  has  put  all 
these  problems  behind  it  and  addi- 
tional producing  U.S.  oil  and  gas 
interests  have  been  acquired.  It  is 
now  participating  in  a  20-well  drill- 
ing program  in  Oklahoma  and  its 
U.S.  activities  are  supported  by  a 
$10  million  facility  from  a  Canadian 
commercial  bank. 

In  Australia,  Ferrovanadium  is  ex- 
ploring for  precious  and  base  metals 
and  coal  and,  in  keeping  with  its 
policy  of  minimizing,expenditures, 
all  of  these  prospects  are  joint 


ventured.  An  affiliate  of  Exxon  is 
searching  for  silver,  lead  and  zinc  on 
Ferrovanadium's  properties  in  the 
northern  part  of  Western  Australia. 

Ferrovanadium  says  significant 
discoveries  of  lead  and  zinc  have 
been  made  by  Shell  and  BP  in  the 
area.  Exploration  by  the  joint  ven- 
ture to  date  discovered  several  multi- 
element anomalies,  and  these  are 
being  followed  up  on  during  the  1983 
field  season. 

The  coal  exploration  is  being  done 
in  association  with  RTZ's  CRA  explo- 
ration subsidiary  about  150  km  south 
of  Perth.  In  addition,  the  company 
has  an  ongoing  joint  venture  for  gold 
with  a  group  of  junior  Australian 
explorers  and  has  an  interest  in  a 
graphite  prospect. 

But  Barrambie  remains  Ferro- 
vanadium's main  priority.  Evans 
says,  "Ferrovanadium  will  partici- 
pate in  the  success  that  is  enjoyed  by 
Australia  in  the  development  of  this 
country's  vast  mineral  resources." 

Ferrovanadium  has  recently 
appointed  Kaufman  &  Maraffi, 
a  public  relations  company,  to 
represent  the  firm  in  the 
United  States.  Kaufman  & 
Maraffi  is  located  at  211  East 
43rd  Street  in  New  York  City. 


We  demand 
more  from 
our  people,  so 
we  can  give 
more  to  you. 


At  National  Australia  Bank  we  demand 
a  lot  from  our  people.  Professional 
expertise,  a  competitive  outlook  and 
an  attitude  of  personal  attention  to  our 
clients  and  their  business.  Add  to  this 
our  US$20  billion  asset  base  and  the 
result  is  a  bank  with  a  great  deal  to 
offer,  both  onshore  and  offshore. 

If  you  require  U.S.  dollar  financing, 
Eurocurrency  loans,  foreign  currency 
dealing  funds  management,  or  trade 
finance,  we've  a  lot  to  offer.  To  find 
out  exactly  how  much,  just  contact 
Alan  H.  Whitehead  in  New  York, 
Lawrie  C.  Brooke  in  Chicago  and 
Bryan  W.  Waters  in  Los  Angeles  at  the 
addresses  below.  You  can  be  sure 
they'll  take  it  personally. 

New  York  Branch 

Telephone:  (212)7500120.  Telex:  424725 
Chicago  Branch 

Telephone:  (312)7825960.  Telex:  4330381 
Los  Angeles  Agency 
Telephone:  (213)6263434.  Telex:  688459 
Head  Office: 

500  Bourke  Street,  Melbourne. 
Vic:  3000.  Australia 

National 
Australia 

ffcBank 

National  Commercial  Banking  Corporation  of  Australia  Ltct.i/  . 


Need  a  sewer  auger,  a  gorilla  costume  or  a 
plastic  stork?  You  can  rent  them  all — and 
help  someone  else  get  rich. 


An  expensive  way 
to  borrow 


By  Jeff  Blyskal 


If  Americans  can't  buy  what  they 
want,  they  charge  it.  But  increasingly, 
consumers  who  can't  do  that  are  rent- 
ing. Rentals  of  furniture,  television 


sets,  tools  and  appliances  last  year 
brought  in  revenues  of  almost  $6.5 
billion.  Growth  is  as  high  as  15%  in 
hot  segments  of  the  market,  and  cor- 
porate heavyweights  like  Borg- 
Warner,  General  Electric  and  Sears 


Everything  is  for  hire. 


see  the  potential  of  what  used  to  be  a 
fragmented  and  poorly  promoted 
business. 

No  wonder.  Although  renting  can 
be  an  expensive  way  for  the  consumer 
to  acquire  what  he  wants,  it  can  bring 
handsome  profits  for  the  businesses 
involved.  At  $70  million-a-year  Gran- 
Tree  Corp.,  which  operates  80  furni- 
ture rental  showrooms  in  eight  west- 
ern and  southwestern  states  and  Can- 
ada, return  on  equity  hit  16%  before 
the  recession  set  in. 

Today  one  can  rent  just  about  any- 
thing: the  furniture,  lamps,  jackham- 
mer  and  plant  in  the  picture  below; 
ladders,  drills  and  paintings;  gorilla 
suits;  tables,  chairs  and  dishes  for  par- 
ties; barbecue  grills;  garden  tilling 
machines;  video  equipment;  medical 
equipment;  and  less  conventional 
things  like  bubble  machines,  sheep 
shears,  igloo  saws,  even  plastic  storks. 

Why  the  current  growth?  "Pride  of 
ownership  is  not  so  strong  as  it  used 
to  be,"  says  Roger  Smith,  director  of 
membership  services  at  the  American 
Rental  Association  in  Mo- 
line,  111.  "People  are  becom- 
ing more  sophisticated  and 
want  the  use  of  the  equip- 
ment." That's  certainly  true 
with  tools  that  you  might 
use,  say,  once  a  year.  But  why 
furniture? 

Companies  in  furniture 
rental,  which  accounts  for 
about  $400  million  of  all 
rental  revenues,  say  their  ser- 
vice is  both  a  convenience  in 
today's  highly  mobile  society 
and  a  necessity  for,  say,  a  di- 

Uvorce  who  loses  the  house 
and  must  furnish  an  apart- 
ment with  what's  left  after 
alimony  payments. 

While  most  furniture  rent- 
als are  paid  for  by  corpora- 
tions whose  employees  are 
on  temporary  assignment, 
more  individuals  are  walking 
into  rental  showrooms  to- 
day. "It  could  cost  a  person 
buying  retail  $5,000  to  fur- 
nish a  one-bedroom  apart- 
ment," says  Jack  Udelsman, 
owner  of  New  York's  I.S. 
Furniture  Rental.  "We  can 
rent  you  that  furniture  for 
$125  a  month." 

Convenience,  of  course, 
has  its  price.  In  little  more 
than  three  years  Udelsman's 
customers  would  pay  enough 
to  have  purchased  the  furni- 
ture in  the  first  place.  That's 
because  the  interest  rates 
that  merchants  factor  into 
their  charges  run  about  18%. 
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Thus,  a  consumer  with  reasonable 
credit  might  be  better  off  buying  the 
furniture  and  borrowing  the  money 
from  his  local  banker. 

For  a  glimpse  into  how  profitable 
rentals  can  be,  consider  the  case  of 
Mohasco,  a  $560  million-a-year  car- 
pet and  furniture  manufacturer.  Mo- 
hasco's  rental  division,  only  8%  of 
total  sales,  salvaged  what  otherwise 
would  have  been  a  disastrous  year 
when  the  Mexican  peso  devaluation 
killed  profits.  The  division  earned  a 
20%  return  on  assets  and  produced 
half  of  last  year's  $14  million  in  oper- 
ating earnings. 

Buying  at  wholesale,  furniture  rent- 
al companies  like  Mohasco,  GranTree 
and  I.S.  Furniture  figure  rental  prices 
so  that  they  recover  their  purchase 
price  in  ten  months  to  two  years.  The 
real  money  is  made  on  rental  after 
that  period. 

Here's  how  rental  profits  roll  in  for 
the  tool  segment.  Customers  who 
want  to  avoid  paying  a  plumber  to 
snake  the  pipes  can  pay  $10  to  use  a 
hand-held  sewer  auger  for  four  hours. 
The  tool  costs  the  rental  store  owner 
about  $250  and  will  last  two  to  five 
years,  depending  on  demand.  Mainte- 
nance and  replacement-part  costs  are 
minimal.  After  just  25  rentals,  which 
could  come  in  only  three  rainy  weeks 
for  this  popular  item,  the  auger  is  all 


profit.  "Some  items  pay  for  them- 
selves in  a  year,  others  we  turn  over 
two,  three,  four  times  a  year,"  says 
Michael  Kupperman,  owner  of  Acme 
Tool  &  Equipment  Rental  in  Brook- 
lyn, N.Y. 

In  TV  and  large  appliance  progres- 
sive rentals,  where  the  renter  owns 
the  item  after  maybe  18  months,  the 
economies  are  a  little  different.  It 
costs  $93  a  month  to  rent  one  GE 
color  console  model.  After  18  months 
the  renter  owns  the  set  and  has  paid 
$1,674,  which  is  nearly  twice  the  dis- 
count price. 

"It's  a  very  profitable  business," 
says  Mel  Daniel,  a  vice  president  at 
Borg-Warner  Acceptance  Corp., 
which  finances  many  of  the  $1  billion 
worth  of  progressive  rental  agree- 
ments Americans  sign  every  year — 
often  at  prime  plus  2%  to  6%  interest 
to  the  dealer. 

Straight  rental  contracts,  of  course, 
are  more  price  competitive.  Granada 
Group  Ltd.,  a  $760  million-a-year 
company,  does  a  strong  business  rent- 
ing TVs  in  Britain,  where  the  practice 
is  common.  It  recently  moved  into 
the  U.S.  with  29  stores.  "This  is  a  very 
lucrative,  untapped  market,"  explains 
Jeremy  Rumfitt,  president  of  Grana- 
da's U.S.  operations.  High-priced 
new-technology  television  and  video 
equipment  is  getting  Americans  ac- 


customed to  the  idea  of  renting,  and 
two  other  big  U.K.  companies,  Vision 
Hire  and  Rediffusion,  also  see  poten- 
tial here. 

Stanley  Works,  the  $1  billion-a-year 
Connecticut  toolmaker,  last  month 
acquired  Taylor  Rental  Corp.,  a  chain 
of  562  stores,  for  about  $12  million. 
"We  believe  equipment  rental  could 
grow  4%  to  6%  a  year  in  real  terms," 
says  Tom  Clarke,  Stanley's  vice  presi- 
dent in  charge  of  corporate  develop- 
ment. Stanley  plans  to  advertise  rent- 
al products,  something  that  renters 
rarely  do  now. 

General  Electric,  meanwhile,  is  the 
first  company  to  rent  personal  com- 
puters, and  others  are  studying  that 
market.  U-Haul  and  Winnebago  have 
announced  a  joint  venture  to  rent  mo- 
bile homes,  which  are  too  costly  for 
many  individuals  to  buy.  Even  giant 
Sears  is  studying  the  rental  of  televi- 
sion sets  and  is  rumored  to  have  ap- 
proached Granada  Group  about  a  joint 
venture. 

Renting  clearly  makes  sense  for 
businessmen.  Does  it  also  make  sense 
for  consumers?  In  cases  where  they 
have  only  occasional  use  for  a  piece  of 
equipment,  the  answer  is  probably 
yes.  But  for  things  like  living  room 
sofas,  large  appliances  and  TV  sets,  it 
is  simply  a  very  expensive  way  of  bor- 
rowing money.  ■ 


This  announcement  appears  as  a  matter  of  record  only. 

June  14,  1983 

$200,000,000 

Cortez  Capital  Corporation 

indirectly  owned  by 

Shell  Oil  Company 
Mobil  Oil  Corporation 
The  Continental  Group,  Inc. 

Notes  due  2003 

This  private  placement  has  been  arranged  with  institutional  investors. 


Salomon  Brothers  Inc 


One  New  York  Plaza.  New  York,  New  York  10004 
Atlanta,  Boston,  Chicago,  Dallas,  London  (affiliate) 
Los  Angeles,  San  Francisco,  Tokyo  (affiliate) 
Member  of  Major  Securities  and  Commodities  Exchanges 
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On  the  Docket 


Remember  the  good  old  days?  Babe  Ruth? 
The  Marx  Brothers?  A  nickel  candy  bar?  But 
wait.  Everythingfrom  those  days  isn  'tgone. 


Cleaning  the 
antitrust  attic 


By  Richard  Greene 


Imagine  what  it  would  be  like  if 
a  company  were  doing  business 
based  on  contracts  and  agree- 
ments signed  back  in  1920.  No  com- 
puters, no  Social  Security.  Only  a  few 
unions. 

Ridiculous,  right?  Not  if  that  com- 
pany had  once  been  party  to  a  consent 
decree  with  the  Justice  Department. 
Since  the  antitrust  laws  went  into 
effect  in  1890,  there  have  been  over 
1,300  court  decrees  ordering  com- 
panies not  to  engage  in  a  variety 
of  anticompetitive  acts.  Despite 
changes  in  the  economy,  such 
restrictions  still  legally  apply 
and  the  government  is  still  en- 
forcing them.  Recent  decrees 
include  ten-year  applicability 
clauses,  but  earlier  agreements 
run  forever. 

Now  the  Reagan  Administration  is 
moving  to  drop  a  number  of  these  old 
decrees.  "The  basic  commission  of 
the  Justice  Department  is  to  get  rid  of 
restraints  on  competition,  wherever 
they  come  from,"  says  Jeffrey  Zucker- 
man, the  official  in  charge  of  the  proj- 
ect. "In  this  crazy  situation,  we  have 
some  decrees  in  place  that  restrain 
competition  unreasonably  and  unnec- 
essarily, and  we  are  responsible  for 
enforcing  them." 

The  decrees  have  the  force  of  law, 
so  Justice  cannot  simply  revoke  them. 
Zuckerman  must  seek  court  approval 
for  every  decree  he  wants  to  junk.  In 
recent  months  he  has  done  so  seven 
times.  As  a  result,  decrees  will  likely 
be  dropped  against  General  Motors, 
American  Can,  Continental  Can, 
Timken  Co.,  U.S.  Borax,  Safeway 
Stores  and  Chrysler. 


To  understand  the  positive  effect  of 
these  changes,  consider  the  agree- 
ment signed  in  1945  with  Borax,  now 
a  division  of  Rio  Tinto-Zinc.  It  for- 
bade Borax  and  Kerr-McGee  from 
working  together  to  mine  borate  ore,  a 
basic  ingredient  in  detergents.  In  the 
Forties  those  firms  might  have 
formed  a  cartel.  But  today  Turkey  has 


become  a  major  borate  producer,  pre- 
venting anyone  from  raising  prices  at 
will.  Since  Borax  and  Kerr-McGee 
couldn't  join  forces,  however,  Borax 
was  unable  to  mine  27  million  tons  of 
borate  ore  that  border  Kerr-McGee 
property.  If  the  courts  accept  the  gov- 
ernment's recommendation,  those  re- 
serves will  soon  be  available. 

Then  there's  the  decision  to  end 
controls    on    product    pricing  at 


Safeway  Stores.  In  1957  Justice  decid- 
ed that  its  decree  forbade  Safeway  not 
only  to  price  products  below  cost  but 
also  to  charge  "unrealistically  low" 
prices.  Current  law  about  predatory 
pricing,  however,  allows  discounts,  as 
long  as  they  aren't  below  cost.  So  let- 
ting Safeway  become  more  aggressive 
should  benefit  shoppers  in  markets 
where  it  operates. 

The  simple  fact  is  that  times 
change  and  the  need  for  antitrust 
court  orders  frequently  disappears. 
When  Justice  attacked  Timken's 
overseas  operations  33  years  ago,  the 
firm  had  substantial  control  of  the 
world  market  for  ball  bearings.  That's 
no  longer  the  case,  and  it  makes  little 
sense  for  Timken  to  be  forced  to  run 
its  overseas  businesses  through  divi- 
sions instead  of  subsidiaries,  as  the 
court  order  forced  it  to  do. 

Naturally,  clearly  outdated  decrees, 
like  the  one  that  regulates  the  manu- 
facture of  rolls  for  player  pianos, 
aren't  the  subject  of  great  debate.  But 
others  can  still  be  controversial,  at 
least  in  some  quarters.  When  Justice 
wanted  to  alter  its  restrictions  on 
automobile  companies'  joining  forces 
to  develop  antipollution  devices,  for 
example,  Ralph  Nader's  minions 
quickly  attacked  the  proposal.  "The 
court  agreed  with  us  quite  readily  on 
the  substance  of  the  case,"  says  Zuck- 
erman, "but  the  Nader  people  were 
able  to  bollix  it  up  for  a  year  on  proce- 
dural points." 

There  are  other  situations  when 
competitors  get  into  the  act  on  more 
practical  grounds.  About  a  year  ago 
Justice  agreed  to  free  American  Cyan- 
amid  from  a  consent  decree  that  re- 
quired it  to  purchase  melamine — a 
chemical  used  in  making  plastic  lami- 
nates such  as  formica — from  an  out- 
side source.  That  supplier,  threat- 
ened with  a  loss  of  business,  contest- 
ed the  move.  It  lost,  and  the  decree 
was  dropped,  although  Cyanamid's 
supplier  is  appealing. 

Unfortunately,  the  process  of  re- 
versing antitrust  decrees  takes  time. 
Meanwhile,  Zuckerman  says  the  Jus- 
tice Department  staunchly  defends 
those  that  are  still  in  effect.  So  even 
though  Justice  seems  intent  on 
amending  the  so-called  Paramount 
decision,  which  prohibits  motion  pic- 
ture companies  from  owning  theaters, 
it  used  the  decree  recently  to  keep  a 
group  of  investors  from  buying  into 
Walter  Reade  theaters.  "As  long  as 
something  is  on  the  books,  we  are 
going  to  enforce  it,"  Zuckerman  says, 
"even  if  we  disagree."  ■ 
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In  which  two  borrowers  who  may  not  even 
know  each  other  agree  to  pay  each  other's 
interest,  thereby  enriching  Wall  Street. 

Scratch  my 
greenback 


Miles  Slater  and  Patrick  Dunlavy  above  the  Salomon  Brothers  trading  floor 
Three  cocktail  parties  later  everybody  on  The  Street  had  invented  it. 


By  Robert  HcGough 

P>  atrick  Dunlavy,  seen  above 
™  with  his  boss,  has  reason  to 
smile.  A  Salomon  Brothers  vice 
president  at  34,  he  quit  trading  bonds 
early  enough  to  avoid  burning  out. 
Now  he's  running  a  three-month-old 
Salomon  group  busy  with  one  of  Wall 
Street's  newest  moneymakers,  inter- 
est rate  swaps. 

Hardly  anybody  outside  a  handful 
of  financial  types  has  even  heard  of 
these  swaps.  "One  of  the  beauties  of 
these,"  Dunlavy  says,  "is  that  there 
are  no  tombstones,  no  registration 
with  the  Securities  &  Exchange  Com- 
mission and  no  publicity." 

Investment  and  commercial  bank- 
ers have  arranged  about  $10  billion 
in  interest  rate  swaps  over  the  past 
year  and  a  half.  At  heart,  a  swap  is 
a  scratch-my-back-andTll-scratch- 
yours  deal,  in  which  two  institutional 
borrowers  agree  to  take  on  each  oth- 
er's interest  payments. 

Why?  Consider  two  typical  bor- 
rowers in  interest  rate  swaps:  a  Euro- 
pean bank  and  a  U.S.  savings  institu- 
tion. The  Eurobank  can  easily  raise 
money  in  the  fixed-rate  Eurodollar 
market.  But  fixed-rate  borrowing  is 
unattractively  risky  to  the  European 


bank.  Its  assets  are  loaded  with  vari- 
able-rate loans  with  yields  that  could 
fall  below  the  bank's  cost  of  funds. 
The  U.S.  thrift,  on  the  other  hand,  has 
plenty  of  variable-rate  liabilities,  but 
its  assets  are  loaded  with  fixed-yield 
mortgages.  If  variable  rates  rise,  the 
thrift  could  also  wind  up  paying  more 
for  funds  than  it  is  earning  on  loans. 
In  a  typical  swap,  the  European  bank 
would  sell  a  $50  million,  seven-year 
note  at  a  fixed  rate  of  11%.  The  U.S. 
thrift  has  an  equivalent  amount  of 
variable-rate  money  market  deposits, 
running  now  about  8.5%,  a  good  100 
basis  points  (1  full  percentage  point) 
below  variable-rate  money  available 
at  the  London  Interbank  Offered  Rate. 

The  institutions  then  agree  to  meet 
each  other's  interest  obligations.  That 
means  the  European  bank  would 
wind  up  paying  a  variable  rate  under 
the  rate  on  the  loans  it  makes.  The 
U.S.  thrift  would  pay  it  about  12% — 
the  11%  coupon  plus  100  basis 
points — to  cover  the  Eurobank's  in- 
terest cost  and  other  expenses.  The 
thrift  could  then  safely  lend  out  mort- 
gage money  at  13%  or  so. 

No  exchange  of  obligations  is  in- 
volved. Each  of  the  institutions  re- 
mains liable  to  its  own  lenders.  The 
institutions  merely  agree  to  provide 


each  other  the  funds  to  cover  interest 
payments  through  the  commercial  or 
investment  banker,  who  arranges  the 
deal  for  a  fee  as  high  as  0.75%. 

When  interest  rate  swapping  start- 
ed in  late  1981  the  swappers  were 
arbitragers.  By  swapping  with  Europe- 
an borrowers,  troubled  U.S.  and  Cana- 
dian industrial  firms  were  effectively 
borrowing  at  lower  rates  than  they 
would  be  charged  in  the  U.S.  Com- 
mercial banks  such  as  Citibank  and 
Bankers  Trust  stood  in  the  middle  to 
guarantee  the  swaps.  Citibank  claims 
to  have  done  the  first,  but  many  of  its 
competitors  won't  confirm  that.  The 
secrecy  of  the  swaps,  and  the  egos 
involved,  make  identifying  the  inven- 
tor tough.  "Somebody  invented  it," 
says  First  Boston's  Dexter  Senft,  "and 
by  three  cocktail  parties  later  every- 
body on  The  Street  had  invented  it." 

But  when  the  idea  caught  on  with 
the  Student  Loan  Marketing  Associ- 
ation, which  makes  a  large  secondary 
market  for  student  loans,  purely  do- 
mestic swaps  took  off.  It  has  done 
$1.7  billion  in  swaps,  often  with  U.S. 
savings  and  loans.  But  the  interna- 
tional market  remains  the  big  one. 
Investment  bankers,  with  their  so- 
phisticated institutional  clientele  and 
an  ability  to  underwrite  bond  issues 
anywhere,  do  more  than  half  of  all 
swaps.  "When  the  investment  bank- 
ers got  wind  of  it,  they  put  the  pieces 
together,"  says  Barbara  Defino,  who 
heads  interest  rate  swaps  for  Merrill 
Lynch.  She  worked  on  swaps  for  Citi- 
bank before  Merrill  recruited  her. 

On  the  other  hand,  commercial 
banks  have  access  to  a  broader  range 
of  client  companies.  Swaps  almost  al- 
ways match  up  a  strong  credit  with  a 
weaker  one.  "We  have  better  access  to 
the  weaker  guys,  they  [investment 
bankers]  have  better  access  to  capital 
markets,"  says  Jonathan  Berg,  head  of 
interest  rate  swaps  in  New  York  for 
Bankers  Trust. 

Lately  Merrill  and  Salomon  have 
started  guaranteeing  some  swaps,  as 
commercial  banks  do.  Acting  as  prin- 
cipal involves  the  risk  that  one  of  the 
parties  may  simply  walk  away.  Still, 
Salomon  risks  only  the  spread  be- 
tween the  variable  and  the  fixed  rate. 

Meanwhile,  the  fees  add  up.  Salo- 
mon, a  big  player  with  more  than  $1 
billion  in  swaps,  may  have  earned  as 
much  as  $8  million  in  fees,  though 
Dunlavy  and  his  boss,  managing  di- 
rector Miles  Slater,  won't  confirm 
that  estimate.  Nor  will  they  identify 
any  of  their  swap  clients.  "By  acting 
as  principal,"  Slater  says  of  his  firm, 
"the  privacy  of  the  counterparties  re- 
mains secure."  Dunlavy  adds:  "They 
may  not  even  know  each  other."  ■ 
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Technology 


How  do  you  separate  the  wheat  from  the 
chaff  in  today  s  frenzied  new-issues  mar- 
ket? Investors  who  did  their  homework 
might  have  recognized  Damon  Corp.  as 
the  real  article  nearly  a  year  ago. 

The  birth 
of  bioindustry 


A riddle:  Last  Aug.  16  Forbes 
suggested  that  Damon  Corp.,  a 
\  Massachusetts-based  manu- 
facturer of  scientific  instruments  and 
operator  of  clinical  laboratories, 
might  have  a  future  with  some  re- 
structuring. Wall  Street  saw  it  differ- 
ently. Without  earnings,  the  market 
said,  Damon  was  overpriced,  even  at  a 
bargain  basement  5  Vs. 

What  a  difference  a  year  makes.  Da- 
mon now  trades  in  the  mid  to  high 
30s,  and  it  has  spun  off  a  new  com- 
pany, Damon  Biotech,  2.4  million  of 
whose  shares  were  offered  at  17  in 
June  and  snapped  up  by  public  and 
institutions  alike.  In  less  than  a  year, 
with  no  improvements  in  sales  and 
with  negligible  earnings,  Damon  has 
increased  its  market  capitalization 
more  than  1,300%,  from  $33  million 
to  more  than  $435  million,  or  $65.50 
per  share.  Few  other  listed  issues  on 
the  New  York  Stock  Exchange  have 
done  as  well  since  the  current  bull 
market  began  late  last  August. 

Why?  The  reason,  although  belated- 
ly recognized  by  The  Street,  is  simple: 
Damon  Biotech  owns  the  patents  to  a 
key  process  for  transforming  biotech- 
nology from  a  laboratory  curiosity 
into  a  real  industry.  Trade-named  En- 
capcel,  Damon's  process  was  invent- 
ed in  1978  by  Franklin  Lim  of  Medical 
College  of  Virginia,  who  assigned  full 
patent  rights  to  Damon. 

Encapcel  allows  almost  any  biologi- 
cal materials,  from  enzymes  to  bacte- 
ria, to  be  protected  during  growth  or 
activity,  and  then  makes  it  possible  to 
separate  them  out  and  encapsulate 
them  efficiently  and  at  low  cost  at  the 
end  of  the  production  process.  Encap- 
sulation has  always  been  a  big  stum- 
bling block  in  bringing  into  wide- 
spread use  such  products  as  interferon 
and  monoclonal  antibodies — the  so- 
c&lled  magic  bullets  that  target  in  on 


specific  cells  and  hold  out  promise 
against  cancer. 

So  far  Damon  Biotech  has  encapsu- 
lated pancreatic  cells,  which  produce 
insulin.  It  has  also  used  the  process  to 
produce  human  monoclonal  anti- 
bodies and  has  an  agreement  with 
Hoffmann-LaRoche  through  1992  to 
produce  monoclonal  antibodies  from 
hybridomas  supplied  by  the  big  Swiss 
pharmaceutical  company.  Hybrido- 


Edited  by  Stephen  Kindel 

mas  are  cells  with  desirable  antibody- 
producing  properties  genetically 
spliced  to  rapidly  reproducing  cancer 
cells.  Damon  Biotech  has  also  pro- 
duced human  monoclonal  antibodies 
for  several  research  centers,  including 
the  National  Cancer  Institute.  In  oth- 
er research  directions,  it  has  experi- 
mented with  controlled-release  phar- 
maceuticals and  the  production  of  re- 
combinant DNA  products. 

Encapcel's  potential  lies  in  its  supe- 
riority to  some  biological  methods 
now  in  use.  For  example,  to  produce 
monoclonal  antibodies  the  typical 
procedure  is  to  inject  a  laboratory 
mouse  with  hybridoma  cells.  A  hybn- 
doma  tumor  quickly  develops  in  the 
mouse,  from  which  cells  are  extract- 
ed. These  are  then  grown  in  a  tissue 
culturing  medium.  But  to  produce 
one  kilogram  of  mouse  monoclonal 
antibody  requires  50,000  mice  and 
about  100,000  liters  of  cultured  tis- 
sue— enough  cancer  cells  to  fill  a 


Cell  factories 

Hybridoma  cells — most  often  antibody-producing  cells  spliced  to  cancer  cell; 
are  grown  more  quickly,  in  greater  number,  with  Damon's  Encapcel  proce 
Cells  are  mixed  with  sodium  alginate  in  a  droplet-forming  machine  (1)  and 
ejected,  forming  spheres.  These  microspheres  fall  into  calcium  chloride  I 
turning  the  droplets  into  a  gel.  A  polymer,  poly-L  lysine,  is  poured  into  the  g 
forming  a  porous  membrane  around  the  cells  (3).  Then  a  sodium  citrate  soluti 
dissolves  the  gel  and  locks  the  cells  within  the  membrane  (4).  At  right:  hum 
hybridoma  cells  within  their  protective  membrane. 


FORBES,  JULY  18,  1983 


good-size  swimming  pool.  That  tissue 
then  must  be  purified  by  a  complex 
series  of  steps.  It's  time-consuming 
and  labor-intensive — the  proverbial 
labor  of  an  elephant. 

There  are  other  problems  with 
mouse  antibodies.  For  one  thing,  mi- 
nute amounts  of  impurities  and  pyro- 
gens— fever-causing  fragments  of  pro- 
tein— may  remain  in  solution.  These 
can  cause  severe  allergic  reactions  in 
people.  Further,  nature  designed 
mouse  antibodies  mainly  to  benefit 
mice;  their  protein  structure  is  simi- 
lar to,  but  not  exactly  like,  human 
antibodies,  so  that  their  effect  in 
fighting  human  disease  is  uncertain. 
Worst  of  all  is  that  this  complicated 
and  laborious  process  is  still  only  at 
the  laboratory  stage.  Scaling  it  up  to 
commercial  production  would  be  a 
nightmare:  One  would  need  vast 
mouse  ranches — billions  of  animals 
for  any  drug  that  might  be  widely 
used — and  the  labor  intensity  would 
rise  almost  exponentially. 

Enter  Encapcel.  In  Damon's  pro- 
cess, hybridoma  cells  are  poured  into 


the  hopper  of  a  droplet-forming  ma- 
chine, along  with  a  chemical  such  as 
sodium  alginate,  which  is  viscous  at 
room  temperature.  The  sodium  algi- 
nate coats  the  cells,  and  the  mixture 
is  ejected  as  microdroplets  into  a  solu- 
tion containing  isotonic  calcium 
chloride,  a  form  of  common  road  salt. 
As  the  microdroplets  fall  through  the 
air  into  the  solution,  they  assume  a 
perfectly  spherical  shape.  Those  gel- 
like microdroplets  are  then  coated 
with  another  substance,  usually  a 
long-chain  amino  acid  polymer  such 
as  poly-L  lysine,  and  then  washed  in  a 
solution  of  sodium  citrate,  which  dis- 
solves the  alginate  gel,  leaving  a  thin 
surface  membrane  gel  whose  pores 
are  of  a  controlled  size,  all  surround- 
ing the  hybridoma  cells.  Routinely, 
more  than  95%  of  the  hybridoma 
cells  that  are  encapsulated  by  this 
method  survive  the  process,  which, 
despite  its  technical  complexity, 
takes  only  seconds  and  is  completely 
automated. 

Once  inside  its  Encapcel  sphere,  the 
hybridoma  cell  begins  to  multiply  and 


produce  antibodies,  just  as  in  the  body 
of  a  mouse.  But  it's  not  until  they 
have  multiplied  sufficiently  to  fill  the 
entire  volume  of  the  sphere  that  the 
hybridoma  cells  begin  large-scale  pro- 
duction of  their  antibodies.  These, 
along  with  the  cells,  are  harvested  by 
bursting  the  capsules — washing  them 
with  a  solution  that  "unzips"  the 
membrane — and  separating  the  hybri- 
doma cells  from  the  antibody  liquid. 
At  this  stage  the  concentration  of 
antibody  is  about  four  to  five  times 
higher  per  cell  than  in  a  conventional 
tissue  culture. 

But  wait.  Because  cells  have  been 
growing  happily  behind  their  Encap- 
cel walls,  their  concentration  is  high- 
er. The  same  amount  of  hybridoma 
that  requires  50,000  mice — one  kilo — 
can  be  produced  with  only  1,000  liters 
of  Encapcel-ated  cells.  And  with  no 
mouse  solids  to  dispose  of,  almost  no 
pyrogens  or  stray  proteins,  the  purifi- 
cation process  is  very  short  and  can  be 
automated.  The  result:  purified  anti- 
bodies at  100  times  the  concentration 
of  tissue  culturing. 

Increased  concentrations  of  rare 
substances  might  be  enough  to  justify 
production  with  the  Encapcel  system, 
but  the  process  has  its  own  economic 
justifications  as  well.  The  chemicals 
used  in  the  encapsulation  process — 
sodium  alginate,  calcium  chloride, 
poly-L  lysine,  sodium  citrate — cost, 
as  Dr.  Allan  Jarvis,  head  of  research  at 
Damon,  says,  "pennies  per  ton." 
While  this  is  hyperbole — calcium 
chloride  actually  costs  $83  per  ton — 
Jarvis'  claim,  and  the  patent  wall  Da- 
mon has  built  around  it,  is  nonethe- 
less valid.  "All  the  chemicals  we  use 
are  dirt  cheap,"  he  says,  "and  we  are 
not  limited  in  any  way  to  those 
chemicals.  We  have  made  dozens  of 
kinds  of  capsules,  depending  on  the 
size  of  the  membrane  holes  we  need. 
These,  in  turn,  depend  on  the  product 
we  are  encapsulating.  Best  of  all,  we 
have  not  just  patented  the  capsules  or 
the  process  for  making  them.  We've 
patented  the  specific  applications." 

In  fact,  growing  hybridomas  is  one 
of  the  less  useful  things  you  can  do 
with  the  Encapcel  process,  since  it 
doesn't  take  full  advantage  of  the  cap- 
sule's membrane  properties.  Far  more 
interesting  is  work  being  done  on  in- 
terferon derived  from  cultures  of  hu- 
man lymphoblastoid  cells — another 
type  of  tumor  cell.  Here  cancerous 
cells  multiply  inside  the  Encapcel 
cells  and,  after  treatment  with  a  virus 
inducer,  secrete  interferon,  which,  be- 
ing a  protein  of  a  sufficiently  small 
molecular  weight,  passes  through  the 
membrane  walls  into  the  fluid  sur- 
rounding the  capsules.  This  separa- 
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tion  of  interferon  from  cancerous 
cells  is  extremely  important  because 
it  largely  insures  against  the  possibil- 
ity that  a  stray  cancerous  cell  will  find 
its  way  into  any  serum  prepared  for 


without  killing  him  financially,  ei- 
ther). While  such  tumor-specific 
treatments  are  still  in  the  early  evalu- 
ation stage,  Damon  scientists  are  cau- 
tiously optimistic  about  their  future. 
Too  little  is  known,  of  course,  about 
the  cancer  mechanism  to  be  able  to 
predict  how  well  the  antibody  will 
work  once  it  is  produced. 

Monoclonal  antibodies  and  inter- 
feron are  currently  attracting  the 


Damon's  scientific  board,  with  Chairman  Kosowsky.  Back  row,  left  to  right:  Dr. 
Herman  Eisen,  Harvey  Lodish,  Dr.  Irving  London,  Dr.  Nigel  Webb.  Front  row,  left  to 
right:  Dr.  Howard  Green,  Susumu  Tonegawa,  David  Kosowsky 


injection  into  a  patient. 

Many  experts  regard  Damon's  abili- 
ty to  mass  produce  human-derived 
antibodies  and  interferon,  free  of  con- 
tamination, as  the  key  to  the  process' 
long-term  commercial  success.  From 
a  laboratory  investigation  viewpoint, 
however,  the  ability  to  custom  manu- 
facture drugs  is  probably  more  impor- 
tant. For  example,  to  develop  mono- 
clonal antibodies  to  treat  certain 
types  of  cancer,  such  as  B-cell  lym- 
phoma, it  is  necessary  to  extract 
white  blood  cells  from  a  patient  and 
prepare  the  antibody  through  an 
elaborate  procedure.  By  the  time  a 
sufficient  quantity  of  the  patient's  in- 
dividual antibody  is  produced,  he  is 
often  dead.  The  Encapcel  process,  on 
the  other  hand,  short-circuits  the  pro- 
duction process  and  yields  patient- 
specific  antibodies  in  quantities  large 
enough  to  be  potentially  effective  in 
curing  a  patient's  cancer  in  Lime  (and 


most  attention,  simply  because  the 
demand  for  these  substances  is  so 
much  greater  than  supply.  But  for  the 
Encapcel  process  to  be  successful,  it 
will  have  to  become  an  industrial 
workhorse,  able  to  compete  against 
the  most  common  biotechnological 
process  of  them  all:  fermentation.  In 
common  fermentation,  yeast  or  bac- 
teria, along  with  a  supply  of  nutri- 
ents— usually  sugars  and  proteins — is 
allowed  to  sit  in  a  warm,  dark  vat 
until  the  nutrients  are  enzymatically 
converted  into  a  desired  product.  The 
fermenting  agent — the  yeast  or  bacte- 
ria— is  removed  or  killed  off  by  pas- 
teurization, and  the  remaining  prod- 
uct is  ready  for  use.  Those  products 
range  from  such  familiar  liquids  as 
beer  (or  any  alcoholic  beverage)  and 
soy  sauce  to  many  pharmaceuticals. 
But  they  all  more  or  less  suffer  from 
the  same  flawi  They  are  batch-orient- 
ed, so  that  each  time  a  vat  of  beer,  for 


example,  is  finished,  it  must  be 
drained  off,  the  vat  cleaned  and  the 
process  started  all  over  again.  That 
means  downtime.  Downtime  is  not 
so  important  when  you  are  brewing 
beer,  but  in  the  production  of  antibi- 
otics, where  the  processes  must  be 
more  carefully  controlled,  where 
batches  are  smaller  and  where  more 
things  can  go  wrong,  there  is  a  greater 
likelihood  of  downtime,  and  that  gets 
expensive. 

Can  Encapcel  change  all  that?  "It 
certainly  has  the  potential,"  says  Da- 
vid I.  Kosowsky,  53,  Damon  Biotech's 
chairman.  "The  Encapcel  process,  by 
providing  that  membrane  separating 
the  cells  from  the  nutrients  they  act 
on,  certainly  eliminates  some  of  the 
purification  steps,  which  are  most 
crucial  in  the  production  of  antibiot- 
ics and  vitamins."  In  addition,  there  is 
the  possibility  that  Encapcel  could 
also  be  used  as  the  basis  for  a  continu- 
ous reaction  system,  eliminating  up- 
and-down  batch  processing  entirely. 

Why  didn't  the  market  recognize 
this  potential  a  year  ago?  Says  Nelson 
Schneider  of  E.F.  Hutton,  Wall 
Street's  premier  biotechnology  ana- 
lyst, "The  market  took  a  simplemind- 
ed  approach  to  Damon.  They  tried  to 
pigeonhole  it,  first  as  a  monoclonal 
company,  then  as  a  genetics  house, 
then  as  a  pharmaceutical  research 
company.  It's  none  of  these.  But  it's 
also  the  one  company  that  could  cut 
across  all  these  lines  and  be  important 
in  every  area." 

That  simplemindedness  isn't  hard 
to  figure.  It  is  easy  to  position  a  com- 
pany's work  at  the  beginning  (re- 
search) or  end  (the  production  of  drugs 
or  interferon)  of  the  biotechnology 
chain.  But  how  do  you  assess  the 
middle?  Says  Schneider:  "In  a  sense, 
the  Genentechs  have  already  done 
what  they  set  out  to  do,  which  is 
develop  new  products  in  the  laborato- 
ry. But  without  the  process  and  utili- 
zations technology — that's  Damon — 
most  of  the  lab  work  can  emerge  as 
end  products  only  with  difficulty." 

That's  another  way  of  saying  that 
though  Encapcel  isn't  as  glamorous  as 
interferon,  it  is  useful  in  the  way  the 
assembly  line  was  useful.  And  just  as 
profitable.— S.K. 

Tilting  at  windmills 

Of  all  the  "lost"  technologies  re- 
vived by  the  oil  shocks  of  the 
1970s,  few  had  as  much  charm  as 
wind  power.  Not  only  was  wind  a 
renewable  resource,  but  it  was  clean: 
no  smokestacks,  no  waste.  It  was  per- 
fect for  the  dreams  of  the  Small  Is 
Beautiful    crowd,    who  envisioned 
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Kodak  announces 

The  Programmable 
Copier-Duplicator 


Job-stream  programming:  Advanced  electronic  performance 
based  on  Kodak's  proven  copier  technology. 

Powerful  computers  are  harnessed  for  repetitive  multistep 
operations  to  do  more  jobs  in  less  time.  And  it's  loaded  with 
other  talents  too: 

•  Zoom  reduction  •  Continuous  run  •  Cover-sheet 
insertion  •  Centralized  controls  •  Plain  English 
messages  •  Easier  duplexing  •  Integrated 
controller. 

Chances  are,  the  Ektaprint  200  copier 
can  improve  productivity  in  your  high- 
volume  job  stream. 

May  we  demonstrate?  Write: 
Eastman  Kodak  Company,  CD3410, 
Rochester,  New  York  14650. 
Telephone  toll-free:  1  800  44KODAK 
(1  800  445-6325]  Ext.  324. 


New  Kodak  Ektaprint  200 
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thousands  of  easily  constructed  wind- 
mills churning  out  an  energy-inde- 
pendent future  for  snug  homes  and 
peaceful  communities. 

Unfortunately,  reality  often  runs 
full  tilt  into  dreams — and  windmills. 
Although  the  number  of  kilowatts 
produced  by  wind  power  has  grown 
dramatically  since  1979 — from  4,000 
kilowatts  to  45,000  in  1982— the  total 
amount  is  still  negligible  compared 
with  the  nation's  620-million- 
kilowatt  electric  generating  ca- 
pacity. Moreover,  the  direction 
that  windpower  has  taken  is  not 
exactly  the  one  its  original  ad- 
herents expected. 

For  example,  in  California  a 
combination  of  generous  state 
and  federal  energy  tax  credits  has 
helped  create  what  may  be  the 
fad  of  the  year:  the  wind  park  tax 
shelter.  In  the  last  year  two  thou- 
sand 50-kilowatt-or-so  wind  tur- 
bines— each  powerful  enough  to 
electrify  about  20  homes — have 
popped  up  in  areas  like  the  windy 
Altamont  Pass,  east  of  San  Fran- 
cisco, and  Tehachapi,  Calif.,  near 
Bakersfield. 

The  wind  parks  sell  electric 
power  to  utilities  such  as  Pacific 
Gas  &  Electric,  which  by  law 
must  purchase  it.  But  energy  in- 
vestment tax  credits  are  what 
really  make  the  wind  park  wind- 
mills turn.  That's  partly  why 

U.S.  Windpower,   a  company   

that  began  in  Burlington,  Mass.  back 
in  1974  as  a  research  outfit,  headed 
west  in  1981.  U.S.  Windpower  assem- 
bles tracts  of  land  leased  from  real 
estate  owners,  builds  and  sets  up  the 
turbines,  hooks  them  to  utility  lines 
and  then  sells  shares  to  limited  part- 
ners. These  investors  get  to  use  the  tax 
credits  and  depreciate  the  turbines. 

Business  has  been  booming.  U.S. 
Windpower,  which  is  private,  has  tak- 
en in  over  $100  million  since  it 
moved  to  California.  It  has  built  three 
parks  (with  a  fourth  under  construc- 
tion) and  has  installed  about  600  tur- 
bines. The  company  expects  to  double 
that  figure  by  mid-1985.  And  U.S. 
Windpower  is  not  alone  in  discover- 
ing the  tax-shelter  advantages  of  wind 
power.  Edward  Dickson,  an  analyst  at 
Strategies  Unlimited,  a  market  re- 
search firm  in  Mountain  View,  Calif., 
says  there  may  be  as  many  as  100 
such  companies  now. 

What  happens  when  riei 


credits  run  out?  Can  the  wind  parks 
make  a  profit  simply  by  selling  power 
to  the  utilities?  No  one  seems  to  know, 
though  it's  not  surprising  that  every- 
body in  the  wind  business  is  optimistic. 
But  for  the  moment  there's  little 
chance  of  the  federal  credits'  complete- 
ly disappearing.  Last  year  congression- 
al supporters  beat  back  an  Administra- 
tion attempt  to  repeal  them  before  they 
expire  in  1985.  For  its  part,  California 
has  among  the  highest  state  credits  and 
is  currently  consideringrenewal  before 
they  run  out  on  Dec.  31.  While  the 
legislature  has  approved  an  extension, 
the  governor  has  opposed  it.  "It's  a 
strange  area,"  says  Dickson.  "You 


A  wind  park  in  California 's  Altamont  Pass 
Left-wing  ideals,  right-wing  tax  shelters. 


have  leftward-leaning  people  in  favor 
of  wind  for  its  social  good  and  right- 
ward-leaning  people  investing  in  it  for 
independence  and  social  isolation." 

The  fact  is,  wind  will  never  be  the 
most  efficient  energy  source.  Its  com- 
petitors— coal,  oil,  nuclear,  geother- 
mal,  hydroelectric,  even  solar — con- 
tinue to  develop  despite  their  draw- 
backs. The  potential  of  wind  is  limited; 
it  will  never  blow  any  harder  or  more 
regularly.  And  improving  the  technol- 
ogy is  no  easy  task,  given  that  wind 
power  has  been  around  at  least  since 
200  B.C.,  and  probably  earlier.  That  has 
been  amply  shown  by  the  wind  park's 
breakdown-prone  turbines.  Says  Dick- 
son, "They're  going  through  birthing 
pains.  There  are  about  2,000  turbines 
out  there  [in  California],  made  by  20 
companies.  We  still  don't  know  which 
ones  run  reliably." 

No  matter.  The  tax  credits  are  for 
installing  energy-saving  equipment. 
Nowhere  is  it  written  that  the  hard- 


ware must  run  properly. 

At  a  scale  larger  than  the  wind 
parks'  50-kilowatt  turbines,  wind- 
power  is  hardly  what  the  idealists 
foresaw.  For  a  decade  the  Department 
of  Energy  has  been  funding  research 
into  monster  wind  turbines,  multi- 
megawatt  machines  that  cost  mil- 
lions to  erect.  The  DOE  worked  with 
several  large  companies  including 
General  Electric,  the  Hamilton  Stan- 
dard subsidiary  of  United  Technol- 
ogies, Westinghouse,  Bendix  and 
Boeing.  In  early  June  GE  announced  a 
$14.2  million  contract  with  Hawaiian 
Electric  Co.  to  build  a  7,300-kilowatt 
turbine  on  Oahu,  which  could  provide 
power  for  3,500  homes. 

That  seems  promising.  But 
Louis  Divone,  head  of  DOE's 
wind  program,  admits,  "The 
large  turbines  are  still  in  the 
experimental  stage.  No  one 
thinks  [they  are]  going  to  pro- 
duce power  cost-effectively  out 
of  the  crate."  Then  why  is  Ha- 
waiian spending  the  money? 
"They're  insuring  their  op- 
tions," Divone  says.  "Every  sys- 
tem has  its  problems;  utilities 
want  to  look  down  the  road." 

For  another  answer  to  wheth- 
er a  thousand-year-old  technol- 
ogy can  compete  in  1990  with- 
out government  support,  ask 
the  residents  of  Block  Island, 
R.I.  In  1978  DOE  put  its  first 
generation  of  giant  wind  tur- 
bines on  the  island,  which  sits 
12  miles  east  of  Long  Island.  For 
two  centuries  the  islanders'  old- 
fashioned  windmills  had  used 
sea  breezes  to  pump  water  and 
  mill  corn.  But  the  DOE  wind- 
mill was  somewhat  different:  160  feet 
tall,  with  62-foot  blades  and  an  ex- 
pected output  of  200  kilowatts,  or 
enough  to  supply  50  homes. 

Alas,  the  turbine  proved  unsightly 
on  idyllic  Block  Island.  And  it  made  a 
whooshing  sound.  In  addition,  DOE 
engineers  figured  the  blades  might 
disturb  television  reception,  so  the 
agency  wired  the  island  (permanent 
population:  about  450)  for  cable  at  the 
cost  of  $500,000.  After  several  years, 
the  DOE  took  down  the  blades  and 
went  home,  leaving  the  skeleton  of 
the  failure  behind.  The  experimental 
wind  turbine,  it  seems,  cost  more  to 
operate  than  it  produced  in  power. 

Not  that  DOE  didn't  get  a  few  tech- 
nological nuggets  from  it  all.  One  of 
the  purposes  was  to  test  various  blade 
materials.  The  best?  Not  exotic  com- 
posites or  alloys,  but  plain  old  wood. 

Don  Quixote  could  have  told  them 
that. — Robert  Teitelman 
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bday, 

4  of  the  world's  100  largest  companies 
ave  a  significant  advantage 
ver  the  other  66. 


This  booklet  tells  why. 


^ead  it,  and  you'll  discover  something  our 
£  competitors  would  prefer  to  keep  secret: 
■     Amdahl  "mainframe"  business  computers,  peri- 
erals  and  data  communications  systems  can  make  an 
portant  contribution  to  your  company's  productivity, 
:ause  they  offer  more  performance  per  dollar  than  any 
E  their  rivals. 

Their  capability  springs  from  a  single-minded 
nmitment  to  innovation.  Amdahl  was  founded  on 
jchnical  "first','  and  has  grown  via  a  profusion  of  them. 

An  inherently  faster  "ECL"  logic  system,  for 
imple,  an  "LSI"  chip  package  that  reduces  energy  con- 
nption  and  floor  space,  remote  diagnostics  that 
able  a  California  computer,  say,  to  spot  its  Canadian 
lorts'  glitches. 

You've  benefited  from  our  "firsts"  even  if  you've 
^er  come  near  our  equipment.  Our  industry's 


price: performance  has  improved  800%  since  we  entered 
the  market  in  1976. 

As  important,  our  competitors  have  adopted  many 
of  our  ideas.  For  example,  they  too  now  design  their 
products  to  be  upgraded,  not  obsoleted. 

The  trails  we've  blazed,  and  will  blaze,  have 
prompted  some  to  call  us  a  "phenomenon','  a  description 
that  gives  title  to  the  booklet  we're  offering  here, 
The  Amdahl  Phenomenon. 

Read  it,  and  you'll  see  why  over  500  productivity- 
conscious  organizations  around  the  world— including  34 
of  the  world's  100  largest  companies  —  have  installed 
Amdahl  equipment. 

We'd  be  pleased  to  mail  you  a  copy— in  a  plain 
brown  wrapper,  if  you  wish.  Just  write  us  c/o  Box  3470, 
MS108,  Sunnyvale,  CA  94086;  or  call  (408)  746-8918. 


the  amdahl  phenomenon 


October,  1970,  a  company  was  formed  expressly  to  build  one  product:  A  main- 
ne  computer  (hat  would  outperform  the  mainframe  that  owned  the  market 
hat  time.  Today,  this  company  is  an  international  success  story,  a  phenomenon. 


ONE  COMPANY  IS  HELPING 
TOMORROW  DAWN  TWICE  IN  THE  SAME  SKIES. 

THE  COMPANY  IS  GRUMMAN. 

In  wind  tunnels  and  on  test  stands,  new 
Grumman  aircraft  are  helping  move  the  future 
of  flight  into  the  present  in  two  different  ways. 

The  first,  called  Design  698,  will  take  off  and 
land  like  a  helicopter  and  fly  forward  with  the 
speed  of  a  plane.  With  two  turbofan  jet  engines 
and  nacelles  that  tilt  for  hover,  transition,  and 
conventional  flight,  it  will  be  able  to  operate  from 
postage-stamp  airfields  as  well  as  Navy  cruisers 
and  destroyers.  Now  that  five  thousand  hours  of 
wind  tunnel  testing — as  well  as  simulators  and 
radio-controlled  models — have  proved  the  validity 
of  Grumman's  V/STOL  technology,  the  next  step 
is  a  manned  flight  demonstrator. 

With  Grumman's  leadership  reputation  in 
lightweight,  super-strong  composite  materials, 
we're  also  designing  and  testing  an  aircraft  with 
wings  that  sweep  forward  instead  of  back.  Known 
as  the  X-29A,  this  innovative  plane  will  do  a  lot 
more  than  demonstrate  a  broad  range  of  advanced 
technologies.  It  will  reduce  aerodynamic  drag, 
improve  fuel  efficiency  and,  with  its  lighter 
weight  and  greater  maneuverability,  will  reach 
a  new  plateau  for  high  performance  aircraft. 

Providing  tomorrow's  aircraft  with  capabili- 
ties like  these  requires  a  host  of  technologies, 
many  of  which  can  be  seen  in  the  tactical  aircraft 
Grumman  produces  today — the  F-14,  A-6E,  E-2C, 
EA-6B  and  EF-111.  So  whether  it's  keeping  today's 
aircraft  preeminent  or  making  tomorrow's  un- 
matched, we  have  the  technology  for  the  job  at  hand. 


THE  TECHNOLOGY  FOR  THE  JOB  AT  HAND 

GRUMMAN 


French  wines  are  affordable  again.  Thanks  to  mother  nature  and 
five  straight  bountiful  harvests,  and  to  Franqois  Mitterrand  and 
the  sagging  franc,  oenophiles  are  restocking  their  wine  cellars. 


Grape  expectations 


By  Robert  Teitelman 
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|he  fractured  franc  (now 
7.5  to  the  dollar,  against 
ifewer  than  4  only  four  years 
ago)  has  finally  given  relief  to  U.S. 
wine  lovers  weary  of  paying 
ever    mounting    prices  for 
French  wines.  "There  have 
been   substantial   price  in- 
creases in  France,"  says  Rich- 
ard Newman,   president  of 
The  Buckingham  Corp.,  a  ma- 
jor importer.  "But  we've  been 
able  to  eat  those  increases  be- 
cause of  the  strength  of  the 
dollar."  This,  at  a  time  when 
the  better  varietal  wines  from 
California  continue  to  esca- 
late in  price. 

Even  slightly  older  French 
vintages,  like  the  1978s  and 
1979s,  are  stabilizing  or  even 
dropping  in  price.  "There's  a  $20 
downward  pressure  on  those  wines 
because  of  the  popularity  of  the  1981s 
and  1982s — not  necessarily  because  of 
the  franc.  They're  already  in  the  pipe- 
line, already  paid  for,"  says  Elliot 
Staren   of   MacArthur   Liquors  in 
Washington,  D.C. 

Also  moderating  prices  is  the  fact 
that  for  five  straight  harvests  Bacchus 
has  been  smiling  on  French  vintners. 
Vintages  in  Bordeaux,  the  queen  of 
French  wine  regions,  have  been  rated 
very  good  to  excellent  in  1978,  1979 
and  1981.  Even  1980  was  above  aver- 
age (see  chart).  Then  came  1982,  which 
was  acclaimed  by  some  as  a  truly 
great  year,  right  up  there  with  1928, 
1945  and  1961. 

Even  the  Champagne  region,  in  the 
north  of  France,  has  been  getting 
some  good  news.  It  was  overdue.  Last 
year  export  quotas  had  been  slapped 
on  some  kinds  of  true  champagne  be- 
cause of  dwindling  reserves  brought 


on  by  a  series  of  small  harvests. 
But  the  1982  harvest  itself  proved 
to  be  so  good  that  the  caves  be- 
neath the  streets  of  Epernay  and 
Reims  were  filled  again.  In  fact, 
Michael  Aaron,  vice  president  of 
New  York  retailer  Sherry-Leh- 
mann,  believes  that  cham- 
pagnes are  about  the  best  buy 
around.  "The  prices  are  ex- 
traordinary," he  says. 

The  best  values  in  cham- 
pagne  are   not   in  famous 
names  like  Dom  Perignon, 
which  is  wildly  overpriced  in 
the  U.S.,  or  in  vintage  labels, 
which  offer  little  over  nonvin- 
tage  (blended)  bubblies.  Good 
nonvintage  champagnes  like 
Moet   &  Chandon,  Perrier- 
Jouet,  Piper  Heidsieck  and 
Taittinger  can  all  be  found  in 
major  retail  outlets  for  less 
than  $15  a  bottle. 
Bordeaux,  however,  that 
holds  the  attention  of  most  wine 
fanciers.  Here  the  great  chateaux, 
or  estates,  are  organized  into  five 
ranks,  or  growths. 

You   won't   find   any  steals 
among  the  five  first  growths  (or 
premier     cm):  Lafite-Roth- 
schild,    Haut-Brion,  Latour, 
Margaux  and  Mouton-Roth- 
schild.  "There's  such  a  scarci- 
ty factor,"  says  Peter  Morrell 
of  Morrell  &  Co.,  a  New  York 
retailer.  "Each  of  the  five  pro- 
duces about  20,000  cases  a 
year,  and  demand  is  very,  very 
high." 

Prices  reflect  that  demand. 
For  1979  first  growths  you'll 
have  to  pay  anywhere  from 
$28  for  a  bottle  of  Mouton- 
Rothschild  to  almost  $40  for  a 
Lafite-Rothschild.  But  that's 
still  a  relative  bargain.  A  great 
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vintage  like  1959  fetches  from  $200  to 
$300  a  bottle. 

But  even  among  these  first  growths 
there  are  some  sleepers  to  be  had.  A 
few  of  the  first  growths  of  1980,  not 
originally  seen  as  a  very  good  year,  are 
developing  far  better  than  expected, 
especially  the  Mouton-Rothschild 
and  Margaux,  both  available  at 
around  $20  a  bottle.  Margaux  at  this 
price  may  be  the  bargain  of  the  year. 
Robert  Parker,  publisher  of  The  Wine 
Advocate  newsletter,  calls  it  "a  terrif- 
ic, if  not  fantastic,  wine,"  perhaps  the 
best  in  Bordeaux  that  year. 

Among  second  through  fifth 
growths,  good  buys  are  easier  to  find. 
Two  of  the  best  examples:  Pichon- 
Lalande  (1980:  $10)  and  Cos  d'Estour- 
nel  (1979:  $15),  both  from  the  Medoc 
region  of  Bordeaux  and  both  well-re- 
spected wines.  Other  chateaux  worth 
seeking:  N6nin  (1978:  $14);  Prieure- 
Lichine  (1978,  1979,  1980:  $9  to  $12); 
Duhart-Milon-Rothschild,  La- 
fite's  "second  vineyard"  (1979: 
$11);  Grand-Puy-Lacoste  (1979: 
$11);  Haut-Bages-Liberal  (1979: 
$9;  1980:  $6.75);  Lynch  Bages 
1978:  $12.75;  1979:  $12.59);  Mon- 
trose (1980:  $10).  All  of  these 
come  from  the  Medoc  except 
Nenin,  which  is  a  Pomerol. 
Most  should  age  several  years 
before  drinking. 

Finally,  there's  an  ocean  of 
wine  in  Bordeaux  that  was 
never  even  classified.  The 
best  of  these  vineyards  are  cru 
bourgeois,  some  of  which  pro- 
duce wine  every  bit  as  good  as 
their  more  aristocratic  cous- 
ins. Chateau  de  Pez,  for  in- 
stance, consistently  ranks 
high  among  the  vineyards  of 
St.  Estephe,  a  village  in  the 
northern  Medoc.  The  de  Pez 
vintages  1978  through  1981 
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sell  for  between  $10  and  $13  a  bottle, 
a  very  good  value.  Other  good  buys, 
usually  priced  at  less  than  $10,  in- 
clude: Gloria,  Meyney,  Talbot,  Grey- 
sac,  Chasse-Spleen,  Beausejour,  Les 
Ormez  de  Pez,  Fourcas-Dupr£  and  Ra- 
mage  La  Batisse. 

The  glory  of  Bordeaux  is  in  its  reds, 
but  there  are  some  delightful  whites 
as  well,  particularly  from  Graves,  a 
region  south  of  the  city  of  Bordeaux. 
Parker  particularly  recommends  one 
very  inexpensive  dry  white  wine  from 
Entre-Deux-Mers,  an  estate  between 
the  Garonne  and  Dordogne  rivers. 
The  price  for  a  1980:  a  rock-bottom 
$2.99  to  $3.99. 

$14      If  the  Bordeaux  classification 
system  is  complex,  the  one  in 
Burgundy  is  a  nightmare.  In 
Burgundy  small  vineyard  own- 
ers often  sell  their  grapes  to  larg- 
er merchants,  negotiants,  who 
actually  make  and  sell  the  wine. 
To  read  a  burgundy  label  prop- 
erly, you  should  know  the 
domaines,  or  estates,  as  well 
|  as  the  villages,  the  vine- 
yards and  the  negotiants. 
Use  a  retailer  you  trust  to 
i  help  you  through  this  laby- 
[  rinth,   or  subscribe  to  a 
t  newsletter  like  Parker's  The 
Wine  Advocate  (1002  Hill- 
I  side  View,   Parkton,  Md. 
|  21120;  $20  per  year).  Or  you 
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can  buy  selections  chosen  by  a  small 
bank  of  importers  who  specialize  in 
the  region.  Parker  particularly  recom- 
mends two:  Robert  Chadderdon 
New  York  and  Kermit  Lynch 
Berkeley,  Calif. 

Burgundies  generally  fetch  high 
prices,  mainly  because  the  output  is 
so  low  and  demand  so  high.  A  high- 
quality  burgundy,  say  a  1979  Lignier 
Clos  St. -Denis,  will  go  for  around 
$35.  That  doesn't  mean  you  can't 
get  quality  red  burgundies  at  low- 
er prices.  Peter  Morrel  recom- 
mends a  1979  Gevrey-Chamber- 
tin  (that  is,  from  the  Gevrey- 
Chambertin  region)  that  sells  for 
$11.95.  Parker  cites  four  Lynch 
selections  in  the  same  range. 
All  are  produced  by  Robert 
Chevillon  from  vineyards  in 
the  Nuits  St.  Georges  section 
of  Burgundy,  and  all  are  1980 
vintages.  They  are  not  easy  to 
find  but  are  worth  asking  for: 
Nuits  St.  Georges-Les  Vau- 
crains  ($19.95);  Nuits  St. 
Georges-Les  Cailles  ($17.99); 
Nuits  St.  Georges-Les  St. 
Georges  ($19.95);  and  the  very 
inexpensive  Bourgogne  Passe- 
toute-grains  ($6.50). 

White  burgundies  are  just 
as  difficult  to  find.  William 
Sokolin,  president  of  New  York  retail 
er  The  Sokolin  Co.,  recommends  ; 
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Puligny-Montrachet,  either  1980 
($10  a  bottle)  or  1981  ($12  to  $15  a 
bottle).  Another  good  value  is  a 
sometimes    inexpensive  Meur- 
sault  (1981:  $10),  which  can  be 
opened  relatively  soon.  The  white 
wines  of  Macon-Villages,  a  region 
in  the  south  of  Burgundy,  are 
made   from   the  chardonnay 
grape.  Most  Macons  sell  for 
less  than  $7.  Again,  it's  impor- 
tant to  look  for  a  reputable 
negotiant  or  importer  on  the 
label.  Examples:  Louis  Jadot, 
Georges     Duboeuf,  Joseph 
Drouhin  and  Louis  Latour;  or 
importers  Chateau  &  Estate 
and  Dreyfus,  Ashby. 

Burgundy  and  Bordeaux,  of 
course,  aren't  the  only  wine- 
growing areas  of  France. 
There's  the  Rhone,  which  has 
recently  produced  a  series  of 
reasonably  priced  quality  reds 
A  decent  rhone  can  be  bought  for  less 
than  $10.  Again,  it's  helpful  to  recog- 


French  vintage  guide  1970-81 


Judging  a  wine  vintage  is  an  inexact  art.  Robert 
Parker,  whose  wisdom  is  collected  in  this  vin- 
tage chart,  thinks  the  1982  Bordeaux  harvest 
may  yield  "some  of  the  greatest  wines  produced 
this  century."  High  praise,  but  not  the  last  word.  The 
1982  harvest  was  huge  and,  because  of  high  summer 
temperatures,  very  high  in  alcohol.  Most  great  vintage 
crops  tend  to  be  smaller  and  lower  in  alcohol.  High-level 
alcohol  content  often  produces  a  powerful  early  tasting, 


only  to  wilt  over  time.  A  more  certain  verdict  will  be 
reached  around  1985  when  the  '82s  are  bottled  and 
sold.  Meanwhile,  consider  other  Parker  judgments  be- 
low. As  you  ponder,  remember:  Even  in  good  years 
some  estates  produce  poor  wines,  and  in  bad  years 
some  ship  superb  wines.  The  best  advice  comes  from 
Alexis  Lichine,  a  wine  writer  and  owner  of  Chateau 
Prieure-Lichine  in  Bordeaux:  "Think  of  vintage  charts 
as  tables  of  generalities,  full  of  exceptions." 


1970 

1971 

1972 

1973 

1974 

1975 

1976 

1977 

1978 

1979 

1980 

1981 

Bordeaux:  Medoc  Graves 

90T 

83R 

55C 

68C 

70R 

95T 

82R 

63R 

93T 

84T 

74E 

87T 

Pomerol,  St.  Emilion 

87R 

87R 

60C 

73C 

72R 

95T 

80R 

65  R 

82E 

87T 

76E 

84E 

Sauternes,  Barsac 

84R 

86R 

50C 

60C 

50C 

86T 

86T 

50C 

73E 

75E 

85E 

88T 

Burgundy:  Red 

82R 

87R 

86T 

70C 

62C 

50 

86T 

52 

82T 

75E 

72E 

70E 

White 

83R 

84R 

84R 

84R 

70C 

65C 

86T 

75E 

86T 

80E 

70E 

76E 

Rhone:     Hermitage,  Cote  Rotie 

90T 

84R 

86R 

72R 

70R 

73R 

90T 

78E 

92T 

83E 

82E 

82E 

Chateauneuf-du-Pape 

88T 

82R 

87T 

74R 

74R 

63C 

75T 

72E 

95T 

83E 

85E 

84E 

Beaujolais 

86C 

86C 

50 

84R 

80R 

60 

83E 

Alsace 

80C 

90C 

55 

72C 

75C 

82R 

89R 

70E 

78R 

84E 

75E 

86E 

Loire  Valley 

86R 

70C 

85R 

83E 

72E 

82E 

Champagne 

85R 

90R 

NV 

82E 

NV 

90T 

90E 

NV 

NV 

85T 

80E 

86E 

Legend:  90-100,  excellent;  80-89,  very  good,  70-79,  average;  60-69,  below  average;  below  60,  poor 
R:  ready  to  drink    C:  may  be  too  old    NV:  nonvintage.    Boldface:  classic  vintages  for  cellaring. 

E;  e 

arly  maturing.    T:  tannic  wine. 
Source:  The  Wine  Advocate 
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nize  a  handiul  of  quality  nego- 
tiants (Guigal,  Paul  Jabolout  Ain6, 
Vidal  Fleury)  and  appellations,  or 
regions  (Cote  R6tie  and  Hermi- 
tage in  the  north,  for  example,  and 
Chateauneuf-du-Pape  farther 
south).  Parker  recommends  sev- 
eral wines  from  the  north,  near 
the  villages  of  Crozes-Hermi 
tages  and  St.  Joseph:  Courso- 
don  St.  Joseph  (1980:  $9.29);  \ 
David  and  Foillard  Crozes- 
Hermitages  (1979:  $5.59);  Paul 
Jaboulet  Aine  Crozes-Hermit- 
ages Thalabert  (1980:  $6.49); 
Paul  Jaboulet  Ain£  St.  Joseph 
La   Grande    Pompee  (1980: 
$6.49).    Farther    south,  in 
Chateauneuf-du-Pape,  not  far 
from  Avignon,  there's  Cha- 
teau   de    Beaucastel  (1980: 
$8.99);  Les  Clefs  d'Or  (1978: 
$12.95);  Chateau  la  Nerthe 


(1978:  $10.95);  and  Paul  Jaboulet  Ain6 
Les  Cedres  (1980:  $10.95). 

Some  Rh6ne  whites  in  the  $10  area 
are  worth  mentioning,  names  like 
Guigal,  Paul  Jaboulet  Aine,  Grippat 
and  Chave. 

There  are  a  host  of  other  values  in 
whites.  A  recent  Sancerre  or  Pouilly 
Fume,  from  the  Loire  Valley,  can  now 
be  bought  from  around  $6.  "These 
are  both  absolutely  good-quality, 
high-value  white  wines,  very  de- 
pendable," says  Robert  Finigan, 
author  of  the  bimonthly  newslet- 
ter Robert  Finigan 's  Private  Guide  to 
Wines  (724  Pine  Street,  San  Fran- 
cisco, Calif.  94108;  $36  for  12  is- 
sues). He  also  recommends  a 
look  at   Alsace,   in  eastern 
France,  which  produces  sweet, 
■  inexpensive     Rieslings  and 
I  Gewurztraminers.  He  particu- 
'  larly  recommends  the  1982s 
and  two  producers:  Trimbach 
and  Hugel.  Price:  between  $4 
and  $6. 

Moral:  Next  time  you  are  in 
a  wine  shop,  don't  bypass  the 
French  section,  even  if  you  are 
looking  for  relatively  inexpen- 
sive wines  to  drink  now,  not  to 
$4.90        lay  away  in  your  cellar. 


Executive  retreads 


It  can  happen  anywhere,  even  in  the 
most  civilized  and  sensible  organi- 
zation. An  executive,  otherwise  intel- 
ligent and  productive,  goes  a  little 
haywire,  or  loses  enthusiasm  or  be- 
comes intolerably  overbearing  with 
subordinates.  In  times  past,  after  a 
warning  or  two,  many  such  execu- 
tives would  simply  be  shown  the 
door.  Now,  increasingly,  manage- 
ment is  calling  in  an  executive  reha- 
bilitation consultant. 

More  than  humanitarian  impulses 
prompt  such  calls.  Firing  a  high-level 
executive  can  be  both  risky — lawsuits 
are  more  common — and  expensive. 
When  outplacement,  recruitment  and 
training  costs  are  figured  in,  according 
to  one  consultant,  it  could  cost 
$75,000  to  remove  and  replace  a 
$75,000-a-year  executive.  Consul- 
tants claim  they  can  usually  "cure" 
such  an  executive  for  $5,000  to 
$15,000. 

There  are  about  150  consultants  in 
the  country  now  counseling  troubled 
executives.  Most  axe  lone  practition- 
ers or  small  partnerships.  Typically 
they  are  industrial  psychologists  with 
experience  at  large  corporations,  and 
many  have  been  prospering  in  the  last 
few  recession -wracked  years.  "This 
part  of  our  business,  treating  such  ex- 
ecutives, has  grown  tremendously," 


says  Andy  Sherwood,  whose  12-year- 
old  company,  Goodrich  &  Sherwood, 
also  offers  outplacement  and  a  hand- 
ful of  other  human-resource  services. 
Paul  Sherman  boasts  that  revenues 
for  his  two-man  practice  have  grown 
500%  since  1979.  Another  partner- 
ship, BeamPines  Human  Resource 
Consultants,  claims  to  be  busy  and 
profitable  after  only  two  years  in  the 
business. 

In  most  cases  consultants  strive  to 
avoid  disrupting  the  executive's  office 
routine.  "If  you're  contemplating  dai- 
ly shock  treatments  at  the  desk,  that's 
not  practical,"  says  Sherwood.  "The 
great  majority  of  people  who  have  de- 
veloped physical  and  psychological 
problems  can  be  treated  on  an  outpa- 
tient basis  where  they  don't  have  to 
leave  the  job.  Sometimes,  in  a  matter 
of  days,  these  people  can  be  turned 
around  and  made  productive  again. 
Then  you  can  chip  away  at  the  things 
that  got  them  into  their  depressed 
state." 

The  kinds  of  things  that  can  derail  a 
productive,  steady-as-you-go  manager 
need  not  be  exotic.  A  crumbling  mar- 
riage, a  parent's  moving  in  or  a  serious 
problem  with  a  child  might  do  it.  Oth- 
er common  possibilities:  a  new  boss, 
an  abrasive  colleague,  a  promotion 
that  never  came  or,  worse,  a  demotion 


that  did.  Then  there  are  physical 
causes — so-called  male  menopause, 
or  the  flare-up  of  an  old  back  injury. 
Or  any  combination  of  the  above. 

No  less  diverse  are  the  symptoms  of 
a  potential  crack-up.  These  could  in- 
clude extreme  and  undue  irritation 
with  co-workers,  overeating,  resum- 
ing smoking  after  long  abstention, 
working  behind  a  closed  door  or  put- 
ting in  unusually  long  or  short  hours 
at  the  office. 

For  the  boss  of  a  sourpuss,  hothead 
or  potential  basket  case,  the  key  is  to 
home  in  on  the  problem  in  its  early 
stages.  "Once  it's  identified,"  says 
Sherwood,  "the  first  responsibility  of 
a  troubled  person's  manager  is  to  help 
out,  to  take  some  of  his  load  off,  to  be 
a  friend,  to  get  the  person  to  talk 
about  what  the  problems  are."  But 
Sherwood  thinks  some  companies, 
meaning  to  be  helpful,  can  make  mat- 
ters worse  when  they  don't  call  in 
professional  help  early  enough.  "They 
let  it  ride,"  he  says.  "They  say,  'It's 
his  problem,  let  him  work  it  out.'  " 

The  trouble  is,  of  course,  it's  often 
tough  to  tell  the  difference  between  a 
problem  that  would  eventually  be  re- 
solved without  intervention  and  one 
that  calls  for  treatment.  According  to 
Paul  Sherman,  this  is  especially  true 
with  alcoholics.  "The  alcoholic  ex- 
ecutive's immediate  superior  may 
sense  a  change  in  the  character  or 
performance,"  writes  Sherman,  "but 
will  not  connect  it  with  alcohol  abuse 
for  many  years.  There  is,  however,  a 
growing  lack  of  trust,  subtle  and  sel- 
dom put  into  words.  The  executive  is 
called  on  less  and  less  to  handle  diffi- 
cult assignments  or  to  make  critical 
decisions. 

"In  some  cases,"  he  continues,  "a 
vague  connection  may  be  made  be- 
tween drinking  and  the  change  in  per- 
formance, but  the  problem  executive 
is  immunized  by  the  'halo  effect/  an 
inability  by  the  superior  to  separate 
past  excellence  from  present  uncer- 
tainty. The  alcoholic  executive  is  of- 
ten insulated  by  secretaries  and  sub- 
ordinates, whose  performance  is  also 
affected  adversely." 

As  in  other  healing  arts,  treatment 
varies  somewhat  among  executive  re- 
treaders.  But  there  seems  to  be  agree- 
ment on  some  basic  tactics.  One  is 
that  the  consultant  will  seek  to  in- 
volve one  or  more  of  the  bosses  during 
treatment.  Another  is  that  the  mend- 
ing process  should  interfere '  only 
minimally  with  the  executive's  work 
schedule.  A  third  is  that  rehab  consul- 
tants don't  try  to  treat  root  problems 
such  as  alcoholism  or  marital  woes. 
Rather,  they  refer  the  patient  to  the 
appropriate  experts  (e.g.,  Alcoholics 
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Anonymous,  a  marriage  counselor  or 
a  physician)  and  devote  their  own  ef- 
forts to  guiding  the  patient  back  to 
productive  work  as  soon  as  possible. 

How  does  rehabilitation  work? 
With  one  outfit,  BeamPines  Human 
Resource  Consultants, 
the  first  step  in  the  pro- 
cess is  to  meet  with  the 
troubled  individual's  boss 
and  find  out  why  he  is  up- 
set with  the  executive. 
"He  might  say  the  indi- 
vidual is  'having  people 
problems,'  "  says  Beam. 
"We  want  this  broken 
down." 

Next,  the  patient  comes 
to  Beam's  Manhattan  of- 
fice for  a  full  day  of  inter- 
views and  written  psycho- 
logical and  other  tests. 
That  information  forms 
the  basis  of  a  10-to- 15- 
page  report  which  the  ex- 
ecutive sees  and  discusses 
with  Beam. 

The  executive  himself 
shows  the  report  to  his 
boss,  and  the  two  of  them 
meet  with  Beam  soon 
afterward  to  establish 
how  the  executive  should 
shape  up.  A  series  of 
coaching  sessions  be- 
tween Beam  and  the  ex- 
ecutive follows,  and  other 
three-way  meetings  take 
place  as  needed.  The  ses- 
sions are  much  like  those 
between  a  psychiatrist 
and  a  patient,  except  that 
consultants  put  more  ef- 
fort into  solving  the  ex- 
ecutive's work-related  problems  than 
into  uncovering  the  causes  of  the 
problematic  behavior. 

The  sessions  are  usually  spread  out 
over  a  four-month  period,  adding  up 
to  about  40  hours,  including  the  ex- 
ecutive's initial  eight-hour  testing 
and  interview  session  snd  six  hours  of 
three-way  discussions.  Beam  s  fee  is  a 
flat  $5,000,  which  covers  any  addi- 
tional "touch-up"  the  client  may  re- 
quest. Fifty  executives,  most  of  them 
in  the  S50,000-and-up  salary  range, 
have  gone  through  the  BeamPines 
program,  including  people  from  such 
companies  as  Warner-Lambert,  Time 


Inc.,  PepsiCo  and  Cahners  Publishing. 

Consultant  Paul  Sherman  prefers  to 
work  on  the  executive's  turf,  usually 
his  office.  "Most  of  the  time  we  talk 
about  whether  he's  met  the  objectives 
that  he  has  set  for  himself,"  Sherman 
explains.  "He  makes  his  own  deci- 
sions with  our  guidance."  Sherman's 
most  intensive  routine  calls  for  one 
30-  to  90-minute  session  per  week  for 
13  weeks,  then  biweekly  sessions  for 
13  weeks,  followed  by  six  monthly 
sessions. 

Sherman's  fees  range  from  $150  to 
$250  an  hour,  plus  traveling  expenses. 


He  treats  20%  of  his  patients  for  alco- 
holism, 30%  for  "other  behavior  and 
medical  problems"  and  50%  for  "per- 
formance situations  that  have  arisen 
because  the  organization  has  changed 
and  the  individual  has  not  been  able 
to  adapt."  His  average  executive  earns 
$148,000  a  year. 

Goodrich  &  Sherwood,  with  three 
psychologists  on  its  staff,  is  among 
the  biggest  practitioners  in  executive 
rehab.  One  of  its  primary  informa- 
tion-gathering techniques,  used  with 
high-level  executives  who  initially  re- 
fuse to  admit  they  need  help,  is 
sneaky,  but  effective.  Instead  of  frank- 


ly telling  the  executive  what  it  is  up 
to,  the  G&S  team  pretends  to  be  on  a 
productivity-improvement  mission. 
Only  after  several  interviews  with 
subordinates  and  superiors  is  the  ex- 
ecutive confronted  with  whatever 
"evidence"  has  been  unearthed.  (If  the 
interviews  elicit  proof  that  the  sub- 
ject is  not  blameworthy,  the  G&S 
team  goes  back  to  the  boss  and  tells 
him  his  perceptions  of  the  subordi- 
nate are  wrong.) 

The  executive  is  "taken  down  to 
the  bottom  of  his  fraud,"  as  Sherwood 
puts  it,  through  interrogation.  "This 
is  a  very  important  part  of 
the  process,"  he  explains. 
"It's  like  doing  carpentry 
on  a  house  that  has  ter- 
mites. You  have  to  keep 
going  until  you  have  ex- 
tracted all  the  bad  wood — 
and  then  reconstruct."  In 
most  cases,  the  execu- 
tive's defenses  collapse  in 
the  end  and  he  admits  he 
needs  help.  "At  that  point 
you've  got  him  where  you 
can  work  fairly  effectively 
with  him,"  says  Sher- 
wood, "because  he  knows 
that  if  he  doesn't  cooper- 
ate, it's  curtains — he's  fin- 
ished. What  we  do  then  is 
make  friends." 

The  subject  is  instruct- 
ed to  draw  up  a  list  of  his 
personal  and  career-relat- 
ed achievements.  The  list, 
which  can  run  as  long  as 
15  pages  of  single-line  en- 
tries, is  scrutinized  by  a 
G&S  staff  psychologist, 
whose  analysis  of  it  fig- 
ures significantly  into  the 
treatment  of  the  execu- 
tive. Later  the  subject  is 
interviewed  on  videotape 
and  shown  the  playback. 
If  things  go  according  to 
plan,  he  sees  his  own 
faults  on  the  tube,  and  is 
further  encouraged  to 
change.  "We  work  very  diligently  to 
be  sure  that  our  victories  are  abso- 
lute," explains  Sherwood.  Counseling 
sessions  make  up  the  remainder  of  the 
treatment,  which  generally  costs 
$200  an  hour. 

Is  it  all  worth  it,  or  do  these  execu- 
tives revert  to  form  once  the  consul- 
tants are  safely  out  of  sight? 

"Some  people  will  have  relapses, 
others  won't,"  concedes  Sherman. 
"But  there  is  nothing  more  powerful 
than  the  threat  of  job  loss.  And  where 
a  relapse  occurs,  that  threat  is  reinsti- 
tuted." — Kevin  McManus 
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Behind  The  Figures 


Edited  by  John  R.  Dorfman 

Divorce  insurance 

About  half  of  all  divorced  women  who 
are  supposed  to  receive  alimony  or 
child  support  don't  get  the  full 
amount  due  them.  To  most  people 
that's  a  social  problem.  To  Richard 
Saitow  it's  a  business  opportunity. 

In  New  Rochelle,  N.Y.,  Saitow,  49, 
has  set  up  a  firm  called  Family  Sup- 


Now  he  has  a  25%  equity  interest 
in  Family  Support  Systems,  plus  a  sal- 
ary exceeding  $150,000  a  year  as  its 
president.  Robert  Isacsen,  who  con- 
ceived the  alimony-insurance  idea 
but  couldn't  execute  it  on  his  own, 
has  a  30%'  interest.  Most  of  the  re- 
maining equity  is  with  the  Pan  Atlan- 
tic Group,  which  put  up  about  $1  mil- 
lion in  seed  capital. 

Saitow,  divorced  and  remarried, 
concedes  that  he  has  been  late  with 
some  support  payments  when  he  was 
angry  at  his  ex-wife.  But  he  thinks 
that  by  taking  on  only  good  credit 
risks  and  by  getting  in  touch  with 
them  quickly  if  payments  lag,  he  can 
keep  the  default  rate  of  his  policy- 
holders below  6.7%,  the  level  at 
which  he  expects  to  turn  a  profit. 


Insurance  innovator  Richard  Saitow 
No  slave  to  convention. 


port  Systems,  selling  alimony  and 
child  support  insurance.  How  can 
such  a  product  make  money  when  the 
national  default  rate  (in  dollar  vol- 
ume) is  over  30%  of  the  obligations 
owed?  Replies  Saitow:  by  careful  risk 
selection  and  loss  control. 

No  slave  to  convention  (he  lives  on 
a  50-foot  yawl,,  sports  a  beard  and 
wears  blue  jeans  to  the  office),  Saitow 
is  no  stranger  to  the  normally  staid 
world  of  insurance  either  For  ten 
years  he  was  an  account  executive  at 
Johnson  &  Higgins.  He  left  in  1976  to 
work  for  Alexander  &.  Alexander,  en- 
couraged by  a  $350,000  signing  bonus. 
But  Saitow  clashed  with  management 
at  A&A  and  later  at  two  other  firms — 
Bayly,  Martin  &  Fay  and  BRI  Cover- 
age Corp. 


The  insurance  is  issued  by  the  Re- 
public Insurance  Group  (Dallas)  and 
the  Old  Republic  Insurance  Co.  (Chi- 
cago). Family  Support  Systems  will 
market  and  administer  the  policies. 
Coverage  is  for  only  three  years  (re- 
newable in  some  cases).  That's  long 
enough,  says  Saitow,  for  a  divorced 
spouse  to  remarry  or  financially  read- 
just. The  premium  is  about  6%  of  the 
amount  due  over  the  three  years.  Of 
that,  Family  Support  Systems  gets 
about  35%. 

Plaintiffs'  attorneys,  Saitow  figures, 
will  press  for  inclusion  of  the  cover- 
age in  divorce  settlements.  In  June, 
about  a  month  after  startup,  Saitow 
and  his  staff  of  22  had  received  more 
than  700  calls  from  attorneys  but  had 
yet  to  sell  a  policy.  "I  didn't  think 


attorneys  were  so  slow  to  move,"  la- 
ments Saitow.  "We  may  have  to  re- 
sort to  consumer  advertising." — J.R.D. 

Turnabout  is  . . . 

Some  anonymous  government  bu- 
reaucrat, let's  say,  is  leaking  unpleas- 
ant allegations  that  your  firm  padded 
a  contract,  violated  a  regulation  or 
polluted  a  stream.  The  allegations 
hurt,  true  or  not.  What  to  do? 

Enter  Franklin  Silbey,  a  former  pub- 
lic servant  now  hiring  out  to  busihess 
as  a  "damage  concrol"  expert  and 
practitioner  of  the  arcane  art  of  coun- 
ternews  leaking. 

"Companies  don't  understand  the 
whole  world  of  congressional  investi- 
gations and  oversight,"  says  Silbey, 
former  chief  investigator  for  the  Sen- 
ate Labor  Committee  and  the  Senate 
Judiciary  Oversight  Subcommittee, 
and  an  investigator  for  former  Repre- 
sentative John  Moss  (D-Calif.). 
"What  do  companies  do?  They  hide 
and  say,  'It  will  go  away.'  Then  they 
stonewall.  They  go  to  their  Washing- 
ton attorneys  and  say,  'Get  us  out  of 
this.'  Faced  with  the  more  formidable 
subcommittees,  you  can't  stonewall. 
The  staffs  are  smart,  tough  insiders 
with  the  discovery  and  subpoena 
powers  of  Congress."  For  a  fee  of 
$10,000  a  month,  Silbey  advises  com- 
panies in  such  a  fix  to  "cooperate  im- 
mediately." Quick,  honest  disclosure 
dampens  investigators'  appetites  and 
limits  hearings.  And,  if  necessary,  Sil- 
bey will  leak  dirt  on  your  competitors 
to  regulators,  Congress  and  the  press 
with  little  trace  of  the  source. 

He  should  know  how  to  do  it.  Until 
going  into  business  this  year  as  PCC, 
Inc.  (for  procurement,  contracting  and 
consulting),  Silbey  spent  16  years  dog- 
ging manufacturers,  bankers  and  bu- 
reaucrats for  Congress.  Whistle-blow- 
ers handed  "dynamite"  to  Silbey's 
bosses  and  he  lit  the  fuses,  calling 
hearings,  triggering  General  Account- 
ing Office  audits,  leaking  exclusives 
to  investigative  reporters  around 
town.  Remember  when  Congress 
killed,  the  Air  Force's  $1  billion  com- 
puter, Project  Max,  or  the  $2  billion 
Internal  Revenue  Service  computer 
network  that  was  supposed  to  be  Big 
Brother?  These  actions,  he  claims, 
were  largely  the  result  of  Silbey-or- 
chestrated  extravaganzas.  "Bureau- 
crats would  be  sitting  around  with 
wish  lists,  saying,  'Wouldn't  it  be 
wonderful  if  we  could  do  this  or  that?' 
Then  we'd  find  out  about  it.  Sunlight 
is  the  best  disinfectant,"  says  Silbey. 

PCC  is  getting  financial  backing 
from  Max  Hugel,  the  New  Hampshire 
businessman  who  resigned  as  deputy 
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Ex-ini  'estigator  Franklin  Silbey 

The  fine  art  of  damage  control  and  counterleaking. 


director  of  the  CIA  after  the  Washing- 
ton Post  detailed  some  stock  transac- 
tions in  which  he  was  involved.  Why 
Hugel?  In  part,  says  Silbey,  because 
Hugel  realized  how  little  he  under- 
stood about  the  workings  of  congres- 
sional investigators  and  the  press  be- 
fore he  got  clobbered  in  the  papers. 
Hugel  had  reason  to  suppose  there 
was  a  market. — Allan  Dodds  Frank 

Anchors  aweigh 

"This  is  nothing  but  a  grubby  asset- 
stripping  operation,"  said  an  irate 
shareholder  at  the  annual  meeting 
last  month  of  Britain's  venerable  Pen- 
insular &.  Oriental  Steam  Navigation 
Co.  Not  so,  replies  one  of  Britain's 
shrewdest  raiders.  Nigel  Broackes,  49, 
is  founder  and  chairman  of  the  $1.5 
billion  (sales)  real  estate,  construction 
and  shipping  conglomerate,  Trafalgar 
House.  In  May  he  offered  about  $465 
million  (in  a  stock-trade  offer)  to  add 
the  proud  but  lackluster  $1.9  billion 
(sales)  P&O  to  his  upmarket  Cunard 
Line,  whose  flagship  is  the  QE2. 

Broackes  dismisses  the  idea  that  he's 
an  asset  stripper.  But  at  the  same  time 
he  foresees  no  new  upturn  in  the  de- 
pressed cargo  market.  "The  passenger 
side  of  the  shipping  business  is  more 
interesting  to  us  than  the  cargo  side," 
he  says.  With  P&O's  seven-vessel  pas- 
senger cruise  fleet — plus  two  new  Nor- 
wegian ships  purchased  earlier  this 
year — Trafalgar  House  would  control 
15%  of  the  $3  billion  free-world  pas- 
senger cruise  market,  which  has  been 
growing  at  an  average  of  10%  a  year 
since  1970.  Especially  attractive  to 
Broackes  is  the  U.S.  potential.  Ameri- 
cans, he  says,  take  more  cruises  than 
any  other  national  group.  Yet  less  than 
5%  of  the  U.S.  population  has  ever  set 


foot  on  a  cruise  ship.  Even  a  few  points 
of  that  percentage  would  add  millions 
of  passengers  to  what  Broackes  sees  as  a 
high-potential  market. 

"We  have  thought  of  hundreds  of 
ways  to  make  it  more  interesting  for 
people  to  travel  by  ship,"  adds  the 
managing  director  of  Cunard  Line 
Ltd.,  Ralph  Bahna,  who  oversees  the 
cruise  business  from  New  York.  Pas- 
sengers on  the  QE2,  for  example,  can 
spend  anywhere  from  $300  for  a  two- 
day  cruise  around  Long  Island  to 
$275,000  to  live  in  the  ship's  pent- 
house suite  on  an  80-day  round-the- 
world  voyage.  The  newest  idea  is  to 
equip  passenger  ships  with  open-air 
theaters,  computer  centers,  health 
spas  and  other  forms  of  landlubber 
entertainment. 


In  the  U.K.  you  don't  become  a 
multimillionaire  by  age  30,  as 
Broackes  did,  without  understanding 
tax  minimization.  More  ships  for  Tra- 
falgar means  fewer  taxes:  In  Britain 
taxpayers  cannot  depreciate  buildings 
for  tax  purposes,  whereas  they  can 
depreciate  plant  and  equipment — and 
a  ship  qualifies.  Broackes  says  buying 
P&O,  if  the  merger  goes  through  (it 
will  be  reviewed  during  the  next  six 
months  by  British  antitrust  authori- 
ties), will  keep  Trafalgar's  main  cor- 
poration tax  down  to  almost  nil  until 
1987  or  1988.— Rosemary  Brady 

Midas  touch 

When  mandatory  retirement  forced 
Richard  P.  de  -  Camara,  66,  to  step 
down  a  year  ago  as  president  of  Midas 
International  (1982  sales,  $300  mil- 
lion), he  was  supervising  a  worldwide 
network  of  1,670  Midas  outlets.  The 
next  morning  he  was  back  at  work, 
this  time  running  his  own  Midas  muf- 
fler repair  shop  a  few  miles  from  his 
home  in  suburban  Chicago.  Since 
then  he  has  bought  two  more  Chica- 
go-area shops,  as  well  as  a  Midas  fran- 
chise in  Arizona,  in  all  investing 
$640,000  to  launch  a  second  career 
with  his  original  company. 

The  transition  from  the  executive 
suite  to  the  trenches  wasn't  easy.  For 
eight  months  de  Camara  ran  his  first 
shop  himself,  working  15-hour  days, 
six  days  a  week.  Hired  managers  now 
tend  the  day-to-day  chores  of  running 
all  four  shops,  but  de  Camara  still 
devotes  60  hours  a  week  to  the  busi- 
ness. His  wife,  Marguerite,  buys  the 
office  supplies. 


Trafalgar  House  Chairman  Nigel  Broackes 
Who's  an  asset  stripper? 
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What  if  you  cho 

as  a  businesk 


At  Union  Carbide, 
an  HP  computer  netwtl 
automates  production  [ 
management  and  has 
paid  for  itself  in  less  th  | 
two  years." 

Union  Carbide's  Linde  Divisil 
in  Tonawanda,  N.  Y. ,  manufa  I 
custom  production  equipmeil 
Factory  systems  manager  Do  [ 
Coffman  says,  "When  produl 
demand  fluctuates,  it  complitl 
our  scheduling,  product  costi| 
and  long  range  planning. 

"To  solve  these  problems  we  J 
mated  production  and  materil 
management  with  a  network  [ 
1000  and  3000  computers  and| 
data  capture  terminals. 

"Because  these  systems  contil 
ously  monitor  operations  andl 
spond  in  real  time,  we  can  idel 
and  eliminate  production  bot  f 
necks  on  line.  The  payback?  1:1 
proved  efficiency  factory-widl 
a  dollar  savings  that  covered  1 1 
cost  of  our  entire  HP  networkl 
less  than  two  years." 


*Vv-;*  hould  you  expect 
from  a  computer  partner? 

Quality — from  researching  cus- 
tomer needs  to  product  develop- 
ment, manufacturing,  marketing, 
after-sales  service,  and  support! 

Quality,  by  HP's  definition,  encom- 
passes more  than  the  pi  aduct. 

This  high  quality  recently  was 


recognized  by  the  Union  of  Japa- 
nese Scientists  &  Engineers,  who 
awarded  a  coveted  Deming  Prize  to 
^Yokogawa-Hewlett-Packard,  HP's 
joint  venture  company  in  Japan. 

YHP  offers  the  entire  spectrum  of 
HP  products  and  in  1981  accounted 
for  Japanese  sales  of  more  than  $200 
million.  Nearly  60  percent  of  the 
products  YHP  sells  are  imported 
from  HP  manufacturing  operations 


The  Deming  Prize:  for  outstana 
merit  in  the  control  of  quality. 


Hewlett  -  Packard 
Computer  partner? 


At  Waterman,  an  HP 
computer  system 
stimulates  a  35  percent 
internal  rate  of  return." 


Waterman  is  a  well  known 
international  manufacturer 
of  quality  pens  and  ink.  At  the  St. 
Herblain  plant  in  France,  Chief 
Executive  Officer  Francine  Gomez 
says:  "We  use  an  HP  3000  com- 
puter and  HP's  manufacturing 
management  software  (Materials 
Management  3000)  to  control 
inventory  and  production 
management. 

"Because  the  HP  system  auto- 
matically verifies  new  data  and 
updates  existing  information,  our 
manufacturing  teams  are  making 
faster,  better  informed  decisions. 

"With  the  HP  3000  on  line  to 
manage  process  start-up  and  to 
automate  materials  and  inventory 
control,  we're  working  more 
effectively  and  have  obtained  a  35 
percent  internal  rate  of  return." 


JS  and  abroad.  Conversely, 
lanufactures  and  exports 
Is  products  to  HP  customers 
lout  the  world. 

tal  quality  control  approach 
ich  YHP  was  awarded  the 
ig  Prize  is  a  point  of  pride 
hout  HP.  Customers  in  every 
the  world  should  expect 
as  a  fundamental  element  in 
outer  partnership  with  HP. 


You  should  consider  a 
working  partnership  with 
HP.  Now. 

For  a  free  copy  of  our  brochure  ex- 
plaining HP's  practical,  proven  ap- 


proach to  meeting  your  long-term 
computer  and  information  needs, 
write  to  A. P.  Oliverio,  Senior  Vice 
President,  Marketing,  Dept.  207, 
Hewlett-Packard  Company,  P.O. 
Box  10301,  Palo  Alto,  CA  94303. 


When  performance  must 
be  measured  by  results 


HEWLETT 
PACKARD 


0002307 


Faces 

Behind  the  Figures 


At  the  end  of  his  first  year  in  busi- 
ness, sales  at  de  Camara's  shops  to- 
taled $1.2  million.  How  well  are  they 
doing?  De  Camara  is  anxiously  await- 
ing the  word  from  his  accountants. 
"Having  your  own  money  at  stake 
makes  all  the  difference  in  the 
world,"  says  the  former  chief  execu- 
tive. No  longer  responsible  for  "the 
big  picture"  at  Midas,  de  Camara  now 
concentrates  on  what  he  calls  "the 


Fannie  steps  out 

The  man  who  saved  the  honor  of  Fan- 
nie Mae — that's  how  some  of  David 
Maxwell's  sturdiest  admirers  think  of 
him,  and  it's  hard  to  disagree.  The 
soft-spoken,  precise  chairman  of  the 
Federal  National  Mortgage  Associ- 
ation has  pushed  Fannie  Mae  into  is- 
suing Ginnie  Mae-like  mortgage- 
backed  securities,  charged  higher  fees 
to  the  banks  from  which  Fannie  Mae 
buys  mortgages  and  emphasized  the 
purchase  of  variable-rate  mortgages. 
Those  steps  lessened  Fannie  Mae's  fi- 
nancial hemorrhaging  (Forbes,  Oct. 
26,  1981)  while  Maxwell  waited  for 
interest  rates  to  come  down.  After 
two  years  of  big  losses,  some  analysts 
expect  Fannie  Mae  to  earn  as  much  as 


Former  Midas  President  Richard  P.  de  Camara 
From  the  executive  suite  to  the  trenches. 


minutiae  of  running  a  small  busi- 
ness," right  down  to  worrying  that  the 
rest  rooms  stay  clean. 

Midas  treats  him  no  differently 
from  any  other  franchisee,  he  says.  He 
pays  the  same  royalty  fee  (10%  of 
monthly  sales),  and  his  shops  are  in- 
spected and  audited  like  anyone 
else's.  The  company,  however,  did  ex- 
cuse him  from  attending  the  company 
orientation  session  usually  required 
for  new  dealers. 

Though  de  Camara  says  he  may  buy 
more  Midas  franchises,  he  won't  ex- 
pand the  business  as  rapidly  as  he  did 
the  first  year.  "I  overdid  it,"  he  says. 
He  has  other  interests  he  wants  to 
pursue.  Among  them:  Learning  to 
play  the  organ  and  wading  through  a 
200-volume  set  of  literary  classics.  "I 
haven't  had  time  to  read  any  of  them 
yet,"  he  says.  "Maybe  that  11  come  at 
75." — Christine  Donahue 


$2  a  share  this  year. 

Impressive  though  the  comeback  is, 
Maxwell  is  still  running  hard.  Wit- 
ness his  recent  whirlwind  ten-day 
tour  of  seven  European  capitals  in- 
tended to  find  potential  investors  for 
Fannie  Mae  paper.  "We  think  the  Eu- 
ropean capital  markets  and  the  U.S. 
housing  market  are  a  natural  fit,"  he 
said  when  Forbes  caught  up  with  him 
in  the  well-appointed  boardroom  of 
Credit  Suisse  First  Boston  in  London. 

What  about  the  recent  suggestion 
by  at  least  one  Office  of  Management 
&  Budget  official  that  Fannie  Mae 
should  sever  its  ties  to  the  U.S.  gov- 
ernment? Congress  will  do  no  such 
thing,  says  Maxwell,  dismissing  the 
idea  as  a  tempest  in  a  teapot.  In  any 
case,  he  says,  it  had  nothing  to  do 
with  his  trip  abroad. 

Rather,  it's  a  simple  question  of  vol- 
ume. Fannie  Mae  helped  finance  one 
home  sale  out  of  every  seven  in  the 


Fannie  Mae  Chairman  David  Maxwell 
Why  does  Fannie  need  Europe? 

U.S.  last  year.  With  a  U.S.  housing 
recovery  in  the  works,  and  the  baby- 
boom  generation  reaching  home- 
buying  age,  Maxwell  says  Fannie  Mae 
must  forage  the  world  for  additional 
sources  of  funds. 

But  not  so  fast.  The  U.S.  Treasury 
Department  must  approve  all  Fannie 
Mae  financings.  For  the  past  two  years 
Treasury  has  been  dickering  over  a 
new  tax  treaty  with  the  Netherlands 
Antilles,  where  virtually  all  U.S.  com- 
panies issuing  debt  to  the  Euromarket 
register  their  finance  subsidiaries. 
The  negotiations  have  stalled:  no 
treaty,  no  Treasury  approval. 

Maxwell  hopes  that  bump  will  get 
sandpapered  soon.  He  points  out  that 
tapping  the  Europeans  for  American 
housing  finance  could  help  prevent 
the  problem  of  Uncle  Sam's  (and  his 
agencies')  crowding  corporations  out 
of  the  U.S.  capital  market.  Good 
point,  especially  when  you  consider 
that  U.S.  housing  may  need  around 
$1.3  trillion  of  new  funds  over  the 
next  decade. — Lawrence  Minard 

Joint  mobility 

Cellular  radio — the  new,  more  flexi- 
ble form  of  radio  telephone — is  ex- 
pected to  generate  a  cumulative  total 
of  over  $2  billion  in  sales  between 
now  and  1988.  But  it's  still  a  highly 
fragmented  market.  Naturally,  Gen- 
eral Electric  would  like  to  grab  a  ma- 
jor piece  of  the  action.  But  naturally, 
too,  GE  wants  to  limit  its  investment. 
"We  had  the  radio  and  radio-switch- 
ing knowhow, "  says  GE's  manager  for 
the  program,  Jack  Hurley.  "But  it 
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would  have  taken  years  to  acquire  the 
experience  needed  in  telephone 
switching."  That's  the  logic,  then,  be- 
hind the  deal  GE  has  done  with 
Northern  Telecom  Inc.,  which  knows 
a  lot  about  telephone  switching. 

"It  was  a  fairly  short  courtship," 
says  NT's  manager  of  the  joint  effort, 
Ronald  Russell.  Both  companies  had 
much  the  same  ideas  about  how 
things  should  be  done. 

Both  also  had  incentives  to  mini- 
mize risk.  One  of  the  uncertainties 
in  what  is  already  a  highly  competi- 
tive market  (with  13  companies  sell- 
ing the  mobile  radios)  is  the  degree 
of  price-cutting  sure  to  follow  as 
volume  increases.  But  the  biggest 
uncertainty,  Hurley  says,  is  what 
Western  Electric  will  do.  AT&T  has 
not  yet  said  what  Western  Electric's 
plans  are,  but  few  doubt  it  will  enter 
the  fledgling  field. 

Both  GE  and  NT  agreed  that  high 
reliability  would  be  important,  and 
NT's  gear  is  designed  to  be  down  no 
more  than  two  hours  in  40  years  of 
service.  Built-in  fault  location  for  the 
remainder  of  the  stationary  equip- 
ment— plus  a  large  existing  GE  ser- 
vice network  for  the  more  vulnerable 
mobile  radio  sets  themselves — will, 
the  joint  venturers  hope,  offset  part  of 
Western  Electric's  natural  advantage 
in  this  market. 


Union  organizer  and  consultant  Ray  Rogers 
If  it  worked  against  J.  P.  Stevens.  .  .  . 


Next! 

"I  always  took  the  side  of  the  under- 
dog," says  Ray  Rogers,  the  union  orga- 
nizer and  consultant  who  made  a 
name  for  himself  running  the  cam- 
paign against  J. P.  Stevens  for  the 
Amalgamated  Clothing  &  Textile 
Workers  Union.  "My  friends  and  I 
were  always  picked  on  when  we  were 
kids.  I  took  up  weight  lifting  and  box- 


Jack  Hurley  of  GE  and  Ronald  Russell  of  Northern  Telecom 
But  when  will  Western  Electric  be  heard  from? 


The  benefit  of  a  joint  approach, 
Hurley  adds,  is  that  "it  takes  both 
companies  into  the  market  so  that 
both  can  find  out  what  is  going  on" — 
but  at  a  reduced  entry  fee.  Why  not  a 
joint  company?  That,  Hurley  and 
Russell  reply  in  unison,  would  have 
added  unwanted  layers  of  extra 
costs. — Howard  Banks 


ing  to  protect  myself  and  my  friends." 

Now  Rogers  protects  the  interests 
of  unions.  Fresh  from  his  victory  at 
Stevens  (its  workers  were  unionized 
in  1980),  Rogers  set  himself  up  two 
years  ago  to  run  similar  efforts  against 
other  companies  that  resist  union  or- 
ganizing or  union  demands.  Interna- 
tional Paper  was  the  target  in  the 
most  recent  big  case  handled  by  his 


ten-person  consulting  firm,  Corporate 
Campaign,  Inc.  Unlike  the  Stevens 
campaign,  recognition  as  such  wasn't 
at  issue.  The  problem  was  that  the 
United  Paperworkers  International 
Union  felt  its  complaints  were  being 
ignored.  Before  Rogers  had  all  his  guns 
blazing,  IP  agreed  to  accelerate  talks 
with  the  Paperworkers. 

To  win  concessions,  most  unions 
will  strike,  picket  or  sometimes  boy- 
cott. Rogers  tries  to  drive  a  wedge  of 
adverse  publicity  between  a  company 
and  its  lenders,  major  stockholders 
and  outside  board  members. 

The  next  major  target  may  be  the 
big  Texas-based  construction  firm 
Brown  &  Root,  a  Halliburton  subsid- 
iary. Rogers  has  been  retained  by  the 
Texas  Building  &  Construction 
Trades  Council  to  study  a  possible 
Stevens-style  campaign  against  the 
firm,  which  proclaims  in  its  advertis- 
ing that  it  hires  "without  regard  to 
union  membership." 

The  muscular,  39-year-old  Rogers,  a 
former  VISTA  volunteer,  won't  say 
what  Corporate  Campaign,  Inc.  has 
been  paid  in  the  IP  or  Brown  &  Root 
cases.  But  he  says  his  own  salary  is 
only  $425  a  week,  the  same  as  that  of 
the  other  nine  people  in  the  firm's 
West  Side  Manhattan  office. 

Why  Brown  &  Root?  Rogers  says 
the  company  has  taken  a  "formalized 
and  public"  stand  against  unions.  In 
discussions  with  union  leaders 
around  the  country,  he  says,  the  com- 
pany's name  often  comes  up:  "It's  the 
J. P.  Stevens  of  the  construction  indus- 
try," he  says.  He  predicts  the  Texas 
council  will  implement  his  campaign. 
"They'll  make  a  commitment,"  he 
says,  "for  us  to  come  in." — f.R.D. 
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Another  Index 
Of  Our  Growth: 
S&P  100"  Futures 
At  The  CME 


2*  I 


S&P  100  Futures 


N 


ow  America's  largest  financial  futures 
exchange  makes  stock  index  futures 
trading  even  more  attractive  for  you. 
The  Chicago  Mercantile  Exchange's  new 
S&P  100  futures  contract  fits  the  financial 
resources  of  more  investors  than  any  con- 
tract of  its  kind— giving  individuals  and  pro- 
fessionals alike  the  increased  flexibility  they 
need  to  meet  their  investment  objectives. 

S&P  100  futures  are  about  40  percent 
the  size  of  S&P  500™  futures,  today's  most 
liquid  and  widely  used  stock  index  product. 
The  smaller  contract  size  means  smaller 
margins,  less  relative  market  exposure  and 
greater  flexibility  to  take  advantage  of-or 
protect  against— stock  market  moves,  up 
or  down. 

All  stock  index  futures  contain  risk.  To 
learn  more  about  the  risks  and  rewards  of 
S&P  100  futures,  contact  your  broker.  He 
or  she  can  show  you  videotapes,  featuring 
Louis  Rukeyser  of  "Wall  Street  Week,"  and 
explain  the  role  S&P  futures  can  play  in 
your  investment  program.  Or  call  the 
Chicago  Mercantile  Exchange,  toll-free, 
800/THE-MERC.  ■ 


Markets  For  Today's  Investor 


HICAGO 
MERCANTILE 
m  EXCHANGE 

Ub  International  Monetary  Ma 


I  Monetary  Market® 
Index  and  Option  Market 

444  W.Jackson  Blvd.  ■  Chicago,  IL  60606  ■  800/843-6372 
Offices  in  New  York  and  London 


"S&R"  "Standard  &  Poor's,"  "S&P  500!'  and  "S&P  100"  are  trademarks  of 
the  Standard  &  Poor's  Corporation. 


The  Forbes/Wilshire  5000  Review 


Breaking  more  records.  All  major  indicators  hit  new 
peaks,  then  had  minor  setbacks  during  the  most  recent 
two-week  trading  period.  Nevertheless,  the  market  shows 
handsome  gains  for  both  the  two-  and  four-week  stretch- 
es. Bargain  hunting  in  the  energy  sector  powered  the 
Amex  to  a  5.9%  two-week  advance.  In  comparison  the 
Dow  added  a  more  modest  3.8%,  while  the  NYSE,  Forbes 
500  and  Wilshire  5000  all  sported  gains  of  4.6%.  The 
price-to-earnings  multiple  on  the  Wilshire,  up  4.9%,  rose 
even  faster  than  the  index.  Thus  corporate  earnings  are 
still  not  rebounding  as  strongly  as  stock  prices.  When 
second-quarter  reports  are  released,  investors  will  get  a 


chance  to  respond  to  this  discrepancy. 

The  bull  market  is  now  approaching  its  first  anniversa- 
ry, and  it  has  racked  up  some  impressive  statistics.  Ac- 
cording to  the  Wilshire  index,  the  overall  market  is  up 
62.4%,  and  some  $717  billion  in  capital  has  been  created 
over  the  last  52  weeks.  The  Dow  and  Forbes  500  are  nearly 
55%  higher,  while  Amex  and  NASDAQ  issues  are  ahead 
95.2%  and  92.9%,  respectively.  Last  year  at  this  time  it 
was  easy  to  find  stocks  that  were  fundamentally  under- 
priced.  But  with  the  average  issue  up  more  than  60%,  and 
many  with  substantially  greater  gains,  selection  these 
days  is  much  more  difficult. 


Close-up  On  The  Equity  Markets 


Performance  of  six  leading  indexes 

Percent  change 

Wilshire 
5000 

Forbes 
500' 

Dow  Jones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

4.1 

3.5 

2.1 

3.8 

6.3 

5.4 

in  last  52  weeks 

62.4 

54.5 

54.6 

57.6 

95.2 

92.9 

Stock  performance  based  on  five  key  investor  yardsticks 

Percent  change 

Company  size 

Volatility2 

P/E  multiple 

Dividend  yield 

Growth  profile3 

Share  price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

3.6 

7.7 

9.9 

0.7 

7.5 

5.5 

0.8 

7.4 

8.3 

1.4 

5.1 

6.9 

in  last  52  weeks 

65.6 

169.3 

169.9 

62.2 

125.6 

167.0 

54.6 

170.3 

177.8 

64.5 

81.9 

161.5 

'Based  on  sales. 

2A  stock's  sensitivity  to  overall  market  movement  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable, 
quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


Note:  All  data  (or  periods  ending  6/24/83.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Action  Is 


Problem  in  power  alley.  Electric  utilities,  off  0.6%,  were 
the  only  stocks  not  shining  brightly  during  the  last  two 
weeks.  In  fact,  this  group  now  lags  the  other  eight  sectors 
in  52-week  performance,  even  though  utilities  led  the 
other  groups  in  rebounding  from  their  bear  market  bot- 
toms. For  the  last  52  weeks  utilities  are  up  25.4%,  vs. 
107.3%  for  technology  shares. 


After  recent  weakness,  energy  stocks  resumed  their 
winning  ways.  For  the  two-week  period  the  oil  issues  led 
all  other  sectors  with  a  10.2%  gain.  Energy  shares  are  now 
32.2%  higher  than  they  were  one  year  ago.  Consumer 
durables  also  did  well,  with  an  8.2%  advance.  This  sector 
got  a  lift  from  Detroit's  impressive  sales  figures,  which 
made  investors  eager  to  own  auto  stocks. 


Percent  change  in  last  52  weeks 


Percent  change  in  last  two  weeks 
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Consumer  nondurables  and  services 


i  i  i  i  i  i  i  i  i  i  i  i  l  i  i  i  i  i  i  i  i  i  i  i  i 

'82  '« 


Hi 


Raw  materials 

+  100  ^ 

+  50  yv/"^ 

o 

0 

1  1  II  1  1  1  1  1  1  M  1  1 

1 1 1  1  1 1  1 1  1 1 1 1 

'82  1 

'83 

Utilities 


i  i  i  i  i  i  i  i  i  i  i  i  I  i  i  i  i  i  i  i  i  i  i  i  i  i 

'82  1  '83 


What  The  Analysts  Think 


What  do  they  know  that  we  don't?  As  technology  stocks  dations.  Meanwhile,  the  analysts  have  utility  shares  at 
continue  to  roar  ahead,  institutional  analysts  continue  to  the  top  of  their  lists,  even  though  this  group  has  not  been 
place  them  near  the  bottom  of  their  buy/sell  recommen-     keeping  pace  with  the  market. 


The  experts'  consensus 
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Current 

Rank 

Rank 

Rank 

Sector 

opinion 

2  weeks  ago 

4  weeks  ago 

1 

Utilities 

2.70 

1 

1 

2 

Energy 

2.74 

2 

2 

3 

Finance 

2.80 

3 

6 

4 

Transportation 

2.82 

4 

7 

5 

Capital  goods 

2.83 

5 

3 

6 

Raw  materials 

2.84 

6 

5 

7 

Consumer  nondurables 

2.85 

7 

8 

8 

Technology 

2.87 

8 

4 

9 

Consumer  durables 

3.06 

9 

9 

Opinion  ratings  are  ranked  on  a  scale  of  1  (strong  buy)  to  5  (strong  sell).  Data  reflect  the  rating  of  1,200  stocks,  while  the  sector  breakdowns  correspond  to  industry  groups 
views  of  200  institutional  analysts.  The  consensus  of  opinion  graph  is  the  composite     graphed  above.  All  figures  are  weighted  for  market  capitalization. 


Note:  All  data  for  periods  ending  6/24/83  Prepared  by  Wilshire  Associates,  Santa  Monica,  Call 
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You  don't  have  to  be  a  shrewd  investor  to  understand  why 
financial  advertisers  purchased  more  ad  pages  in  The  New  Yorker 
in  the  last  three  years  than  in  any  other  magazine  not  devoted 
to  business  or  financial  concerns.  Close  analysis  suggests  that  such 
bullish  devotion  is  a  matter  of  good  economics; 
The  New  Yorker  is  one  investment  that  promises  high  yields. 
Yes,  The  New  \brken 


\0 


Statistical  Spotlight 


The  Dow  has  been  on  a  blistering  hot 
streak  since  last  August,  and  this  market  is 
already  headed  for  the  Hall  of  Fame.  Isn't 

it  overpriced  yet? 

Out  of  the 
ball  park? 


By  Paul  Bornstein 


It's  a  whole  new  ball  game,"  de- 
clares Bill  LeFevre  of  Purcell,  Gra- 
ham. "Historically,  this  market  is 
cheap,  even  though  there  are  still  a  lot 
of  doubting  Thomases  out  there  who 
still  don't  believe — even  after  the 
Dow  has  gone  up  some  450  points." 

Hope  or  hype?  Reasonable  forecast? 
Or  wishful  thinking? 

Forbes  took  a  look  at  each  major 
market  cycle  since  1934  from  low  to 
high.  Recalling  the  old  adage  that  the 
market  is  usually  about  six  months 
ahead  of  earnings,  we  used  the  12- 
month  earnings  concluding  one  quar- 
ter later  than  the  dates  of  the  market 
lows  and  highs. 


If  the  hard-swinging  losers  like 
Bethlehem  Steel  and  International 
Harvester  are  included,  the  Dow  is 
selling  at  around  130  times  earnings. 
This  creates  a  distortion  of  the  P/E 
not  seen  since  the  Depression.  But 
eliminate  the  unprofitable  firms,  and 
the  Dow  multiple  is  about  13. 

Only  last  August  the  Dow  sold  at 
8.3  times  earnings,  and  some  inves- 
tors are  having  difficulty  accepting 
the  present  level.  But  the  P/E  on  the 
Dow  has  ranged  widely  (see  table)  over 
the  years,  from  as  low  as  6.2  to  as  high 
as  21.9.  The  average  multiple  since 
1934  has  been  around  14. 

Generally,  P/Es  are  highest  at  the 
top  of  market  cycles  and  lowest  at  the 
bottom.    Two   notable  exceptions: 


Winning  streaks 


The  strongest  of  the  last  13  bull 
markets  gained  128.7%.  Although 
the  current  bull  market  is  already 


up  60%  in  less  than  one  year,  the 
DJIA's  current  P/E  of  13  still  looks 
cheap  relative  to  many  past  cycles. 


— Bear  market — 

— Bull  market — 

Market  cycle 

low 

high 

DJIA 

Low 

High 

EPS 

P/E 

EPS 

P/E 

%  increase 

7/26/34 

3/10/37 

$  3.91 

21.9 

$11.97 

16.2 

127.3% 

3/31/38 

9/12/39 

7.74 

12.8 

9.11 

17.1 

57.6 

4/28/42 

5/29/46 

921 

10.1 

11.56 

18.4 

128.7 

6/13/49 

1/5/53 

24.66 

6.6 

26.93 

10.9 

81.8 

9/14/53 

4/6/56 

27.23 

9.4 

33.65 

15.5 

103.9 

10/22/57 

1/5/60 

32.56 

12.9 

31.26 

21.9 

63.3 

10/25/60 

12/13/61 

29.53 

19.2 

34.11 

21.5 

29.8 

6/26/62 

2/9/66 

35.52 

15.1 

56.23 

17.7 

85.7 

10/7/66 

12/3/68 

56.67 

13.1 

59.34 

16.6 

32.4 

5/26/70 

4/28/71 

51.83 

12.2 

53.43 

17.8 

50.6 

11/23/71 

1711/73 

56.76 

14.1 

77.56 

13.6 

31.8 

12/6/74 

9/21/76 

93.47 

6.2 

96.72 

10.5 

75.7 

2/28/78 

4/27/81 

91.37 

8.1 

123.32 

8.3 

38.0 

8/12/82 

93.55* 

8.3' 

•Projected  from  those  companies  in  the  DJIA  that  have  positive  earnings. 


1934-37  and  1971-73.  In  the  first  case 
the  market  was  recovering  from  the 
Depression,  and  earnings  spurted  up 
206% .  Stock  prices  didn't  recover  that 
fast,  so  the  P/E  fell  from  21.9  to  16.2. 

In  1971-73  the  P/E  fell  to  13.6,  from 
14.1,  while  earnings  rose  some  37% 
after  the  1970  recession.  But  the  ex- 
citement then  was  with  the  glamour 
growth  issues  (remember  "one-deci- 
sion" stocks  and  the  Nifty  Fifty?) 
rather  than  Dow  stocks. 

In  a  sense  there  was  just  one  great 
bull  market  that  started  in  postwar 
1949  and  peaked  at  995.2  in  1966. 
True,  there  were  bear  markets — 
marking  the  end  of  the  Korean  War 
and  the  Eisenhower  recession,  for  ex- 
ample— but  each  bear  market  bottom 
was  higher  than  the  previous  bottom 
and  each  bull  peak  higher  than  the 
previous  one. 

But  in  the  1970s  and  early  1980s 
P/Es  slumped  to  single-digit  levels. 
Investors  perceived  added  risks  from 
inflation,  Vietnam,  social  unrest  and 
the  energy  crisis.  Not  to  mention 
higher  capital  gains  taxes.  The  New 
York  City  financial  crisis  and  other 
revelations  of  bad  judgment  eroded 
confidence.  And  stock  buyers  had  a 
harder  time  evaluating  firms  because 
of  accounting  gimmicks  on  items 
such  as  inventory  and  pension  fund- 
ing. During  this  time  the  Dow  traded 
between  550  and  1000.  But  LeFevre 
argues  this  market  ended  last  August 
and  that  the  new  market  is  much  like 
the  one  that  started  in  June  1949. 

If  he's  wrong  and  the  multiples  of 
the  1970s  prevail  in  the  1980s,  the  few 
bears  left  will  prove  to  be  vindicat- 
ed— and  in  spades. 

But  what  if  the  bulls  have  it  right? 
What  if  inflation,  interest  rates  and 
investor  confidence  all  trend  back  to 
the  levels  that  prevailed  for  nearly  40 
years  before  the  era  of  stagflation? 

Norman  Fosback,  editor  of  Market 
Logic,  sums  up:  "Earnings  will  move 
sharply  higher  as  the  economy  recov- 
ers, and  P/E  ratios  will  continue  to 
expand.  Thus  there  will  be  a  dual  up- 
ward pressure  on  stock  prices." 

So. just  how  high  can  this  market 
go,  anyway?  If  we  use  Bill  LeFevre 's 
Dow  earnings  forecast  for  1983  of  $90 
to  $100  and  the  average  bull  market 
peak  P/E  of  15.8,  the  present  market 
could  yet  move  to  a  range  of  1422  to 
1580  on  this  year's  earnings.  But  then 
there's  1984,  which  could  be  better. 
With  low  inflation,  LeFevre  thinks 
the  P/E  could  go  higher  than  15.8. 

For  bears  using  1970s  multiples,  of 
course,  a  100-point  or  200-point  drop 
is  indicated. 

So  pray  for  a  return  to  the  good  old 
days.  ■ 
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Experience  Mazda  RX-7  The  one  high-performance  sports  car 
that  is  not  reserved  for  a  privileged  few 


The  Mazda  RX-7  experience.  It  is 
a  sports  car  enthusiast's  dream 
made  real. 

It  is  a  rotary  engine  that  can 
propel  you  from  zero  to  50  in 
just  6.3  seconds. 

It  is  superb 
directional 
control  made 
possible  by  a 
finely-tuned 
suspension 
system  and  anti-sway  bars  fore 
and  aft. 

It  is  a  precise  recirculating- 
ball  steering  gear  that  keeps  you 
constantly  in  touch  with  the 
road  below. 

And  to  make  the  experience 
even  more  enjoyable,  the  RX-7  is 
an  astonishing  value— a  sports 
car  enthusiast's  dream  made 
affordable. 

As  you  might  expect  of  the 
best-selling  two-seat  sports  car 
in  America,  the  RX-7  has  excep- 
tional resale  value.  The  Kelley 
Blue  Book,  March-April  1983, 


reports  that  a  1979  RX-7  S  has 
retained  97.7%  of  its  original 
sticker  price,  compared  to  74.5% 
for  a  1979  Datsun  280ZX. 

If  you  are  partial  to  the  joys 
of  high-performance  motoring, 
all  that  remains  is  for  you  to  climb 
into  the  RX-7's  refined  cockpit 
and  head  for  the  open  road. 

That  is  where  the  real  RX-7 
experience  awaits  you. 

Because  its  rotors  turn  constantly  in  one  direc- 
tion, the  Mazda  RX-7's  100 -horsepower  rotary 
engine  is  smoother,  more  efficient,  and  more 
powerful  for  its  size  than  a  conventional  piston 
engine. 


Rotors 

1983  Mazda  RX-7  S 

$9895* 

Standard  features  include 
5-speed  overdrive  transmission 

•  Steel-belted  radial  tires  •  Power- 
assisted  front  disc  brakes  •  Front 
and  rear  anti-sway  bars  •  Retract- 
able headlamps  •  Automatic 
power  antenna  •  Cut-pile  car- 
peting •  Electric  rear  window 
defroster  •  Driver's  seat  3-posi- 
tion  lumbar  support  adjustment 

•  Voltmeter,  temperature  &  oil 
pressure  gauges  •  Two-speed 
wipers  plus  intermittent  action 

•  Tinted  glass  •  Coolant  and 
engine  oil  level  warning  buzzers 

•  Trip  odometer  •  Covered  rear 
stowaway  lockers  •  Side  window 
demisters. 


The  more  you  look, 
the  more  you  like. 


29h-  20 

MPG 


EST. 
MPG 


Mazda's  rotary  engine  licensed  by  NSU-WANKEL. 

EPA  estimates  for  comparison.  Your  mileage  may  vary  with  trip  length,  speed  and  weather  1  hgh way  mileage  will  probably  be  less. 
"Manufacturer's  suggested  retail  price.  Actual  price  set  by  dealer.  Taxes,  license,  freight,  options  (wide  tiivs/al.  wheels  $350-$420)  and 
other  dealer  charges  extra.  Price  may  change  without  notice.  Availability  of  vehicles  with  specific  features  may  vary. 


To  raise  money?,  Hollywood  is  now  offer- 
ing a  moneys-back  guarantee  to  public 
investors.  A  great  deal . .  .for  Hollywood. 


Son  of  Delphi 


By  Ellyn  Spragins 

YP  ou  don't  even  need  a  direc- 
tor's chair  or  a  pair  of  sunglasses. 
All  it  takes  for  a  piece  of  the 
movie  biz  is  $5,000.  Hot  on  the  heels 
of  Delphi  I,  a  S60  million  limited  part- 
nership put  together  last  year  by  Mer- 
rill Lynch  and  others  to  invest  in  Co- 
lumbia Pictures'  movies,  comes  Del- 
phi II.  And  look  what  can  happen: 
One  of  the  nine  movies  released  so  far 
in  the  first  Delphi  deal  was  Tootsie,  a 
top  box-office  hit  that  has  amassed 
$160  million  in  six  months. 

Okay,  so  you  can't  actually  rub 
shoulders  with  Dustin  Hoffman  or 
Jessica  Lange.  But  you  do  get  a  pro- 
spectus with  glossy  color  stills  from 
movies  about  to  be  released.  You  get  a 
newsletter  every  month,  and,  for 
more  up-to-date  information,  you 
have  an  "800"  hotline  to  dial.  Finally, 
believe  it  or  not,  you  have  a  money- 
back  guarantee. 

Whether  either  Delphi  partnership 
will  produce  enough  movie  hits  to 
provide  partners  a  return  on  their  in- 
vestment remains  problematical.  But 
there's  no  doubt  that  the  partnerships 
themselves  have  become  smasheroos. 
When  Delphi  II  partnership  units 
went  on  sale  through  MerTill  Lynch 
and  other  big  underwriters  in  April, 
the  offering  attracted  $60  million  in 
only  six  weeks.  And  the  good  news  for 
limited  partners  was  not  long  in  com- 
ing. Delphi  II 's  first  production,  as  it 
turned  out,  was  Blue  Thunder  (in 
which  Delphi  I  partners  also  have  an 
interest).  The  film  grossed  $30  mil- 
lion in  box-office  revenues  in  its  first 
six  weeks  on  the  theater  circuit. 

The  movie  business  has  a  long  and 
sorry  history  of  treating  outsiders' 
money  cavalierly,  to  put  it  charitably. 
One  wit,  only  half  jokingly,  suggests 
that  the  Securities  &  Exchange  Com- 
mission require  prospective  public  in- 
vestors in  movies  to  read  David 
McClintick's  finely  documented  ex- 
pose, Indecent  Exposure,  before  putting 
a  dime  into  movies.  But  Delphi  deals, 
contends  Lewis  Korman,  the  manag- 
ing general  partner  of  both  partner- 
ships, are  really  different.  "Our  goal 
was  to  make  the  partnership  much 
more  than  just  a  single  transaction," 
says  Korman,  who  spent  over  a  year 
structuring  the  first  Delphi. 
"Coke" — that  is,  Coca-Cola,  Colum- 
bia's parent — "as  well  as  Columbia  is 
committed  to  making  sure  that  the 
deal  works  for  an  investor  because  if  it 
doesn't,  then  the  source  dries  up." 

Though  Delphi  II  wasn't  touted 
mainly  as  a  tax  shelter,  it  will  provide 
a  deduction  of  about  70%  of  a  part- 
ner's investment  in  the  first  year.  The 
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PUT  NEW  LIFE 
IN  YOUR 
BUSINESS ! 


Starting  with  the 
October  10th  issue 
of  Forbes! 

"The  Changing  Face  of  Life  Insurance.. .and 
How  it  Affects  You  and  Your  Business"  is  the 
theme  of  an  exciting  new  supplement  to  be 
published  by  Forbes  in  the  October  10th  issue. 
Informative,  insightful,  practical,  the  content  of 
the  new  supplement  is  designed  to  serve  Forbes 
upscale  audience — the  decision  makers  of 
American  business. 

The  Life  Insurance  special  written  by 
Goldie  Dietel,  a  career  life  professional,  will 
cover  new  products:  Universal  and  Variable 
Life,  Salary  Deduction  plans,  mandated 
Unisex  rate  tables  and  their  effect,  the  Social 
Security  bailout's  effect  on  future  retirees — 
and  much,  much  more! 

Statements  from  life  industry  leaders  provide 
a  valuable  road  map  for  executives  who  are 
responsible  for  corporate  life  and  employee 
benefit  programs. 
It  will  be  must  reading  for  Forbes  upscale  audience  and  a  great 
environment  for  insurance  marketers  to  advertise  news  of  their 
products  and  services. 

Call  your  Forbes  advertising  representative,  or  Arnold  Prives, 
Director  of  Advertising  Supplements,  at  620-2224. 
CLOSING:  AUGUST  22nd. 

ftrbes 

CapitalistTool 


partnership  also  offers  diversity.  It 
will  typically  give  partners  20%  inter- 
est in  15  to  20  movies  to  spread  the 
risk.  Nor  can  those  movies  be  any  old 
B-graders  Columbia  would  like  to 
dump  on  outsiders.  Delphi,  while  it 
has  the  cash  in  hand,  will  take  part  in 
everything  that  rolls  through  Colum- 
bia's cameras.  Delphi  II  limits  the  cut 
that  "the  talent"— producers,  writers 
and  actors — can  take  out  of  Delphi's 
percentage  of  a  film's  revenue.  And,  at 
the  end  of  nine  years,  partners  may 
wind  up  with  a  capital  gain. 

Best  of  all,  Korman  persuaded  Co- 
lumbia to  agree  to  make  investors 
whole  if  the  proceeds  from  Delphi's 
movies  don't  do  so.  "Although  we 
have  risk  factors  all  over  the  place," 
says  Korman,  "the  transaction  has 
relatively  little  downside." 

Can  it  be,  finally,  right  out  of  Mov- 
ieland,  a  free  lunch? 

Nope.  Because  the  partner  can  be 
assured  of  getting  all  his  money  back 
only  at  the  end  of  seven  years,  his  lost 
interest,  or  "opportunity  cost,"  could 
become  quite  high.  If  all  the  investor 
gets  is  his  money  back,  he  would  do 
far  better  in  a  seven-year  bank  depos- 
it. "It's  great  financing  for  Colum- 
bia," says  Art  Rockwell,  a  Hollywood 


analyst  at  Crowell,  Weedon  &  Co.  in 
Los  Angeles.  "What  do  the  investors 
get?  God  only  knows." 

Moreover,  to  make  a  profit — not 
only  to  return  principal — Delphi 
must  wind  up  with  cash  left  over  after 
its  expenses,  like  any  other  business. 
And  making  a  profit  for  outside  inves- 
tors like  a  normal  business  is  hardly 
Hollywood's  strong  point.  "It  is  very, 
very  difficult  for  anyone  outside  of  the 
Hollywood  community  to  make  a 
profit  in  the  film  business  because 
there  are  so  many  layers  of  profit  that 
are  taken  off  before  you  get  a  pay- 
back," says  Alan  Snyder,  an  analyst  at 
Siebel  Capital  Management.  "If 
you've  got  an  extra  layer,  which  is  the 
management  company  putting  to- 
gether the  limited  partnership,  that 
just  makes  it  even  more  difficult  to 
get  a  final  payback." 

Another  layer  that  distances  the  in- 
vestor from  a  payback  involves  movie 
distribution.  Movie  distributors  usu- 
ally get  between  25%  and  30%  of 
rentals — the  distributors'  cut  of  box- 
office  receipts — to  promote  flicks  and 
get  them  into  theaters.  But  Korman 
negotiated  a  lower  fee.  Delphi  II  will 
pay  Columbia  Pictures  only  17.5%  to 
22.5%.  That  means  Columbia  won't 


The  Funds 


T.  Rowe  Price  Growth  Stock  Fund  per- 
formed worse  than  most  over  the  past  ten 
years.  Now  look  for  a  real  comeback. 


Timing  is 
everything 


By  Robert  McGough 


F!  ROBABLY  NGBOIJY  ELSE  did  SO 
~  much  to  make  growth  stock 
investment  respectable  as  T. 
Rowe  Price  of  Baltimore,  who  found- 
ed the  T.  Rowe  Price  Growth  Stock 
Fund  in  1950.  Therein  lies  a  story  of 
the  promise  and  the  peril  in  growth 
stocks.  After  years  of  spectacular  per- 
formance, the  fund  began  to  lag.  Now 
it  has  earned  an  unwelc^  ie  Unc- 


tion: Over  the  past  ten  years  no  siz- 
able ($100  million  and  up)  mutual 
fund  has  performed  worse,  and  still 
remained  in  existence,  than  the  Price 
Growth  Stock  Fund. 

As  of  Mar.  31,  deep  into  one  of  the 
greatest  bull  markets  in  history,  the 
fund  was  up  only  43.5%  from  its  share 
value  ten  years  earlier.  By  contrast, 
the  Consumer  Price  Index  had  risen 
126%.  Investors  who  stuck  with  the 
fund  over  the  decade  would  have  tak- 


be  putting  up  much  for  advertising. 
The  Delphi  II  partners  will  pay  for 
most  of  the  advertising  costs  by  bor- 
rowing another  $40  million  on  top  of 
its  $60  million  original  stake  over  the 
next  few  years.  Repaying  the  loans 
with  interest,  out  of  box-office  re- 
ceipts, means  additional  expense. 

Delphi  I's  success  in  Tootsie  doubt- 
less made  brave  souls  out  of  many 
individual  investors  who  otherwise 
would  have  shied  away  from  any 
movie  deal.  The  hard  fact  is  that  not 
even  Tootsie  guarantees  Delphi  I  part- 
ners a  payback  yet — and  Delphi  n  so 
far  hasn't  produced  an  equivalent  suc- 
cess. The  revenues  from  Tootsie  are 
being  reinvested  in  other  films,  which 
could  become  losers. 

Korman  says  that  Delphi  II  will  be- 
gin to  earn  a  significant  return  on  its 
money  when  a  movie  pulls  in  over 
$25  million  at  the  box  office.  Unfortu- 
nately, only  about  one  in  five  movies 
playing  last  year  earned  over  $12.5 
million  in  rentals — roughly  equiv- 
alent to  $25  million  at  the  box  office. 
And  a  high-cost  film,  such  as  Delphi 
IPs  Krull,  which  cost  an  estimated  $27 
million,  must  do  much  better.  Says 
Art  Rockwell:  "It's  amazing  these 
things  still  sell."  ■ 


en  a  brutal  beating  in  real  terms.  Had 
it  not  been  for  the  current  bull  market 
surge,  of  course,  things  would  have 
looked  even  worse.  At  year-end  the 
fund's  ten-year  gain  amounted  to  a 
mere  17.5%. 

As  somebody  once  said,  timing  is 
everything,  and  the  growth  fund's 
timing  was  terrible.  Holding  the  right 
stocks  at  the  wrong  time,  it  seems,  is 
little  better  than  holding  the  wrong 
stocks.  "We  were  continuing  to  fol- 
low what  was  a  successful  formula," 
says  Bob  Hall,  who  ran  the  portfolio 
from  late  1979  to  early  1982.  "Some  of 
the  things  that  were  responsible  for 
its  success  became  problems  later. 
There's  a  tendency  to  fall  in  love  with 
these  things  and  hang  on." 

Take  a  look  at  the  fund's  1972  year- 
end  portfolio:  stuffed  like  a  Christmas 
stocking  with  nifties  and  glamours 
such  as  Xerox,  priced  at  47  times  earn- 
ings; McDonald's,  at  80  times  earn- 
ings; and  MGIC  Investment,  at  83 
times  earnings.  The  1973-74  bear 
market  savaged  these  growth  giants. 

Growth  stocks,  in  investment  the- 
ory as  well  as  in  practice,  are  especial- 
ly vulnerable  to  inflation.  Only  by 
discounting  future  earnings  at  low  in- 
flation rates  can  such  whopping  price/ 
earnings  multiples  be  justified.  But 
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inflation  raises  the  discount,  shrink- 
ing the  current  value  of  future  profits 
and  impoverishing  those  buyers  of 
growth  stocks  at  market  tops.  No- 
body waits  for  promises  to  be  fulfilled 
when  the  money  markets  offer  15% 
on  short-term  cash. 

The  herdish  habits  of  institutional 
investors  hurt,  too.  "Pension  funds  all 
discovered  growth  stocks  at  the  same 
time,"  says  Neil  Bond,  a  former  T. 
Rowe  Price  money  manager,  who  was 
president  of  the  fund  from  1974  to 
1978.  Their  buying  binge  pushed 
price/earnings  ratios,  relative  to  the 
ratio  of  Standard  &  Poor's  500,  sky- 
high.  In  1973-74,  born-again  institu- 
tional bears  rushed  for  the  exit,  and 
P/E  ratios  in  the  growth  stock  portfo- 
lio shrank  by  two-thirds.  The  institu- 


tions, moreover,  spent  years  disposing 
of  their  growth-stock  holdings,  un- 
loading at  every  technical  recovery. 
Good  holdings,  too:  Those  in  the  Price 
growth  fund  portfolio  averaged  earn- 
ings gains  of  13.6%  a  year  compound- 
ed. Yet  the  portfolio  performed  miser- 
ably. Nobody  ever  said  IBM  was  a 
loser,  but  for  most  of  the  past  ten 
years  it  has  been  a  loser  in  the  market. 

Price  managers  suspected  in  the 
early  70s  that  growth  stock  values 
were  getting  out  of  line  relative  to  the 
market  in  general,  but  they  did  not 
shut  off  sales  of  new  shares  or  raise 
cash  to  cushion  the  contraction.  The 
fund  invested  new  shareholders'  mon- 
ey in  more  growth  stocks.  "If  some- 
one gives  you  money,  you're  responsi- 
ble for  delivering  the  product  you 


promised,"  says  David  Testa,  chair- 
man of  Price's  investment  policy 
committee.  "We're  somewhat  fanat- 
ical on  the  issue  of  product  integrity." 
As  a  result,  the  fund  took  the  bear 
market  on  the  chin. 

In  1979,  when  Price  managers 
turned  a  bit  from  standard  growth 
companies  to  hot  oil-service  compa- 
nies, their  timing  again  turned  out  to 
be  terrible.  Prices  on  such  portfolio 
holdings  as  Halliburton  and  Schlum- 
berger  collapsed  after  the  price  of  oil 
stabilized,  then  fell,  and  drilling  for 
new  oil  stalled.  "In  retrospect,  there 
was  a  lot  of  insanity,"  Hall  says.  "It 
was  a  painful  experience." 

"Everybody  loves  you  when  you're 
hot,"  says  Testa.  "But  when  you're 
not,  they're  all  cold."  The  fund  has 
done  a  lot  of  shifting  in  its  $  1 . 1  billion 
portfolio.  It  is  mostly  out  of  energy 
stocks  now  and  has  acquired  some 
medium-size  companies  for  growth 
potentially  greater  than  the  classic  gi- 
ants of  the  past.  Some  of  the  additions 
are  Prime  Computer,  Federal  Express 
and  Tandy.  But  Price  hasn't  suc- 
cumbed to  the  mania  for  shares  in 
companies  with  small  capitalization. 

That  may  be  good  news  for  Price 
growth  fund  shareholders.  The  fund, 
at  least  over  the  current  bull  market, 
has  measured  up  to  index  averages, 
and  that's  a  turnaround  signal.  In  fact, 
Price's  performance  since  Mar.  31  has 
improved  strikingly,  and  by  the  end  of 
the  second  quarter  it  may  well  have 
lost  its  distinction  as  the  worst-per- 
forming big  fund  of  the  last  ten  years. 
Smaller  capitalization  stocks  have 
outperformed  the  fund,  but  with  P/E 
valuations  2.1  times  higher  than  that 
of  the  S&P's  500,  small  company 
funds  such  as  Price's  New  Horizon 
Fund  may  be  getting  overvalued.  The 
now  big,  steadily  growing  companies 
represented  in  the  growth-stock  fund, 
on  the  other  hand,  sell  at  a  premium 
of  only  30%  or  so  over  the  S&P's  500 
P/E.  If  inflation  has  truly  cooled,  the 
market  will  once  again  recognize  the 
value  of  their  expanding  future  earn- 
ings, or  so  goes  the  tune  at  T.  Rowe 
Price.  Moreover,  for  the  next  ten 
years,  the  phenomenon  of  regression 
to  the  mean  may  work  in  the  growth 
fund's  favor:  In  fund  performance,  re- 
gression to  the  mean  describes  the 
tendency  of  one  decade's  superior  per- 
formers to  become  the  next  decade's 
laggards,  and  vice  versa.  Should  the 
growth  fund  portfolio  catch  fire 
again — as,  indeed,  it's  certain  to  do  if 
the  bull  market  continues — Testa 
will  have  to  consider  how  to  conserve 
his  gains.  With  a  nervous  laugh,  he 
says,  "That's  a  problem  I'd  love  to 
face."  ■ 
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The  Funds 


You  thought  no-load  meant  no  sales 
charge?  You  had  better  think  again. 


Getting  while  the 
getting  is  good 


By  Barbara  Rudolph 

W'hy  pay  for  something  when 
you  can  get  it  for  free?  That, 
in  a  nutshell,  is  the  traditional 
argument  for  buying  no-load  mutual 
funds.  Typically,  they  eliminate  the 
industry's  standard  8.5%  sales  charge. 
This  saves  money  for  shareholders, 
especially  since  investment  perfor- 
mance bears  little  relationship  to 
fund  acquisition  costs. 

Times  have  been  tough  in  the  fund 
business,  and  the  no-load  share  of 
annual  equity  fund  sales  rose  from 
16%  in  1970  to  nearly  35%  today. 
But  now,  with  the  demand  for  funds 
once  again  brisk,  load  charges  and 
other  fees  are  growing  more  popular. 
It's  a  seller's  market,  fund  managers 
reason,  so  why  give  away  what  you 
can  get  paid  for? 

Much  of  the  change  is  coming  in 
the  form  of  new  products  the  industry 
calls  low-load  mutual  funds.  Until  re- 
cently funds  cither  charged  a  full 
8.5%  load  or  no  load  at  all.  But  now 
some  are  assessing  2%  or  3%  fees  on 
initial  investments,  with  similar 
charges  on  withdrawals.  In  June,  for 
example,  Fidelity  started  charging  a 
2%  load  for  its  six  Select  Portfolios, 
along  with  a  1  %  redemption  fee.  The 
management  company  already  puts  a 
3%  load  on  hot  Magellan  and  Mercury 
growth  funds.  Competitors,  mean- 
while, are  offering  ever  lower  low- 
loads.  Among  the  cheapest  is  the 
Twentieth  Century  Ultra  Fund, 
which  avoids  brokers  but  charges 
0.5%  to  join  and  anotkei  0.5%  for 
withdrawals. 

This  trend  began  last  yean 
Hutton  instituted  the  ini 
redemption  fees.  Sharehc. 


four  funds  pay  up  to  5%  if  they  re- 
deem within  one  year  and  as  little  as 
1%  if  they  redeem  after  five  years. 
"Redemption  fees  are  irrelevant  to 
long-term  investors,"  says  Hutton's 
First  Vice  President  Thomas  Mclner- 
ney.  "But  they  tend  to  keep  out  short- 
term  money." 

Where  is  all  this  fee  income  going? 
Fund  managers  can  pretty  much  use  it 


as  they  please.  At  firms  like  Hutton, 
the  money  helps  feed  a  hungry  sales 
force.  For  no-load  managers  who  don't 
use  brokers  the  charges  are  almost 
pure  gravy.  That's  the  case,  for  exam- 
ple, at  Fidelity  Select. 

No-load  fund  managers  who  are 
squeamish  about  imposing  fees  out- 
right have  another  option.  They  can 
set  up  so-called  12B-1  plans,  autho- 
rized by  the  SEC  in  1980.  These  were 
reated  to  boost  sales  by  allowing 
hrokers  to  receive  commissions  when 


they  move  customers'  balances  into 
mutual  fund  accounts.  The  money 
comes  from  allocating  a  small  per- 
centage of  fund  assets  to  cover  sales 
and  marketing  costs.  This  is  compara- 
ble to  a  load  charge  of  the  same 
amount. 

Most  12B-1  plans  limit  the  percent- 
age of  fund  assets  to  be  used  for  mar- 
keting to  1%.  "But  the  ruling  doesn't 
set  that  forth  in  so  many  words,"  says 
Gerald  Osheroff,  associate  director  of 
the  SEC's  Division  of  Investment 
Management.  Keystone,  for  example, 
exceeds  the  1%  threshold. 

Existing  funds  need  shareholder 
approval  before  dipping  into  assets  to 
compensate  marketers.  Merrill 
Lynch 's  money  fund  managers  are 
seeking  that  now.  Ivy  Fund,  Transat- 
lantic Fund  and  Vanguard  Fund,  on 
the  other  hand,  are  equity  funds  that 
already  use  the  plans,  even  though 
they  bill  themselves  as  no-loads. 
Many  new  funds  are  quietly  tucking 
12B-1  provisions  into  prospectuses. 

These  days  fund  managers  cite  a 
new  reason  for  imposing  load  charges. 
They  may  ward  off  market  timers, 
who  often  view  no-load  funds  as  per- 
fect vehicles  for  frequent  shifting 
among  various  types  of  investments 
(Forbes,  July  4).  When  too  many  peo- 
ple make  similar  moves  at  the  same 
time,  a  fund  may  be  forced  to  raise 
cash  at  inopportune  moments.  This 
could  penalize  shareholders. 

Not  every  mutual  fund  manager  is 
eager  to  raise  fees.  Dallas-based 
Charter  Fund,  for  example,  went  no- 
load  in  April.  It  had  a  fee  structure 
that  reduced  sales  charges  on  larger 
investments,  which  turned  off  many 
stockbrokers.  The  $77  million  Cen- 
tury Shares  Trust  of  Boston  also  de- 
cided to  go  no-load  last  year.  Last  De- 
cember Dreyfus  Corp.'s  flagship 
Dreyfus  Fund  joined  the  no-load 
ranks,  possibly  in  an  effort  to  stem  its 
tide  of  net  redemptions. 

Now  that  investors  have  alterna- 
tives to  full-load  funds,  they  may 
resist  paying  conventional  8.5% 
sales  charges  when  the  bull  market 
ends.  On  the  other  hand,  fees  may 
start  coming  down  even  if  the  mar- 
ket doesn't.  "Fund  managers  may 
soon  find  themselves  across  the  table 
from  some  institutional  client  who 
will  say,  'We've  got  $100  million 
here,-  we  want  your  management  fee 
lowered,'  "  predicts  Fred  Newcomb 
of  Aim  Financial,  a  company  that 
sells  software  to  the  fund  industry. 

That  kind  of  aggressive  price  shop- 
ping ought  to  help  all  shareholders.  ■ 
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A  Reminder: 


Good  Housekeeping 
guarantees 
no  rate 
increase 

through  June 


In  the  interest  of  stability,  and  to  help  provide  advertisers  with 
dependable  marketing  cost  assumptions,  Good  Housekeeping  is 
pleased  to  announce  that  there  will  be  no  increase  in  our  current  rate 
card  at  least  through  our  June  1984  issue. 

Good  Housekeeping  has  just  completed  a  record-breaking  first 
quarter,  the  highest  in  our  97-year  history,  both  in  ad  pages  and  ad 
revenue-up  almost  $1,000,000  over  1982. 

This  comes  on  top  of  a  1982  when  advertisers  not  only  continued  to 
make  Good  Housekeeping  #1  in  the  women's  field,  but  increased  our 
share  of  market  for  the  fifth  year  in  a  row. 

Newsstand  sales  in  1982  also  broke  all  previous  records  both  in 
copies  sold  and  revenue-hitting  an  all-time  high  monthly  average  of 
1,864,000  copies  and  annual  sales  of  $34,500,000. 

We  believe  Good  Housekeeping  with  its  continuing  strong  circula- 
tion performance,  its  number  of  readers  per  copy,  its  favorable  CPM, 
and  its  unique  Good  Housekeeping  Seal  Program,  is  truly  the  most 
cost-efficient  medium  for  advertising  to  women. 

It  is  also  the  most  solid  core  medium  around  which  to  structure  an 
aggressive  long-term  marketing  plan  to  increase  market  share,  build 
brand  recognition  and  introduce  new  products. 

So  whether  your  budget  year  is  on  a  calendar  basis,  or  fiscal  to 
June,  you  can  buy  Good  Housekeeping  and  know  for  sure  what  your 
cost  will  be. 


Good  Housekeeping 


more  than  a  magazine 


O  1983  THE  HEARST  CORPORATION 


GOOO  HOUSEKEEPING  IS  A  PUBLICATION  OF  HEARST  MAGA2INES.  A  DIVISION  OF  THE  HEARST  CORPORATION 


This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  any  of 
these  securities.  The  offering  is  made  only  by  the  Prospectus. 


New  Issue 


2,325,000  Shares 


The  Quick  &  Reilly  Group,  Inc. 


Common  Stock 


Price  $18  Per  Share 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  in  which  this  announcement 
is  circulated  from  only  such  of  the  Underwriters,  including  the  undersigned, 
as  may  lawfully  offer  the  securities  in  such  State. 


Bear,  Stearns  &  Co. 


Donaldson,  Lufkin  &  Jenrette  Drexel  Burnham  Lambert  Goldman,  Sachs  &  Co. 

Securities  Corporation  Incorporated 

Lazard  Freres  &  Co.  L.  F.  Rothschild,  Unterberg,  Towbin 


)une  23, 1983 


By  Ben  Weberman 


Capital  Markets 


In  this  ingenious  form  of  debt  financing, 
the  rule  to  remember  is:  Take  the  debt 
and  let  the  warrants  go. 

HOW  TO  USE 
USABLES 


That's  why  they're  called  usable 
bonds.  The  debentures  carry  matu- 
rities of  10  to  20  years,  while  the 
warrants  usually  expire  in  about  5 
years.  The  two  split  apart  after  issue 
and  trade  separately  in  the  second- 
ary market. 

What  happens  when  investors 
who  bought  the  warrants  decide  to 
exercise  them?  They  could,  of 
course,  ignore  the  bonds  and  simply 
pay  cash  for  the  stock.  But  most 
warrant  holders  don't  do  this;  they 
go  looking  for  debentures  to  match 
up  with  warrants.  Why?  Because  al- 
most all  usable  bonds  are  now  sell- 
ing at  a  discount;  many,  in  fact, 
were  issued  below  par.  So  for  the 
warrant  holders,  buying  the  deben- 
tures at  75  cents  or  80  cents  on  the 
dollar  and  exchanging  them  at  face 


MONEY  &  INVESTMENTS 


"Usable  bonds"  are  a  little-known 
variety  of  subordinated  debentures 
that  benefit  from  rising  stock  prices 
but,  unlike  convertibles,  do  not  re- 
quire the  bondholder  to  play  the 
equities  markets.  So  far,  they  have 
been  issued  by  a  relatively  small 
number  of  companies,  usually  to 
sweeten  a  debt  financing. 
Here's  how  usables  work:  The  is- 


They  warrant  attention 


You  don't  have  to  play  the  stock  market  to  benefit  from  it.  Usable 
bonds  selling  at  a  discount  from  par  can  be  used  to  reduce  stock 
purchase  cost  when  the  warrants  that  are  issued  with  them  are 
exercised — the  "effective  exercise  price"  below.  The  debentures, 
therefore,  can  appreciate  because  of  demand  by  the  warrant  holders. 


Issue 


Warrant  Effective 
Recent         Current        exercise        exercise     Recent  price 
price  yield  price  price        of  common 


Charter  Co 

105/8s  of  1998 
FMI  Financial 

9s  of  1993 
MDC 

7s  of  1993 
Trans  World  Corp 

10s  of  1999 


75  Vi 
78 
71 
84 


14.1% 
11.5 
9.9 
11.9 


$10.00 
11.38 
18.00 
31.00 


$  7.55 
8.88 
12.78 
26.04 


llVs 
10% 

18% 

33 


suer  sells  units,  each  made  up  of  a 
debenture  and  a  detachable  stock 
purchase  warrant.  Through  exercise 
of  the  warrants,  the  debentures  can 
be  used  at  face  value  in  lieu  of  cash 
to  pay  for  the  company's  stock  at 
the  price  specified  on  the  warrant. 

Ben  Weberman  is  economics  editor  of 
Forbes  magazine. 


value  for  stock  beats  paying  cash. 

The  result  is  that  as  the  war- 
rants' expiration  date  draws  near, 
demand  for  the  debentures  forces 
their  price  up. 

So  what's  the  best  way  to  play  all 
this?  Buy  the  debentures  and  ignore 
the  warrants,  says  Larry  Post,  fixed- 
income  analyst  with  the  Los  Angeles 
high-yield    bond    department  of 


Drexel  Burnham  Lambert.  Holding 
both  is  the  equivalent  of  a  convert- 
ible; to  an  extent,  you're  playing  the 
market.  If  you  buy  the  warrants  only, 
it's  a  straight  stock  market  play.  But 
if  you  buy  only  the  debenture — and 
buy  carefully — you  have  a  standard 
fixed-income  investment,  often  with 
a  generous  yield,  which  may  ulti- 
mately benefit  as  well  from  upward 
movement  in  the  stock. 

Take,  for  example,  Loews  Inc. 
6%s  of  1993.  The  issue  included 
warrants  expiring  Nov.  29,  1980  and 
exchangeable  for  stock  in  Loews.  As 
warrant  holders,  started  buying  up 
the  debentures  in  early  1980,  the 
price  rose  from  72  to  75.  Once  the 
warrants  expired,  the  debentures 
fell  by  almost  3  points. 

Another  example  is  Charter  Co. 
105/ss  of  1998,  which  increased  6 
points  in  price  in  1979,  while 
Charter  stock  was  hot.  That  was 
high  enough  to  drop  rates  of  return 
by  as  much  as  0.9%  under  the  rest 
of  the  high-yield  market. 

The  table  on  this  page  lists  the  four 
usable  bond  issues  Post  considers 
most  attractive.  Yields  range  from 
10%  to  14%  and  effective  exercise 
prices  are  well  below  the  recent  mar- 
ket price  of  the  common.  They  are,  in 
the  vernacular  of  the  trade,  "in  the 
money."  In  each  case,  the  warrants 
expire  in  no  more  than  five  years. 

In  addition  to  those  four,  Post  also 
likes  Electronic  Memories  10.7s  of 
1993,  McDermott  10s  of  2003, 
NCNB  7%s  of  2002,  Pan  Am  13  Vis 
of  2003  and  Petro-Lewis  11  Vis  of 
1993.  The  NCNB  debentures,  in 
fact,  might  have  been  attractive  to 
buy  and  hold  had  not  the  company, 
unwilling  to  see  its  low-cost  debt 
extinguished,  acted  to  forestall  con- 
version recently  by  repurchasing  1 .5 
million  of  its  2.34  million  warrants 
outstanding.  Result:  The  deben- 
tures' price  dropped  8  points. 

For  this  reason,  Post  warns,  it's 
important  to  buy  the  debt  issue  as 
close  as  possible  to  intrinsic  value, 
determined  by  standard  fixed-in- 
come criteria  such  as  credit  quality, 
coupon  and  maturity — just  in  case 
the  company  severs  the  link  between 
warrants  and  debt.  Too,  make  sure 
the  debenture  is  selling  at  a  substan- 
tial discount  from  par,  that  it  is  avail- 
able only  in  small  amounts,  and  that 
you  get  in  well  ahead  of  the  warrant's 
expiration  date— before  the  deben- 
ture is  in  demand.  ■ 
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i  Trends 


While  I  think  it's  best  to  be  picky,  picky, 
picky  with  todays  market,,  there  are  ways 
to  take  advantage  of  its  present  vigor. 

BLIPS,  DIPS 
AND  BUYS 


By  Ann  C.  Brown 


Over  the  past  few  weeks  there  has 
been  enough  unfavorable  news  to 
let  a  lot  of  hot  air  out  of  the  aver- 
ages, yet  they  continue  to  soar  like 
one  of  Malcolm  Forbes'  multicol- 
ored balloons.  Neither  rising  inter- 
est rates  nor  deadly  digit  money 
supply  figures  nor  a  Texas  Instru- 
ment-size high-tech  earnings  disap- 
pointment has  been  able  to  do  much 
other  than  temporarily  stun  the 
stock  market. 

What  caused  the  market's  unex- 
pected vigor  in  the  waning  weeks  of 
June  probably  can  be  summed  up  in 
three  little  words:  panicky  money 
managers.  All  during  the  second 
quarter  the  overseers  of  many  of  the 
nation's  great  hoards  of  investable 
funds  loudly  predicted  and  impa- 
tiently awaited  the  market's  come- 
uppance. When  the  market  failed  to 
tank,  visions  of  too  much  cash  on 
their  client  account  reports  caused 
these  institutional  pragmatists  to 
pour  their  rainy-day  reserves  into 
the  big  capitalization  money  blot- 
ters, including,  would  you  believe, 
the  oils. 

Exxon,  Mobil,  IBM,  Sears,  AT&T, 
Johnson  &  Johnson  and  other  ha- 
vens for  stashing  huge  amounts  of 
cash  in  a  hurry  wert  j  rominent  on 
the  most-active  and  isionally, 
new-high  lists.  Miss-      only  was 


Ann  C  Brown  is  chief executi  ••  of  the 

equity  advisory  and  portfolio 
firm  of  AC.  Brown  &  Associate 


Eastman  Kodak  (the  DJI  Nonper- 
former  of  the  Year),  which  was  be- 
ing summarily  dumped  by  camera- 
shy  fund  managers  who  hate  having 
their  pictures  taken  with  a  loser. 
And  all  the  while  the  big  stocks 
were  going  right  for  the  wrong  rea- 
son. Small  investors  mistook  this 
activity  for  strength  and  continued 
to  snap  up  low-quality,  low-priced 
securities,  boosting  the  "under-the- 
counter"  averages  as  well. 

As  you  may  have  gathered,  I  do 
not  think  the  recent  rise  is  the  start 
of  the  fifth  or  sixth  or  whatever  leg 
it  is  of  the  current  bull  market. 
Rather,  I  see  the  latest  buying  flurry 
as  a  big  blip,  which  could  blop  in  a 
hurry  when  the  institutional  buying 
prop  stops  or  the  money  supply  fails 
to  shrivel  on  cue  or  the  second-quar- 
ter corporate  earnings  don't  show 
their  largely  overdiscounted  in- 
creases. A  year  ago  you  could  have 
bought  just  about  any  stock  and  had 
a  double  or  a  triple.  Today  it  may 
pay  to  be  picky,  picky,  picky  when 
it  comes  to  buying  what  someone 
else,  possibly  smarter  than  you, 
may  be  selling. 

Just  because  there  are  any 
number  of  banana  peels  the  stock 
market  could  slip  on  over  the  near 
term  doesn't  mean  there  aren't  a 
bunch  of  stocks  worth  buying  at 
10%  to  15%  beneath  their  present 
prices.  One  way  to  try  to  do  this  is 
to  sell  puts  on  the  stocks  you  would 
like  to  own,  assuming  puts  are 
available.  When  you  sell  a  put,  you 
are  in  effect  contracting  for  a  speci- 
fied period  of  time  to  buy  a  stock  at 
a  specific  price.  Since  this  may  be 
new  and  a  bit  confusing  to  some 
investors,  perhaps  the  following 
brief  example  can  be  helpful. 

Let's  imagine  that  you  are  serious- 
ly thinking  about  owning  stock  in 
the  aforementioned  battered  and  be- 
leaguered Eastman  Kodak  (70).  You 
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have  carefully  researched  the  situa- 
tion and  have  concluded  that,  while 
things  are  bad  for  Kodak,  they  aren't 
all  thai  bad,  and  the  stock  at  this  level 
appears  fairly  well  sold  out.  Instead 
of  buying  100  shares  of  EK  at  the 
market  and  paying  $7,000  plus  com- 
missions, you  might  consider  trying 
to  buy  it  on  the  cheap  by  selling  an 
Eastman  Kodak  January  70  put  at, 
say,  4'/2.  (The  price  of  the  put  can 
vary  widely,  and  there  may  be  other 
more  attractive  series  and  strike 
prices  at  any  particular  time.) 

When  you  sell  a  put,  your  account 
is  promptly  credited  with  the  pro- 
ceeds from  the  sale — in  this  case 
$450  less  commissions.  You  have 
now  entered  into  a  contractual  obli- 
gation to  buy  100  shares  of  Eastman 
Kodak  at  a  price  not  to  exceed  $70 
per  share  if  the  stock  is  "put  to  you" 
anytime  before  the  third  Friday  in 
January.  If  the  price  of  EK  stays 
above  70,  it  is  very  unlikely  the 
stock  will  be  put  to  you  since  you 
can  immediately  turn  around  and 
sell  it  at  a  profit.  However,  if  the 
stock  price  falls  below  70  any  time 
during  the  option  contract  period,  a 
put  buyer  has  the  right  to  demand 
that  you  purchase  J  00  shares  of  EK 
at  $70  per  share. 

Whether  the  price  of  Eastman  Ko- 
dak has  fallen  to  68  or  62 Vi  or  what- 
ever when  the  stock  is  put  to  you, 
your  cost  remains  a  constant  65  Vi  £ 
per  share  ($7,000  you  paid  for  the 
put  stock  minus  the  $450  you  were 
paid  for  the  put  divided  by  100).  At 
68  you  will  be  $250  ahead  on  your 
put  transaction.  At  62 Vi  you  will  be 
down  $300.  However,  in  both  in- 
stances you  will  be  better  off  than  if 
you  had  bought  the  stock  at  70, 
since  you  were  able  to  obtain  it  at  a 
lower  net  cost. 

Investors  who  sell  puts  in  an  at- 
tempt to  buy  a  stock  cheaper  should 
be  prepared  not  to  own  the  stock 
immediately,  or  at  all  in  the  event 
the  stock  is  never  put  to  them. 
Therefore,  it  could  be  wise  to  make 
a  list  of  several  fundamentally  at- 
tractive stocks  on  which  to  consider 
selling  puts.  At  the  moment,  even 
though  I  remain  supercautious  re- 
garding the  market  in  general,  my 
own  list  of  possible  candidates  for 
put-selling  includes:  Citicorp  (40), 
Black  &  Decker  (22),  Gillette  (45), 
Tandy  (50),  Chase  Manhattan  (53), 
Syntex  (50),  Wang  Laboratories  (37) 
and  Waste  Management  (56).  ■ 
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Term      Whole  Life      Universal  Life 


Only  Adjustable  Life  I 
gives  you  the  best 
of  all  three! 


Adjustable  Life  II  from  The  Bankers  Life  of 
Des  Moines  gives  you  a  combination  of 
benefits  no  other  single  policy  can  match. 
Sot  term!  Not  whole  life!  Not  universal  life! 
i  Vet  the  cost  may  be  no  more  than  you  might 
[  pay  for  a  traditional  term  policy! 

f  you  need  life  insurance,  don't  overlook 
these  benefits  most  people  need  to  keep 
itheir  life  insurance  program  under  control 
lover  their  entire  life. 

urrent  Yield  Earnings.  Now  this 
evolutionary  new  kind  of  policy  is  better 
an  ever  because  your  policy  dividends 
reflect  current  yields  on  investments.  At 
today's  high  returns,  this  means  bigger 
dividends  and  a  lower  net  cost.  It's  what 
you  would  expect  from  a  company  that's 
<nown  for  giving  policyowners  the  maximum 
Drotection  for  their  premium  payments. 

Changes  to  Fit  Your  Needs.  As  many 
:imes  as  necessary  you  can,  within  limits, 
"aise  or  lower  your  payments,  increase  or 
'.  decrease  your  coverage,  lengthen  or  shorten 
:he  protection  period.  In  effect,  you're  able 
:o  "second  guess"  what  your  needs  will  be 
n  the  future. 

THE 
BANKERS 
LIFE 

BANKERS  LIFE  COMPANY    DES  MOINES,  IOWA  50307 


Provides  Whole  Life  Advantages  At 
the  Price  of  Term.  You  can  move  freely 
between  the  low  cost,  temporary  protection 
of  term  insurance  and  the  long  range,  cash 
value  advantages  of  whole  life.  But  since 
every  Adjustable  Life  II  policy  earns  dividends, 
they  can  be  used  to  lengthen  the  period  of 
coverage.  This  gives  you  the  low  cost  benefit 
of  pure  protection  plus  the  level  premium 
payments  of  a  whole  life  policy.  No  other 
kind  of  life  insurance  can  provide  this  benefit. 

Protects  Against  Inflation.  Adjustable 
Life's  Cost-of-Living  option  allows,  within 
limits,  the  face  value  of  your  policy  to  grow 
automatically  every  three  years  to  offset 
increases  in  the  Consumer  Price  Index. 

If  you  doubt  that  Adjustable  Life  II  can  do  all 
we  claim,  your  agent  can  tell  you  more  about 
this  revolutionary  new  kind  of  insurance. 

Otherwise,  call  the  local  office  of 
The  Bankers  Life  of  Des  Moines, 
or  mail  the  coupon  below. 


THE  BANKERS  LIFE,  Consumer  Services  FB-73 
Des  Moines,  Iowa  50307 

Please  send  me  more  information 
about  Adjustable  Life  II. 

NAME  


Adjustable 

Life^ 


ssss : 

■ 


Shi 


.  ss 
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ADDRESS. 


CITY_ 


STATE. 


.ZIP. 


-TEL. 


"J 


The  Contrarian 


Your 
legacy: 

A 

40 -acre 
ranch 
and 
a  way 
of  life. 

As  big  as  all  outdoors, 
Forbes  Magazine  is  now 
offering  substantial  land  for 
skiers,  hunters,  naturalists 
and  lovers  of  America's 
magnificent  Old  West. 

For  the  pleasure  of  you 
and  your  family  today,  these 
minimum  40-acre  ranch 
estates,  adjacent  to  the 
Forbes  Trinchera  Ranch  in 
southern  Colorado,  will  be 
an  important  legacy  in  the 
future  of  your  loved  ones. 

Prices  start  at  $25,000 
with  down  payment  as  low 
as  1%  and  monthly  pay- 
ments of  $250,  including 
interest  at  9%.  For  details 
and  color  brochure  write  or 
phone: 

Mr.  Errol  Ryland,  Manager 

FORBES 
WAGON  CREEK 
RANCH 

Box  303  KK 
Fort  Garland,  Colorado  81133 
(303) 379-3263 

This  is  not  an  oiler  lo  sell  in  stales  wheie  not  registered 


*** 

.  N.Y  Times 


RISTORANTE 
ITALIANO 
LUNCH  &  DINNER 
Amer.  Express  & 
Diners  Club 
251  E.  53rd  Street 
(Bet.  2nd&  3rd  Aves.) 
NYC.  753-8450-1 


Invest  in  financial  futures?  Three-card 
monte  gives  you  almost  the  same  odds. 

QUICK  KILL  OR 
BLACK  DEATH? 


By  David  Dreman 


"If  you  are  convinced  markets  are 
moving  higher,  why  not  play  finan- 
cial futures?  If  you  are  right,  the 
leverage  is  dynamite."  I  hear  this,  or 
something  like  it,  frequently  these 
days.  My  invariable  reply  is,  "Stay 
away.  Far  away."  No  question,  lev- 
erage is  great  on  the  upside,  but 
more  often  than  not  it  will  prove  a 
two-edged  sword  that  destroys  a 
good  portion  of  your  capital. 

You  have  probably  seen  those 
full-page  ads  showing  smartly 
dressed  ultrasophisticates  smiling 
knowingly  as  they  chat  about  finan- 
cial futures,  presumably  making  big 
bucks  in  the  process.  What  the  ads 
don't  tell  you  is  that  many  investors 
are  lured  in  because  the  margin  re- 
quirements on  these  contracts  are 
minuscule  relative  to  the  swings  in 
the  stock  or  bond  markets  them- 
selves. The  margins  are  so  low,  in 
fact,  even  the  most  minor  correc- 
tion— a  mere  hiccup  in  the  mar- 
ket— can  wipe  out  100%  of  your 
capital.  Three-card  monte  gives  you 
almost  the  same  odds. 

Because  of  the  low  margins,  in- 
vestors can  be  dead  right  on  their 
market  calls  and  still  blow  it.  To  see 
just  how  easy  this  is,  consider  the 
mechanics  of  the  Value  Line  futures 
contract.  The  contract  is  based  on 

David  Dreman  is  managing  director  of 
Dreman,  Gray  &  Embty,  Investment  Coun- 
sel, New  York,  and  author  of  The  New 
Contrarian  Investment  Strategy 


the  Value  Line  index  of  1,700  of  the 
largest  publicly  traded  stocks 
(weighted  equally),  the  first  stock 
market  futures  contract  to  trade. 
Currently,  the  average  is  priced  at 
200.  Each  point  upward  results  in  a 
$500  profit  per  contract;  each  point 
downward,  a  $500  loss.  The  average 
brokerage  firm  requires  6  points  per 
contract,  or  $3,000  of  margin.  Since 
the  current  value  of  the  contract  is 
$100,000  (200  points  x  $500  a 
point),  the  initial  margin  require- 
ment is  only  6%  of  the  actual  con- 
tract. To  make  it  even  easier  to  play, 
an  investor  can  put  up  Treasury 
bills  as  margin  in  lieu  of  cash.  By 
comparison,  even  in  1929 — when 
margin  speculation  was  off  the 
wall — a  10%  margin  was  required 
on  stocks,  approximately  66%  more 
ante  than  is  required  to  play  stock 
futures  today. 

Since  the  6%  must  always  be 
maintained,  the  slightest  correction 
forces  an  investor  to  cough  up  fresh 
cash  or  be  sold  out.  As  an  example 
of  what  that  can  mean,  look  at  the 
Value  Line  futures  in  early  May 
1982.  At  this  point  the  market  was 
badly  undervalued,  with  the  Dow 
trading  at  830  or,  adjusted  for  infla- 
tion, near  levels  that  it  hadn't  sunk 
to  since  the  bottom  of  the  Great 
Depression.  If  an  investor  had  pur- 
chased a  1983  June  Value  Line  fu- 
tures contract  back  then,  the  price 
would  have  been  130.  This  was  a 
premium  of  only  one  point  over  the 
actual  value  of  the  contract  at  that 
time  (129). 

Strategically,  it  was  a  good  move. 
The  investor  bought  into  a  superde- 
pressed  market,  got  an  option  to  go 
out  a  full  year  and  paid  almost  no 
premium  for  the  privilege.  Tactical- 
ly, it  was  an  unmitigated  disaster. 
From  May  to  mid-August  1982  the 
Value  Line  index  dropped  15  points, 
or  11%.  Pessimism  in  early  August 
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was  so  great  that  the  futures 
dropped  even  more,  18  points  in  all, 
and  traded  at  a  3-point  discount  to  the 
Value  Line  average  itself. 

Translated  to  the  bottom  line,  if 
an  investor  had  bought  five  con- 
tracts, putting  $6,000  down  per  con- 
tract ($30,000  in  all),  and  if  he  had 
the  stomach  to  hold  the  contracts 
all  the  way  down,  he  would  have 
had  a  loss  of  $45,000.  To  cover  this 
loss,  additional  margin  calls  were 
required,  totaling  IV2  times  his 
original  investment.  At  the  bottom, 
his  cash  outlay,  including  the  re- 
quired margin,  was  $75,000.  It's  un- 
likely that  one  in  a  hundred  inves- 
tors rode  this  out.  Those  who  did — 
undoubtedly  scared  to  death  by  the 
crash  dive — probably  sold  out  at  a 
loss  or,  at  best,  broke  even  in  the 
first  six  weeks  of  the  rally.  Al- 
though the  speculator  was  right  on 
one  of  the  major  bull  moves  in  de- 
cades, he  would  have  been  heavily 
in  the  red  because  his  timing  was  off 
by  only  three  months. 

The  same  low  margins  have  also 
wiped  out  scores  of  investors  in 
long-term  bonds.  Many  interest- 
rate  speculators  believed  long-term 
rates  on  government  bonds  had 
peaked  in  May  1981,  at  approxi- 
mately 12'/2%,  rather  than  a  year 
later,  at  14Vi%.  What  a  difference 
that  year  made.  The  mistake  cost 
the  early  birds  10  to  12  points,  or  3 
or  4  times  the  margin  they  initially 
put  up — if  they  weren't  mercifully 
wiped  out  previously  by  a  margin 
call.  Low  margins  once  again  proved 
a  form  of  black  death  to  speculative 
capital. 

So  unless  you  do  sophisticated 
hedging  against  your  portfolio,  it 
would  be  best  to  remember  that  fi- 
nancial futures  have  a  place  only  in 
the  portfolios  of  masochists  and  the 
most  wild-eyed  dice  players. 

Forget  quick  kills.  The  odds  are 
you  will  be  on  the  receiving  end. 
Rather,  buy  good  stocks  that  aren't 
crowd  favorites  today.  Though  you 
won't  have  the  excitement  (or  ter- 
ror) of  futures,  it's  exponentially 
safer  and  probably  also  likely  to  be 
exponentially  more  rewarding. 

Three  stocks  in  this  category: 

Ohio  Casualty  (53)  trades  at  a  P/E 
of  9  and  yields  4.8%. 

Reynolds  Industries  (50)  has  a  P/E  of 
7  and  yields  5.9%. 

Texaco  (35)  yields  7.9%  and  has  a 
price/earnings  ratio  of  7.  ■ 


S 

High-bracket  inrestors: 

Earn  HkhT\^EreeBeld? 
With  Safety' Ot  Principal 


For  those  in  higher  tax  brackets, 
the  T.  Rowe  Price  Tax-Exempt  Money 
Fund  can  be  especially  rewarding.  Its 
high  current  yield  is  free  from  Federal 
Income  Tax. 

And  you  enjoy  these  important 
money  market  fund  advantages: 

•  Constant  share  value. 

•  Daily  liquidity. 

•  Free  checkwriting 
over  $500. 

•  No  penalty  for  early 
withdrawal. 

•  Free  exchange  with 
other  T.  Rowe  Price 
Funds. 


•  Minimum  initial  investment  of  only 
$2,000. 

•  No  sales  charge. 

Call  Now 
For  Today's  High  Yield 
TOLL  FREE  1-800-638-5660. 
In  Baltimore  547-2308 


It.  Rowe  Price 

T  Rowe  Price  Marketing,  Inc.  Dept.  56A 
100  E.  Pratt  St.,  Baltimore,  MD  21202 
Please  send  me  a  prospectus  on  your  Tax-Exempt 
Money  Fund  with  more  complete  information, 
including  management  fee  and  other  charges  and 
expenses.  I  will  read  it  carefully  before  I  invest. 


n 


The  Fund's  principal  is  not 
insured,  and  its  yield  will 
fluctuate  as  market  conditions 
change.  Income  may  be  sub- 
ject to  state  and  heal  taxes. 


Name  

Address, 

City  

State  


Zip. 


Designed  to  fill  individual  investment  needs 

•  AMERICAN  BIRTHRIGHT  TRUST      •  ABT  ARBITRAGE  FUND 

•  TAX-MANAGED  FUND  FOR  •  ABT  EMERGING  GROWTH 
UTILITY  SHARES  FUND 

For  a  prospectus  containing  more  complete  information  about  the  ABT  Financial  Services  Family  of 
Funds,  including  charges  and  expenses,  fill  out  and  mail  the  attached  coupon.  Read  the  prospectus 
carefully  before  you  Invest  or  send  money. 


ABT  FINANCIAL 
SERVICES,  INC. 

450  Australian  Ave.  So. 
Suite  300 
West  Palm  Beach, 
Florida  33401 
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Send  me  complete  information  on  the  ABT  Family  of  Funds 


uj  Address 
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Zip 
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Texas  Instruments  current  troubles  have 
affected  different  groups  of  investors  very 
differently,  depending  on  their  ages. 

SPILLOVER 
EFFECTS 


By  Srully  Blotnick 


Can  the  action  of  one  stock  change 
the  attitude  of  investors  toward  all 
issues  in  its  group?  It  can,  indeed, 
when  the  company  is  the  size  of 
Texas  Instruments  and  the  group  is 
the  high-tech  issues. 

Spillover  effects  from  any  sudden 
setbacks  are  inevitable.  What  is 
noteworthy  about  TI's  recent  fall 
from  grace — a  50-point  loss  in  two 
days,  nearly  one-third  of  its  market 
value,  following  news  of  an  impend- 
ing $100  million  aftertax  loss  for  the 
second  quarter — is  that  investors  of 
different  ages  have  reacted  to  it  in 
markedly  different  ways. 

Older  investors  are  disturbed 
precisely  because  of  TI's  size.  A 
measure  of  stability  is  supposed  to 
be  present  almost  as  a  matter  of 
course,  in  their  view,  once  a  firm 
reaches  the  proportions  of  a  TI. 
Said  a  55-year-old  attorney:  "If  it 
could  happen  to  a  $5  billion  com- 
pany, it  could  happen  to  any  com- 
pany in  this  field."  Said  a  61-year- 
old  building-supplies  wholesaler:  "I 
keep  thinking  about  what  the  out- 
come would  have  been  if  TI  had 
less  financial  strength.  A  smaller 
outfit  in  this  kind  of  a  bind  might 
have  had  no  choice  but  to  declare 
bankruptcy."  Both  are  current  TI 
shareholders. 


Dr.  Srully  Blotnick  is  a  research  psychologist 
and  author  of  Getting  Rich  Your  Own  Way 
and  Winning:  The  Psychology  of  Successful 
Investing. 


It  should  be  mentioned  that  older 
investors  in  my  sample  have  always 
found  the  shares  of  high- technology 
firms,  with  the  exception  of  IBM, 
less  appealing  than  do  younger  in- 
vestors. That  bias  rests  largely  on 
the  fact  that  investors  in  the  21-to- 
39  age  range  are  significantly  more 
likely  to  see  high-tech  companies  as 
a  source  of  both  stock  market  prof- 
its and  potential  employment.  The 
reactions  of  the  attorney  and  whole- 
saler quoted  above  were,  therefore, 
representative  of  investors  their 
age.  Cautious  before,  they  report 
themselves  wary  now  of  even  the 
best  high-tech  issues,  and  soured  on 
most  of  them.  As  the  attorney  put 
it:  "Somebody  is  going  to  make 
money  in  this  field,  someone  who's 
in  charge  of  his  own  destiny — 
which  big  companies  usually  are. 
Maybe  that  leaves  IBM  as  the  only 
stock  in  the  group  worth  buying." 

Younger  investors  disagree.  In 
TI's  setback  they  see  an  opportunity 
that  smaller  companies  can — and 
should — quickly  exploit.  A  com- 
monly heard  comment,  this  one 
from  a  34-year-old  engineer  who 
works  for  a  television  network:  "Big 
companies  have  plenty  of  trouble 
just  getting  out  of  their  own  way. 
I'm  surprised  things  like  this  don't 
happen  more  often.  Little  computer 
and  electronics  companies  are  the 
place  to  be." 

TI's  current  difficulties  are,  there- 
fore, producing  a  conspicuous  split 
in  the  ranks  of  individual  investors. 
Well-meaning  people,  in  conse- 
quence, are  giving  their  friends  ad- 
vice that  is  distorted  in  predictable 
ways.  For  instance,  ask  investors 
over  the  age  of  50  what  is  happening 
to  the  public's  enthusiasm  for  tech- 
nology stocks.  The  majority  will 
tell  you  that  it  is  waning.  But  that's 
not  true.  What  we  now  know  is  that 
they  are  basing  that  judgment  on 


their  own  heightened  uneasiness 
about  these  issues. 

Paradoxically,  the  appetite  of 
younger  investors  for  this  group  of 
stocks  has,  if  anything,  grown  in 
recent  weeks.  For  years  it  has  trou- 
bled them  that  some  companies  in 
the  field,  particularly  the  larger 
ones,  seem  to  have  an  assured  exis- 
tence not  because  of  their  stream  of 
breakthroughs  or  quality  products 
but  because  of  the  firms'  financial 
clout.  They  keep  referring  to  these 
companies  as  "marketing"  con- 
cerns, and,  make  no  mistake  about 
it,  they  do  not  mean  it  as  a  compli- 
ment. The  more  sophisticated  in- 
vestors in  my  sample,  for  instance, 
find  IBM's  Personal  Computer 
technologically  underwhelming.  A 
typical  comment:  "Coming  from 
anyone  else  but  Big  Blue,  the  unit 
would  not  have  gotten  so  many  sto- 
ries written  about — and  software 
written  for — it.  Its  success  is  due 
mainly  to  good  marketing." 

Hence,  they  see  TI's  setback  as  a 
marketing  failure.  In  their  view,  a 
fascinating  one,  a  technology  com- 
pany should  either  be  small  and 
highly  innovative  or  large  and, 
therefore,  expert  at  manufacturing, 
distributing,  promoting  and  selling 
its  less-than-state-of-the-art  prod- 
ucts, which  is  how  they  see  IBM.  As 
far  as  they  are  concerned,  TI  was 
trying  to  straddle  these  two,  very 
different,  worlds,  and  fell  into  the 
abyss  that  separates  them. 

One  more  paradox.  Far  from  writ- 
ing TI  off,  many  of  the  younger  in- 
vestors in  my  sample  expect  it  to 
learn  from  its  mistakes  and  come 
roaring  back.  They  hasten  to  point 
out  that  the  company  had  similar 
difficulties  a  few  years  ago:  Earnings 
plunged  from  $9.22  a  share  in  1980 
to  $4.62  in  1981,  which  caused  the 
stock  to  plunge  as  well,  from  a  then- 
record  $150  to  $75.  Subsequently,  it 
rocketed  right  past  its  old  high  to 
over  .$175  .  .  .  before  the  bad  news 
hit.  In  time,  they  expect  that  to  hap- 
pen again. 

Even  so,  the  effects  of  TI's  fall 
from  grace  will  linger,  primarily  in 
terms  of  greater  volatility  for  tech- 
nology stocks.  Younger  investors 
looking  for  quick  profits  still  regard 
the  high-tech  group  as  a  good  bet. 
But  they  are  ready  to  pull  out  faster, 
now  that  they  have  seen  what  can 
happen,  even  to  the  biggest  players, 
when  things  go  wrong.  ■ 
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What  do  you  know  about 
YOUR  stocks  right  now? 

Which  are  now  working  against  you? 
Which  for  you? 


Some  of  your  stocks  may  have  gone  down  in 
price  since  you  bought  them. Should  you 
hold  onto  them  for  possible  rebounds,  or  Is 
It  best  to  unload  them  now  to  avoid  even 
deeper  losses? 

Some  of  your  stocks  may  have  gone  up. 
Should  you  hold  them  for  further  gains,  or  Is 
this  a  good  time  to  take  your  profits?  Some 
of  your  stocks  may  have  gone  "nowhere." 
What  should  you  do  about  them? 

What  about  the  earnings  prospects  of  your 
stocks?  And  what  about  the  latest  changes 
in  the  stock  market  as  a  whole?  How  do  they 
affect  your  particular  holdings? 
Whether  your  source  of  investment 
guidance  Is  an  advisory  service,  a  broker,  or 
your  own  Investigation— the  chances  are 
that  you  knew  considerably  more  about 
your  stocks  at  the  time  of  purchase  than  you 
do  currently. 

This  Is  not  as  it  should  be.  You  need  to  be 
kept  continually  up  to  date  on  your  stocks, 
so  that  your  decisions  to  continue  holding, 
to  buy  more,  or  to  sell  are  at  least  as  well 
founded  as  your  original  decisions  to  buy. 
This  applies  no  matter  how  few  or  how  many 
stocks  you  own. 

Value  Lin*  covert  more  than  1700 
stocks 

...  not  now-and-then  but  regularly  and  sys- 
tematically. These  1700— which  encompass 
virtually  all  active  stocks  on  the  New  York 
Exchange  plus  hundreds  of  leading  issues 
traded  on  the  American  Stock  Exchange 
and  Over-the-Counter— account  for  the  vast 
preponderance  of  the  dollar  value  of  all 
shares  traded  In  U.S.  securities  markets. 
Value  Line  can  bring  you  up  to  date 
continually— and  keep  you  up  to  date 
continually— on  any  or  all  of  them  that  In- 
terest you. 
Value  Line  ratee 
all  1700  stocks  Every  Week 
Every  week,  Value  Line's  new  40-page 
Summary  &  Index  presents  up-to-date 
ratings  of  EACH  of  1700  stocks  relative  to  all 
the  others,  as  follows: 

a)  Rank  for  Probable  Price  Performance  In 
the  Next  12  Months— ranging  from  1 
(Highest)  down  to  5  (Lowest).  We  urgent- 
ly suggest  you  stay  away  from  the  400 
stocks  now  ranked  4  or  5. 

b)  Rank  for  Investment  Safety  (from  1  down 
to  5).  If  Safety  is  important  to  you,  we 
suggest  you  concentrate  on  stocks 
ranked  1  or  2  In  this  respect. 

c)  Estimated  Yield  In  the  Next  12  Months. 
Every  week  we  present  a  "screen"  of  the 
100  stocks  with  the  highest  yields,  which 
recently  ranged  from  9.8%  to  12.5%. 
(Value  Line  Apr.  29,  1983.) 

d)  Estimated  Appreciation  Potential  in  the 
Next  3  to  5  years— showing  the  percent- 
age change  from  the  recent  price.  Every 
week  we  also  present  a  "screen"  of  the 
100  stocks  with  the  highest  potentials, 
which  recently  ranged  from  115%  to 
680%.  (Value  Line  Apr.  29,  1983) 

e)  P/E  Ratio  and  current  price,  plus  esti- 
mated annual  earnings  and  dividends  in 
the  current  12  months.  Also  latest 
quarterly  results  vs.  year  ago. 


A  number  of  changes  in  ratings  do  occur 
from  one  week  to  the  next  as  prices  change 
and  earnings  reports  are  issued.  It  is  vital 
that  you  know  about  any  such  changes  In 
the  stocks  of  interest  to  you,  at  the  time  the 
changes  occur.  And  It  Is  equally  important 
to  know  when  your  stocks  have  not  under- 
gone changes  in  ratings,  as  this  can  give  you 
the  security  of  knowing  that  the  reasons  you 
purchased  the  stocks  are  still  valid. 
Value  Lines  gives  you 
comprehensive  analyses 
of  over  1700  stocks 
Each  stock  is  the  subject  of  a  fact-filled  full- 
page  report  every  13  weeks  (four  times  a 
year).  Each  full-page  report  presents  a 
wealth  of  statistical  data  on  the  company 
and  its  stock,  with  updated  projections  of 
future  results,  plus  a  concise  summary  of 
the  salient  developments  of  investment 
significance. 

Each  week  we  issue  more  than  130  such  re- 
ports. All  1700  stocks  under  review  are 
covered  this  way  during  a  13-week  cycle— in 
regular  rotation  by  Industry  group.  And  the 
overall  industry  groups  themselves  are  con- 
currently analyzed  in  depth. 

NOW,  COMPARE 

Do  you  get  this  kind  of  assistance  from  your 
present  sources  of  investment  guidance? 
Compare  what  you  look  for  with  what  you 
actually  get.  If  the  comparison  leaves  you 
less  than  fully  satisfied,  then  we  believe  The 
Value  Line  Investment  Survey  may  have  the 
answer  for  you. 

If  you  think  the  Value  Line  Survey  may  give 
you  more  and  better  investment  service- 
may  do  a  superior  job  of  helping  you  build 
and  protect  your  capital— then  act  now  on 
that  possibility  and  see  for  yourself  if  it 
proves  true. 
Special  Invitation 

If  no  member  of  your  household  has  had  a 
subscription  to  Value  Line  in  the  last  two 
years,  you  can  now  receive  the  complete 
Value  Line  Investment  Survey  for  the  next 
1 0  weeks  for  only  $37  (about  half  the  regular 


rate).  If,  for  any  reason,  Value  Line  should 
fail  to  come  up  to  your  expectations,  return 
the  material  within  30  days  and  your  money 
will  be  refunded  in  full.  Your  trial  will  in- 
clude all  of  the  following: 

•  EVERY  WEEK  a  new  SUMMARY  & 
INDEX  section  (40  pages)  . . .  showing 
the  current  ratings  of  1700  stocks  for  future 
relative  Price  Performance  and  Safety- 
together  with  their  estimated  Yields  and  the 
latest  earnings,  dividends  and  P/E  data. 

•  EVERY  WEEK  a  new  RATINGS  & 
REPORTS  section  (144  pages) . . .  with 
full-page  analyses  of  about  130  stocks.  Dur- 
ing the  course  of  every  13  weeks,  new  full- 
page  reports  like  this  are  issued  on  all  1700 
stocks,  replacing  and  updating  the  previous 
reports. 

•  EVERY  WEEK  a  new  SELECTION  & 
OPINION  section  . . .  with  an  analysis  of 
an  Especially  Recommended  Stock— plus  a 
wealth  of  investment  background  including 
the  Value  Line  Composite  Average  of  more 
than  1700  stocks. 

BONUS  #1— Value  Line's 
2000-page  Investor's  Ref- 
erence Service,  including 
our  latest  full-page  Re- 
ports on  all  1700  stocks  . . . 
fully  indexed  and  loose-leaf 
bound  for  easy  reference, 
and  systematically  updat- 
ed by  new  full-page  Reports  in  the  weeks 
ahead.  Filing  takes  but  a  minute  a  week. 

BONUS  #2— A  Subscriber's  Guide  by  Ar- 
nold Bernhard,  Value  Line's  founder  and 
research  chief,  revealing  methods  of  stock 
evaluation  that  took  decades  to  develop. 
You  KEEP  this  book  even  if  you  return  the 
other  material  for  your  money  back. 

CALL  TOLL-FREE: 
If  you  have  Master  Card,  American  Express 
or  Visa,  phone  1-800-331-1750 
(operator  13)  24  hrs.  7  days  a  week. 


The  Value  Line  Investment  Survey 

Value  Line,  Inc.,  711  Third  Avenue,  New  York,  N.Y.  10017 


Dept. 
416C18 


INTRODUCTORY  OFFER 

□  Begin  my  10-week  trial  subscription  for  $37  to 
The  Value  Line  Survey  (limited  once  to  any 
|  household  every  two  years)  and  send  me  the  two 

■  bonuses  listed  above. 

ONE  YEAR  SUBSCRIPTION 

I  □  Begin  my  1-Year  (52  Issues)  subscription  for 
I  $365  and  send  me  the  two  bonuses  listed  above. 
I  There  are  no  restrictions  with  this  annual 

■  subscription. 

8PECIAL  EXTRA  BONUS 

.  A  pocket-size  CREDIT  CARD 
I  LCD  CALCULATOR  given  to 

you  when  you  order  The  Value  r_ 
I  Line  Investment  Survey  for  one 
J  year. 

|  This  subscription  is  tax  deductible  and  non 

■  assignable. 

I  Allow  4  to  6  weeks  tor  delivery. 


□  My  payment  is  enclosed.  □  Please  charge  to: 

□  American  Exp.  □  MasterCard  □  Visa 

Expiration  Date  


Account  #  

(N.Y.  residents  add  sales  tax.) 


Signature 


Name 


Address 


Apt.  No. 


City 


State 


Zip 


Commodities 


Though  far  from  a  sure  thing,  the  wheat 
versus  corn  spread  described  below  has 
only  infrequently  disappointed  traders. 

AGAINST 
THE  GRAIN 


By  Stanley  W.  Angrist 


Spread  traders,  like  folks  who  fol- 
low the  ponies,  have  their  favorites. 
One  trade  that  is  tracked  by  most 
spreaders  year  in  and  year  out  is 
long  December  wheat/short  De- 
cember corn.  The  rationale  behind 
the  spread  is  simple.  Both  corn  and 
wheat  prices  have  a  tendency  to  de- 
cline during  their  harvest  periods. 
The  spread  is  put  on  during  or  just 
after  the  winter  wheat  harvest,  nor- 
mally in  late  spring  or  early  sum- 
mer, and  it  is  lifted  just  after  the 
corn  harvest  the  following  fall,  in 
early  November.  So  the  wheat  side 
of  the  trade  is  being  bought  when 
wheat  should  be  near  its  seasonal 
low,  and  the  short  corn  side  of  the 
trade  is  being  covered  when  it 
should  be  near  its  seasonal  low.  By 
the  time  the  trade  is  lifted,  wheat 
should  have  recovered  from  its  har- 
vest glut  and  its  prices  should  be  on 
the  rise. 

The  table  gives  the  statistics  for 
the  spread  since  1968.  The  data  can 
be  a  bit  misleading  as  presented.  I 
think  it  is  more  realistic  if  the  larg- 
est gain  of  $1 .24  per  bushel  (made  in 
1973)  and  the  largest  loss  of  90.98 
cents  (in  1976)  are  both  thrown  out. 
With  those  extremes  aside,  the  av- 
erage gain  over  1 1  years  becomes  32 
cents,  while  the  average  loss  for  two 
years  is  only  8  cents. 


Stanley  W.  Angrist  is  a  commodity  specula- 
tor, consultant  and  longtime  observer  of  the 
commodity  markets. 


Recently  wheat  has  been  in  a 
blue  funk,  primarily  because  the 
crop  looks  so  good.  Above-normal 
rainfall  in  May,  accompanied  by  be- 
low-normal temperatures,  created 
an  estimated  yield  of  more  than  40 
bushels  per  acre,  compared  with 
last  year's  36.1  bushels.  On  the 
corn  side,  there  has  been  good  com- 
mercial interest  in  owning  futures 
contracts  for  the  current  crop  year 
as  well  as  corn  for  immediate  deliv- 
ery. However,  we  are  planning  to 
use  December  corn  in  our  spread, 
which  is  a  contract  from  the  next 
crop  year.  Even  though  plantings 
fell  behind  normal  levels  and  cool 
temperatures  inhibited  plant 
growth,  demand  will  be  on  the 
slack  side.  Stocks  are  huge,  and  it 
looks  as  though  the  best  market  for 
new  crop  corn  will  be  the  govern- 
ment loan  program.  I  see  no  reason, 
under  present  conditions,  for  the 
spread  not  to  follow  its  usual  sea- 
sonal tendencies. 

Given  that  history,  and  these  fun- 
damentals, I  would  try  to  buy  De- 


This  year  the  premium  that  wheat 
has  commanded  over  corn  has  var- 
ied between  about  75  cents  and  $1. 
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Vive  la  difference! 

The  December  wheat  versus  De- 
cember corn  spread  is  usually 
put  on  in  late  spring  and  taken 
off  in  mid-fall.  If  a  trader  had 
placed  the  spread  at  the  average 
price  for  late  spring  and  lifted  it 
in  fall,  he  would  have  had  a  prof- 
it in  12  of  the  last  15  years. 

Week  Week 
ended        ended  Potential 
Contract      June  3       Nov  11  gain/(loss) 


Prices  are  cents  per  bushel. 

Source  Sbecirson  American  Express 

cember  wheat/sell  December  corn, 
with  the  wheat  at  no  more  than  95 
cents  over  the  corn.  I  would  look  for 
a  30-cent  ($1,500  per  spread)  profit, 
risking  no  more  than  10  cents  ($500 
per  spread)  from  my  entry  point. 
The  margin  on  this  trade  should  be 
the  margin  required  on  the  wheat 
side,  or  about  $750.  The  round-turn 
commission  on  the  total  spread — 
the  sum  required  on  both  trades — is 
about  $120.  ■ 


This  difference,  history  says, 
should  widen  between  now  and 
the  end  of  the  corn  harvest. 


The  wheat  premium 


1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 


27.47 
1 1 .69 
19.69 
15.44 
25.56 
88.75 

128.35 
77.95 

111.13 
9.03 
69.50 

106.75 

140.75 
91.15 

104.63 


16.41 
19.42 
27.70 
48.07 
89.63 
212.90 
134.50 
95.40 
20.15 
48.00 
130.63 
157.85 
145.95 
151.70 
99.10 


(11.06) 
7.73 
8.01 
32.63 
64.07 
124.15 
6.15 
17.45 
(90.98) 
38.97 
61.13 
51.10 
5.20 
60.55 
(5.53) 
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BOOK 
CLUB 


lust  reading 

;  >out  investment, 
anagement,  leadership. 

lust  reading 

;  tout  personal  finance, 
;  ur  career,  the  economy 

the  whole  world  of 

isiness. 

lust  reading. 

hat's  Fortune  Book  Club. 

5.  Be  Your  Own  Boss:  A  Step-by-Step  Guide  to 
.  nancial  Independence  With  Your  Own  Small 
•lisiness.  Dana  Shilling.  $14.95 

i|5.  Dun  &  Bradstreet's  Guide  to  $Your 
jvestments$"'  1983  (28th  Edition).  C.  Colburn  Hardy 
;  1*5. 95.  The  title  $Your  Investments$  is  a  registered 
,\demark  of  Harper  &  Row,  Publishers,  Inc. 
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Venture  Capital 


Everyone  makes  the  assumption  that  it's 
always  t  >e  public  that  gets  fleeced  when 
hot  i  lew  stock  issues  hit  the  market.  The 
facts  show  something  quite  different. 

GOING  PUBLIC 


By  Thomas  P.  Murphy 


This  is  a  mystery  story.  We  are  in 
the  midst  of  the  biggest  boom  in  the 
history  of  initial  public  offerings — 
companies  selling  stock  publicly  for 
the  first  time.  But  the  offers  are  not 
very  public.  Individual  investors  are 
not  getting  much  of  the  stock.  In 
fact,  almost  none  of  it. 

Let's  quantify  things.  It  adds  up 
to  the  "elephant-in-a-phone-booth" 
suspense.  Going  Public,  a  Philadel- 
phia-based publication,  figures  that 
through  May  1981,  the  previous  rec- 
ord-breaking year  for  initial  public 
offerings,  there  were  102  of  them. 
They  raised  SI. 4  billion.  Through 
May  of  this  year,  you  can  more  than 
double  those  numbers:  210  IPOs 
raised  S3.08  billion. 

That  is  pretty  heady  stuff.  You 
would  guess,  as  in  past  bull  mar- 
kets, that  the  poor,  dumb  public 
was  in  there  frantically  bidding  for 
this  or  that  high-tech  wonder. 

It  wasn't.  In  fact,  the  public  rarely 
gets  a  chance  to  buy  initial  public 
offerings  of  the  good  venture  cap- 
ital-backed companies  that  are 
coming  into  the  public  market. 
Junk  stocks,  penny  stocks — the  nor- 
mal flotsam  of  any  bull  market — 
are,  of  course,  available.  As  always. 
But  the  serious  companies  just 
aren't  available  to  the  public  at  the 
offering  price. 

Why  not?  Where  is  all  this  stock 
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going?  After  all,  we  are  talking 
about  large  numbers.  At  the  current 
pace,  S6  billion  to  S7  billion  may  be 
raised  this  year  in  IPOs  alone. 

Let's  trace  the  cycle  of  how  com- 
panies sell  stock  for  the  first  time. 
Typically,  they,  or  their  venture 
capitalist  investors,  approach  sever- 
al underwriters  for  a  discussion 
about  the  company  and  its  pros- 
pects. If  the  company  is  high  tech- 
nology, or  very  fast  growth,  they  are 
likely  to  want  to  see  one  or  more  of 
the  quartet  with  the  special  cachet 
needed  in  these  fields:  Hambrecht 
&  Quist  or  Robertson,  Colman,  Ste- 
phens &  Woodman  in  San  Francis- 
co; L.F.  Rothschild,  Unterberg  Tow- 
bin  in  New  York;  and  Alex.  Brown 
&  Sons  in  Baltimore. 

The  trouble  is  that  everybody 
has  the  same  brilliant  idea.  While 
these  hot  underwriters  are 
swamped  with  attractive  under- 
writing business,  the  big  retail 
firms — the  wire  houses,  to  use 
Wall  Street  parlance — simply  don't 
see  many  hot  deals.  If  you  cut  your 
teeth  on  Silicon  Valley,  you  prob- 
ably have  never  heard  of  Roger  E. 
Birk,  who  runs  Merrill  Lynch.  But 
Bill  Hambrecht  and  his  company, 
Hambrecht  &  Quist,  now  those  are 
names  with  cachet.  In  Silicon  Val- 
ley every  entrepreneur  wants  to 
talk  to  Bill  Hambrecht.  In  the  East 
it's  Tommy  Unterberg  of  L.F. 
Rothschild,  Unterberg  Towbin. 

That  may  be  clue  one,  then,  to 
why  the  Great  Boom  in  new  issues 
has  bypassed  the  public  stock  buy- 
er. The  Hambrecht  &  Quists  of  this 
world  aren't  major  retailers.  Their 
forte  is  placing  stock  with  institu- 
tional investors. 

So  that's  part  of  the  answer:  The 
big  retail  brokerage  firms  see  little 
hot  stock  in  the  first  place.  And, 
what  little  they  manage  to  get  locat- 
ed is  dispensed  by  eyedropper  to 
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their  retail  offices.  How  do  you  di- 
vide 25  shares  of  a  hot  stock  among 
30  customers'  reps?  You  put  every- 
body's name  in  a  hat,  that's  how.  It 
has  been  a  ritual  in  brokerage  offices 
over  the  past  year. 

Why,  though,  the  pressure  to  buy 
IPOs  in  the  first  place?  Are  the  sell- 
ing companies  and  their  brokers  so 
guileless  that  the  issues  are  grossly 
underpnced? 

No,  of  course  not.  But  there  is 
that  time-honored  "baker's  dozen" 
(you  pay  for  12  and  get  131  thinking 
in  Wall  Street.  It's  called  leaving 
something  on  the  table,  and  in  an 
initial  public  offenng  underwritten 
by  a  good  house  typically  the  goal  is 
a  price  increase  of  10%  to  20%  after 
the  stock  is  issued — that's  what  is 
left  on  the  table.  It  gives  the  under- 
writer a  cushion  in  case  he  miscal- 
culated demand,  and  it  gives  the 
company  a  start  in  public  life  with 
happy  shareholders. 

Making  a  10%  to  20%  profit  is 
not  a  bad  day's  work,  and  a  hot 
issue  can  do  even  better.  So  you 
have  one  reason  that  the  public 
sees  so  littie  of  the  good  stuff.  I 
will  offer  you  a  second  reason.  A 
newsletter  that  follows  this  mar- 
ket— New  Issues,  published  out  of 
Ft.  Lauderdale,  Fla. — has  a  record 
that  also  helps  explain  the  intense 
interest  IPOs  are  getting.  Last  year 
Xeu  Issues  made  19  buy  recommen- 
dations, and  18  of  them  are  up. 
Overall  the  gain  is  120%.  This  year 
the  newsletter  is  coming  on  even 
stronger.  So  far  it  has  had  17  buy 
recommendations,  and  16  of  them 
are  up.  The  average  holding  period 
is  three  months;  the  gain  is  73%. 
Selective  buying  of  IPOs  has  been 
very7  lucrative. 

All  of  this  takes  us  not  to  where 
the  stock  isn't,  but  to  where  it  is. 
Institutional  buyers  get  the  lion's 
share  (and  the  lamb's  share,  tool. 
Some  are  the  go-go  type  hedge 
funds,  "the  high  beta  boys"  as  they 
say  on  The  Street.  Others  are  the 
new  funds,  Merrill  Lynch's  huge  Sci 
Tech  Fund,  for  instance,  with  S800 
million  to  invest.  The  institutions 
are  the  ones  absorbmg  these  IPOs. 
The  pricing  doesn't  seem  to  scare 
them,  they  are  big  buyers,  and  they 
tend  to  hold  on  once  they  have 
bought. 

It  is  a  big  elephant,  this  1983  IPO 
market.  It's  also  a  big  new  phone 
booth.  ■ 
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The  basic  trend  of  interest  rates  is  still  up, 
and  when  the  markets  collide  with  that 
fact,  the  crash  is  likely  to  be  resounding. 

EUPHORIA  RUNS 
AMOK 


By  Ashby  Bladen 


The  most  important  thing  for  in- 
vestors to  understand  today  is  that 
the  financial  markets  are  on  a  colli- 
sion course  with  reality.  They  are 
increasing  rapidly  on  the  assump- 
tion that  last  fall  we  won  a  famous 
victory  over  inflation  and  so  the 
fundamental  direction  of  interest 
rates  is  now  down.  Unfortunately, 
the  truth  is  that  we  lost  the  battle 
against  inflation,  for  the  fourth 
time  in  16  years.  And  the  basic 
trend  of  interest  rates  is  still  up,  as 
it  has  been  for  more  than  one-third 
of  a  century.  Markets  have  a  life  of 
their  own,  and  they  can  ignore  re- 
ality indefinitely.  But  they  cannot 
ignore  it  forever,  and  the  collision, 
whenever  it  comes,  is  likely  to  be 
explosive. 

During  an  inflation,  debts,  in- 
comes and  current-dollar  GNP  all 
grow  at  about  the  same  rate,  but  the 
burden  of  debt  service  charges  rises 
considerably  faster  than  the  in- 
comes from  which  they  have  to  be 
paid.  It  is  not  the  debts  themselves 
but  the  growing  difficulty  of  repay- 
ing them  that  causes  financial  trou- 
ble. And  there  are  two  reasons  infla- 
tion pushes  up  debt  service  charges 
faster  than  incomes. 

First,  as  the  inflation  worsens, 
lenders    demand    higher  interest 
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rates  to  compensate  themselves 
for  the  declining  real  value  of 
their  principal.  Second,  the  length 
of  time  for  which  they  are  willing 
to  make  loans  grows  steadily 
shorter  because  the  rising  level  of 
interest  rates  causes  losses  in  the 
market  value  of  long-term  loans 
while  the  inflation  reduces  their 
real  value  even  more.  Thus,  higher 
interest  rates  and  faster  principal 
paybacks  take  a  bigger  piece  out  of 
debtors'  incomes,  even  though  the 
debts  themselves  are  not  rising 
faster  than  nominal  incomes. 

The  effect  of  20  years  of  accelerat- 
ing inflation  has  been  to  shorten 
dramatically  the  period  for  which 
lenders  are  willing  to  make  loans. 
But  the  time  in  which  the  produc- 
tive assets  that  those  loans  finance 
pay  for  themselves,  by  increasing 
the  efficiency  of  human  efforts,  has 
not  shrunk  correspondingly.  Before 
the  inflation  became  serious,  insti- 
tutional investors,  like  the  life  in- 
surance company  I  work  for,  used  to 
make  long-term  loans  that  could  be 
paid  off  out  of  the  earnings  of  the 
factories  and  machines  that  the 
loans  were  used  to  buy.  But  today 
the  average  maturity  of  our  loans  is 
barely  more  than  five  years,  and  the 
interest  rate  is  so  high  that  very 
little  of  the  earnings  the  assets  pro- 
duce is  left  over  to  apply  against  the 
principal. 

That  means  that  the  solvency  of 
the  borrower  now  depends  on  his 
ability  to  refinance  the  loan  when  it 
matures.  I  hope  that  the  loans  we 
are  making  are  sufficiently  conser- 
vative that  refinancing  will  not  be  a 
problem.  But  if  all  lenders  were  be- 
ing that  conservative,  you  would  be 
hearing  even  more  screams  about 
the  inadequate  availability  of  credit. 

It  it  were  not  for  political  poli- 
cy, these  considerations  would 
cause  prudent  lenders  to  cease  fi- 


nancing overextended  borrowers. 
Eventually,  borrowers  who  needed 
accommodation,  not  to  finance  a 
new  investment  but  to  refinance  a 
maturing  debt,  would  have  to  sell 
their  assets  for  whatever  they 
would  bring  in  order  to  avoid 
bankruptcy.  Others  would  see 
their  assets  foreclosed  and  sold  by 
their  creditors. 

Today  political  policy  greatly 
complicates  the  picture.  The  situ- 
ation I  just  described  is  deflation. 
After  the  traumatic  experience  of 
the  1930s,  deflation  is  politically 
unthinkable.  In  fact,  political  im- 
peratives have  dominated  Fed  poli- 
cy for  many  years.  When  inflation 
gets  bad  enough  to  become  unpop- 
ular, the  Fed  pursues  a  restrictive 
anti-inflationary  policy  to  the  very 
brink  of  victory.  But  at  the  first 
real  sign  of  deflation  it  beats  a 
hasty  retreat  and  floods  the  mar- 
ket with  borrowable  funds.  That 
restores  the  market's  confidence 
that  it  will  not  be  pushed  over  the 
brink  into  deflation,  and  people 
are  emboldened  to  borrow  more  in 
order  to  buy  real  things  as  infla- 
tion hedges. 

During  the  latest  crunch  the 
American  business  community 
drastically  reduced  its  investment 
in  inventories  in  order  to  pay  down 
its  debts.  But  now  that  the  upturn 
is  here,  no  red-blooded  American 
businessman  is  going  to  sacrifice 
market  share  for  lack  of  product  to 
ship.  Instead  he  will  borrow  in  order 
to  rebuild  his  inventory.  So  from 
now  on  both  business  demands  for 
credit  and  industrial  commodity 
prices  will  be  rising. 

The  most  important  reason  inter- 
est rates  will  go  up  is  that  after  20 
years  of  constant  losses  in  the  bond 
market  nobody  wants  to  make 
loans  or  hold  bonds  just  for  the  in- 
terest income.  They  will  shoot  for 
capital  gains  or  try  to  nail  down  a 
wide  yield  spread  by  borrowing 
short  and  lending  long,  so  long  as 
they  believe  that  the  Fed  will  keep 
on  pushing  interest  rates  down  to 
combat  the  recession.  That  is  how 
they  express  the  euphoria  that 
springs  from  not  having  been 
pushed  over  the  brink  into  defla- 
tion. But  that  will  last  only  until  we 
have  to  face  up  to  the  reality  of 
rising  production,  prices  and  credit 
demands.  The  season  for  euphoria 
has  passed.  ■ 
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Miles  Laboratories    10 

Mitel  (Canadal    93 

Mobil   :.   164 

Mohasco    126 

Morgan  Guaranty  Trust   40 

NCNB    163 

Nippon  Electric  (lapanl    93 

Nippon  Telegraph  &  Telephone    8 

Nissan  llapan)   10 

Nitsuko  llapan)   93 

Northern  Telecom  |Canada|   49,  93,  148 

Northwest  Inds    98 

Norton  Simon    49 

Nova  Pharmaceutical    36 

Oak  Investment  Partners   40 

Ohio  Casualty    166 

Owens-Coming  Fiberglas    8 

PNC  Financial   83 

Pan  Am    163 

Pan  Atlantic  Group   144 

P&O  Steam  Navigation  |U.K.|    144 

Petro-Lewis   163 


Pillsbury    18,  77 

Plessey  |U.K.)   93 

Pogo  Producing  98 1 

Porsche  A  G  |W  Germany)   92 

T  Rowc  Price   158 

Procter  is.  Gamble    721 

PCC   144 

RCA    18 

Ralston  Purina   10 

Redirfusion  (U.K.)  126 

Reliance  Group  Holdings    12| 

Republic  Insurance  Group   144 

R.J.  Reynolds    10 

Reynolds  Inds    166 

Rio  Tinto-Zinc  (U.K.)   128| 

Robertson,  Colman, 

Stephens  is;  Woodman   1721 

Rolm    93] 

L  F  Rothschild,  Unterberg 

Towbin   40,  172 

Ryder  System    12 

Safeway  Stores   128 

Salomon  Brothers    129 

I  Henry  Schroder    36 

Sears,  Roebuck    126,  164 

Siemens  |W  Germanyl    93 

Standard  Oil  of  Calif    10 

Stanley  Works    126 

Student  Loan  Marketing  Assoc    129 

Syntex    164. 

Synthetic  Fuels  Corp    14 

TRW    6,  77,  102 

Tandy    48,  164 

Texaco    10,  166 

Texas  Instruments    44,  48,  168 

Textron"   40 

13-30  Corp    10 

Thompson-CSF  IFrancel    93| 

Thorndike,  Doran, 

Paine  &  Lewis    141 

3M    77 

TIE/commumcations    931 

Timberland   8 

Timken    128 

Toyota  llapan)  301 

Trafalgar  House  (U.K.I    144 

Trans  World  Corp    163 

Transamenca   12 

Transatlantic  Fund   160 

Twentieth  Century  Ultra  Fund    160 

U-Haul    126 

Ungermann-Bass    40 1 

U.S.  Health  Care  Systems    40 

U.S.  Windpower    132 

United  Technologies   77,    93,  132 

Vanguard  Fund    160 

Vision  Hire  (U  K.I   126 

Wang  Laboratories    44,  164 

Waste  Management    164 

Webb    10 

Webcor  Electronics    49| 

Wendy's    18 

Westinghouse    132 

Weyerhaeuser    49 1 

Windsor  Fund    49 

Winnebago    126 

Xerox   10 

Xoil  Energy  Resources    35! 

Ztel    931 


Do  you  know  anybody 
who  is  somebody  in  business 
who  does  not  read 
Forbes  Magazine? 

Forbes: 
CapitalistTool 
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Flashbacks 


Edited  by  Dero  A.  Saunders 


"The  more  things  change. . . ." 
Items  from  past  issues  of  Forbes 

Sixty  years  ago  in  Forbes 

(From  the  issue  of July  21,  1923) 


Forest  of  derricks  at  Signal  Hill,  Calif, 
owned  by  the  city  of  Long  Beach 


"Almost  overnight,  it  seems,  Califor- 
nia, with  a  total  production  of  nearly 
three-quarters  of  a  million  barrels  of 
oil  a  day,  35%  of  the  country's  entire 
output,  has  become  the  dominating 
factor  in  the  world's  petroleum  indus- 
try. Here  new  wonder  oil  pools  in  the 
Los  Angeles  Basin,  at  Huntington 
Beach,  Signal  Hill  and  Santa  Fe 
Springs  not  only  give  California  this 
supreme  distinction,  but  they  are 
shattering  all  records.  .  .  .  From  a  pres- 
ent defined  area  of  less  than  5,000 
acres,  these  new  fields  alone  are  pour- 
ing forth  daily  more  than  half  a  mil- 
lion barrels  of  high-grade  crude  oil. 
And  this  is  with  a  curtailment  pro- 
gram in  effect  whereby  30%  of  poten- 
tial production  is  held  back." 

"Without  question,  the  serious  fall  in 

stock  market  values  has  exercised  a 
depressing  influence  upon  business. 
Pessimism  has  been  aggravated  by  a 
series  of  big  brokerage  failures,  both 
off  and  on  the  stock  exchange,  entail- 
ing liabilities  running  into  two  or 
three  scores  of  millions  of  dollars.  .  .  . 
This  panicky  state  of  affairs  in  Wall 
Street  brought  lower  and  lower  stock 
quotations  and  had  a  distinctly  dis- 
turbing effect  upon  industry." 

"All  recent  testing  of  voters  reveals 
that  President  Harding  wins  more 
votes  than  any  other  presidential  pos- 
sibility with  the  exception  of  Henry 
Ford.  And  it  is  everywhere  accepted 
that  Mr.  Ford  will  not  be  endorsed  by 


either  of  the  regular  party  managers. 
Also,  the  prevailing  opinion  in  re- 
sponsible circles  is  that,  should  Ford 
run  on  a  third  ticket,  he  would  simply 
insure  the  triumph  of  the  Republi- 
cans. The  political  outlook,  therefore, 
is  not  gravely  worrying  high-ups." 

"Brakes  on  all  four  wheels  are  now 

shown  on  a  dozen  American  cars,  the 
construction  differing  as  yet  in  many 
details.  At  three  or  four  periods  since 
1 900  French  and  English  engineers  and 
manufacturers  have  proved  that  brake 
equipment  for  the  front  wheels  is  val- 
uable for  emergencies,  and  this  time 
the  improvement  may  stick.  .  .  ." 

Fifty  years  ago 

(July  15,  1933) 

"Iowa  bakers  beat  a  hasty  retreat  when 
they  read  Secretary  of  Agriculture 
[Henry  A.]  Wallace's  sharp  warning 
against  their  reported  60%  rise  in  bread 
prices.  They  said  they  would  try  to 
keep  price  advances  within  actual  ad- 
ditional costs.  .  .  .  Higher  wheat  prices 
and  the  soon-to-be-applied  processing 
tax  on  wheat  flour,  the  Iowa  Bakers 
Association  had  announced,  mean 
much  higher  costs;  therefore,  they 
would  have  to  raise  the  price  of  their 
pound  loaf  of  bread  from  five  cents  to 
eight  cents.  Secretary  Wallace,  in  re- 
ply, pointed  out  that  the  increase  in 
cost  was  only  1  lh  cents  a  loaf;  inferred 


^'4 


Financier  Floyd  Odium  amassed  a  huge 
fortune  in  the  Depression  by  buying  up 
undervalued  investment  trust  shares 


that  the  proposed  increase  in  price  was 
unjustified;  and  reminded  the  bakers 
that  he  had  full  power  to  prevent  unrea- 
sonable price-lifting." 

"The  sale  of  lubricating  oil  in  unit 
packages  that  cannot  be  tampered  with 
is  gaining.  In  a  test  recently  made  in 
three  middlewestern  cities,  filling  sta- 
tions found  that  their  motor  oil  sales 
increased  25%  through  use  of  the  new 
type  of  container.  It  has  been  claimed 
that  25%  of  the  time  a  customer  asking 
a  filling  station  for  a  trademarked  brand 
of  oil  becomes  the  victim  of  substitu- 
tion or  adulteration.  The  new  cans 
make  this  impossible,  and  seem  to 
increase  purchasers'  confidence." 

Twenty-five  years  ago 

(July  15,  1958) 

"The  prosperity  [in  France]  has  to  be 
seen  to  be  believed.  In  April,  French 
industrial  production  was  surging  an 
amazing  67%  ahead  of  the  1952  aver- 
age and  more  than  10%  ahead  of  1957. 
As  against  some  20  million  working 
Frenchmen,  there  were  just  over 
20,000  drawing  unemployment  com- 
pensation. Were  it  not  for  the  hun- 
dreds of  thousands  of  Italian  and  Alge- 
rian immigrant  workers,  whole  seg- 
ments of  French  industry  would  have 
to  shut  down  for  lack  of  help.  Cars, 
refrigerators  and  other  gadgets,  once 
beyond  the  reach  of  most  Frenchmen, 
are  fast  becoming  commonplace." 

— Malcolm  S.  Forbes 

"Ambitious  Leopold  D.  Silberstein, 

the  German-born  refugee  industrial- 
ist, [last  month]  stepped  aside  as  presi- 
dent of  battle-scarred  Penn-Texas 
Corp.,  thus  writing  an  almost  certain 
finis  to  a  fantastic  empire-building 
spree.  Into  his  place  stepped  the  man 
who  had  actually  pulled  the  chair  out 
from  under  him,  his  archrival  Alfons 
(Art)  Landa,  60,  a  Washington  lawyer 
with  a  pronounced  proficiency  for 
waging  proxy  fights." 

"With  U.S.  exports  down  25%  this 
year  and  foreign  nations  (especially 
Britain,  the  Netherlands  and  Japan) 
building  up  their  gold  and  dollar  re- 
serves to  $33.4  billion  (a  jump  of  $546 
million)  in  the  first  quarter,  there  was 
excitable  talk  about  the  prospects  of 
an  increase  in  the  price  of  gold  from 
the  sacrosanct  $35  an  ounce,  which 
has  remained  unchanged  since 
1934.  .  .  .  Some  U.S.  speculators  were 
talking  about  a  price  of  $50.  .  .  ." 
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One  machine  can  work 
of  50  ordinary  m<     But  no 
machine  can  do    e  work  of 
one  extraordin.-uy  man. 
Elbert  Hub*  *  rd 


Common  sense  is  not 
so  common. 
Voltaire 


When  you  can  do  the  common 
things  of  life  in  an  uncommon 
way,  you  will  command  the 
attention  of  the  world. 
George  Washington  Carver 


Genius  is  the  very  eye  of 
intellect  and  the  wing  of 
thought;  it  is  always  in 
advance  of  its  time,  and  is 
the  pioneer  for  the  generation 
which  it  precedes. 
William  Simms 


Thank  God  for  the  creative 
ideas  that  enrich  life  by 
adding  your  own  creative 
contributions  to  human  progress. 
Wilfred  Peterson 


A  Text . . . 

But  by  the  grace  of  God 
I  am  what  I  am:  and  his 
grace  which  was  bestowed 
upon  me  was  not  in  vain; 
but  I  laboured  more 
abundantly  than  they  all: 
yet  not  I,  but  the  grace 
of  God  which  was  with  me. 
I  Corinthians  15:10 


Sent  in  by  John  C  Holderfield,  High  Point, 
N.C.  What's  youi  favorite  text?  The  Forbes 
Sciapbook  of  Thoughts  on  the  Business  of 
Life  is  presented  to  senders  of  texts  used. 


If  the  spirit  of  business 
adventure  is  dulled,  this 
country  will  cease  to  hold  the 
foremost  position  in  the  world. 
Andrew  Mellon 


Thoughts 

on  the  Business  of  Life 


To  rise  above  the  level  of 
a  machine,  a  man  must  develop 
the  power  of  thinking.  Become 
a  thinker,  learn  to  produce 
useful,  valuable  thoughts  and 
ideas,  and  no  machinery  will 
ever  be  able  to  displace  you. 
Rule-of  thumb  methods  no 
longer  suffice  for  either 
nation  or  individual.  New 
formulas  must  be  the  product 
of  hard,  serious,  sustained, 
clear-headed  thinking. 
B.C.  Forbes 


Notice  carefully  that 
sound  judgment  must  precede 
the  exercise  of  initiative. 
Charles  Gow 


Curiosity  is  idle  only  to 
those  who  fail  to  realize 
that  it  may  be  a  very  rare 
and  indispensable  thing. 
James  Harvey  Robinson 


We  live  in  deeds,  not  years; 
in  thoughts,  not  breaths;  in 
feelings,  not  in  figures  on 
a  dial.  We  should  count  time 
by  heartthrobs.  He  most  lives 
who  thinks  most,  feels  the 
noblest,  acts  the  best. 
Philip  James  Bailey 


While  democracy  must  have 
its  organization  and 
controls,  its  vital  breath 
is  individual  liberty. 
Charles  Evans  Hughes 


More  than  3,000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a  574- 
page  book  at  $13.95.  Send  check  and  order 
to:  Forbes  Inc.,  60  Fifth  Ave.,  New  York,  N.Y. 
10011  Add  appropriate  sales  tax  on  New 
York  State  orders. 


The  men  of  action  are, 
after  all,  only  the 
unconscious  instruments 
of  the  men  of  thought. 
Heinrich  Heine 


Think  and  do  things  in 
order  of  their  importance. 
Henry  L.  Doherty 


Whatever  one  man  is  capable 
of  conceiving,  other  men 
will  be  able  to  achieve. 
Jules  Verne 


It  hinders  the  creative  work 
of  the  mind  if  the  intellect 
examines  too  closely  the 
ideas  as  they  pour  in. 
Johann  Schiller 


A  wise  man  makes  his  own 
decisions,  an  ignorant  man 
follows  public  opinion. 
Chinese  Proverb 


Whoso  would  be  a  man  would 
be  a  nonconformist. 
Ralph  Waldo  Emerson 


I  think  to  myself  how  many 
exercise  their  bodies,  how 
few  their  minds. 
Seneca 


No  one  has  to  become  muscle- 
bound  by  exercising  the  mind. 
Robert  Half 


I  fear  uniformity.  You 
cannot  manufacture  great 
men  any  more  than  you  can 
manufacture  gold. 
John  Ruskin 


Bring  me  men  to  match  my 
mountains,  bring  me  men  to 
match  my  plains,  men  with 
empires  in  their  purpose, 
and  new  eras  in  their  brains. 
Sam  Foss 
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The  Observer's 
Perspective. 

Thunderbird  is  from 
a  new  school  of  auto- 
motive design.  A  school 
which  holds  that  every 
part  of  a  car  should 
contribute  to  its  overall 
integrity',  both  for  the 
road  and  the  driver. 
The  primary  evidence: 
Thunderbird's  unique 
new  shape.  Not  only 
does  its  new  shape 
need  less  horsepower 
to  move  through  the 
air,  its  shape  actually 
reduces  lift  for  improved 
directional  control  and 
stability.  The  doors 
curve  up  into  the  roof 
to  reduce  wind  turbu- 
lence and  buffeting  for 
less  wind  noise  and 
better  airflow  efficiency. 
Even  the  drip  rails  are 
concealed  inside  to 
catch  the  rain,  not  the 
wind.  Thunderbird. 
Even  the  way  it  looks 
helps  the  way  it  drives. 


The  Driver's 
Perspective. 


There  is  one  place 
where  you  can  fully  ap- 
preciate Thunderbird's 
engineering:  Behind 
the  wheel.  A  lightweight 
V-6  engine  provides 
responsive  perform- 
ance. The  automatic 
transmission  is  equip- 
ped with  a  locking  tor- 
que converter  that  links 
engine  and  transmission 
for  more  efficient  use 
of  engine  power.  The 
power-assisted  variable 
ratio  rack  and  pinion 
steering  is  quick  and 
precise.  And  a  modified 
MacPherson  strut  front 
suspension  and  gas- 
filled  struts  and  shocks 
give  consistent  ride 
quality  and  road  han- 
dling characteristics  no 


matter  what  the  road 
condition.  Thunderbird 
responds  to  commands 
as  if  it  were  an  exten- 


Pure  Form. 
Pure  Function, 

Thunderbird. 


sion  of  the  five  senses. 
It  is  a  drivers  car. 

The  Link  between 
Man  and  Machine. 

Thunderbird's  inte- 
rior is  designed  around 
the  driver  for  a  height- 
ened sense  of  comfort 
and  command.  The  steer- 
ing wheel  is  located  in 
such  a  way  as  to  keep 
your  arms  comfortable. 
Climate  and  entertain- 
ment controls  are  cen- 
trally placed,  an  easy 
reach  away.  And  all 
power-option  controls 
are  nestled  in  the  cen- 
tral console  center. 

In  other  words, 
Thunderbird  fits  you. 

Thunderbird  in 
Total.  

Thunderbird  is  a 
new  blend  of  aerody- 
namics, performance, 
comfort  and  control.  It 
represents  a  new  kind 
of  car  that  from  any 
perspective  is  a  turning 
point  in  American  road 
machines.  Pure  form. 
Pure  function.  Pure 
Thunderbird. 

Mileage  estimate:  29  est.  hwy., 
[ITj  EPA  est.  mpg.  For  compar- 
ison. Your  mileage  may  differ 
depending  on  speed,  distance, 
and  weather.  Actual  highway 
mileage  and  California  ratings 
lower. 

Get  it  together  — 
Buckle  up. 


Have  you  driven  a  Ford  . 
lately? 


"Everyone  in  my  company  is  buying 
different  kinds  of  computer  equipment. 
It's  costing  us  a  fortune.  I  need  a  computer 
system  network  that's  available  now. 
Who's  got  one?" 


"Gould." 


has  developed  a  distributed  computer\etwork  with  workstations  that  can 
tie  financial,  administration  and  text  management  environments  to  design  and 
iring  functions,  while  connecting  them  all  to  manufacturing  and  distribu- 
rompuiers,  up  through  high-performance  32*bit  minicomputers,  are  only  one 


|  rapidly  expanding  electronics  markets  in 
slated  technologies  and  products.  The  others 
measurement,  medical  instrumentation,  defen 
tonents  and  materials.  For  more  infor- 
mapon  about  our  growth  strategy,  write: 
Gould  Inc.,  Department  B,  10  Gould  Center, 
Rolling  Meadows,  IL  60008. 


Gould  is  concentrating  its 
re  factory  automation,  test 
systems,  and  electronic 


GOULD 

Electronics 
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I  HE  CASH  MANAGERS 

RE  GOING  TO  GET  YOU  . . . 


ato  otm  m  3MV)N!tnns 
doir    in  ana  avoNnima 
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. . .  SO,  WHICH  ONE 
SHOULD  YOU  CHOOSE  ? 
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The  most  successful  engine  transient 
in  automotive  historyjui  1  s  ms 

 umw  

Mercedes-Benz  transferred  the  best-performing  engine  in  diesel  annals 
from  the  record  books  to  the  production  line-creating  the  best-performing  diesel  automobile 
in  America,  if  not  the  world:  the  swift,  smooth,  highly  civilized  300D  Turbodiesel  Sedan. 


flE'ive  cylinders,  turbocharged, 
IT  so  intent  on  high  perfor- 
mance that  its  pistons  would 
foe  constantly  cooled  by  auto- 
Jrrtatic  injections  of  oil-it  was  a 
[radical  new  breed  of  diesel 
tngine  that  Mercedes-Benz 
Designed. 

But  instead  of  rushing  it 
Into  production,  the  engineers 
first  raced  it  around  the  high- 
speed Nardo  circuit  in  Italy— 
Ijmounted  in  the  C-lll/3  re- 
search vehicle  shown  in  the 
(background  at  left. 

Circulating  for  12  continu- 
ous hours  at  an  average  of  195  mph, 
the  C-lll/3  and  its  amazing  new 
power  plant  proceeded  to  estab- 
lish nine  new  world  speed  and 
endurance  records.  No  diesel  had 
ever  gone  this  far,  this  fast  before. 
iAnd  perhaps  no  record-setter  had 
ever  run  so  frugally  before.  The 
lt-lll/3's  fuel  mileage  for  12  hours 
||t  almost  200  mph:  14.7  mpg. 
The  point  had  been  made.  The 
^formance  diesel  engine  was 
ven.  Sufficiently  so  that  its  de- 


was  then  carried  over  to  the 
duction  line  virtually  intact. 

is  now  found  beneath  the 
d  of  the  300  D  Turbodiesel 
dan  shown  here. 
The  result  is  the  best-perform- 
g  production  diesel  automobile 
America,  if  not  the  world. 


Powerful  3-liter,  5-cylinder  turbodiesel  engine  lends 
the  300  D  unrivaled  performance. 

Generating  vivid  acceleration  and 
muscular  passing  power;  cruising 
ease  all  but  indistinguishable  from 
gasoline-powered  cars-  and  EPA 
fuel  mileage  figures  of  [27]  mpg 
city  est.  and  33  hwy* 

Chassis  to  match 

The  300  D's  engine  performance 
is  complemented  by  its  over-the- 
road  performance. 

"The  300  D's  success  in  striking 
a  balance  between  ride,  comfort 
and  handling  response  is 
equaled  by  less  than  a  handful 
of  other  cars  in  the  world," 
reports  one  American  auto- 
motive journal. 

That  highlights  one  key  dif- 
ference between  the  300  D  and 
common  luxury  sedans.  An- 
other is  driving  pleasure;  this 
must  be  one  of  the  nimblest 
l'/2-ton  automobiles  afoot.  Its 
highly  refined  fully  independent 
suspension  system  means  that 
you  can  cover  ground  quickly  in 
this  car-even  if  the  ground  is  full 
of  chuckholes,  sudden  curves,  or 
other  rude  surprises. 

The  cabin  meanwhile  affords 


civilized  comfort  for  five  per- 
sons. This  is  more  than  a 
matter  of  trappings  and  gad- 
getry.  The  300 D  is  a  solid 
machine,  secure-feeling  even 
in  extremes.  Careful  aerody- 
namic detailing  of  the  exterior 
helps  keep  it  almost  eerily  free 
of  wind  noise.  Your  body  is 
rested  in  carefully  contoured, 
heavily  padded  seats  specifi- 
cally designed  to  cope  with  the 
physical  stress  of  prolonged 
driving. 

Amenities  are  plentiful. 
Automatic  climate  control, 
electronic  AM/FM  stereo  radio 
and  cassette  player,  electric  win- 
dow lifts-few  if  any  reasonable 
creature  comforts  are  not  fitted  as 
standard. 

The  300 D  incorporates  120 
safety  features  as  standard  equip- 
ment as  well. 

Proven  on  paper  and  on  the  road 

Proof  of  the  300  D's  worth  can 
be  found  on  any  road  in  America. 
It  is  amplified  on  paper-in  the 
record  that  this  car  has  compiled 
for  retaining  its  value. 

After  the  first  three  years,  in 
fact,  the  300  D  Turbodiesel  Sedan 
has  been  shown  to  retain  an  aver- 
age of  80  percent  of  original  value, 
at  retail.  Proof,  indeed. 

''EPA  estimate  for  comparison  purposes. 
The  mileage  you  get  may  vary  with  trip 
length,  speed  and  weather.  Actual  high- 
way mileage  will  probably  be  less. 

©1983  Mercedes-Benz  N.A..  Inc.,  Montvale,  N.J. 
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TODAY  IT'S  EASIER  TO  INVEST 
IN  ATWELVE  STORY  BUILDINC 


MMMM.K 


EQUITEC  83 
REAL  ESTATE  INVESTORS 

Equitec  offers  a  real  estate  limited  partner- 
ship investment  that  can  give  you  benefits  of 
real  estate  ownership  and  help  to  ease  the 
worries  associated  with  high  interest  rates, 
tenant  selection,  and  maintenance. 

Equitec  83  Real  Estate  Investors  is  also 
structured  to  provide  other  benefits,  such  as: 

□  Distributions  froi  operating  cash  flow 

□  Appreciation  in  Vc  le  of  properties. 

□  Deductions  in  the  early  years  of  oper- 
ation sufficient  to  shelter  distributions 


from  operating  cash  flow  from  income. 

Capital  raised  for  Equitec  83  Real  Estate 
Investors  is  invested  in  income  producing 
real  estate  (or  unimproved  real  estate  which 
is  being  developed,  or  is  expected  to  be 
developed  within  a  reasonable  time). 

If  these  possible  benefits  fit  your 
investment  objectives,  why  not  explore  the 
advantages  and  opportunities  of  Equitec  83 
Real  Estate  Investors.  If  you  would  like  to 
request  additional  information,  call  Donald 
Mitchum  at  either  of  these  toll  free  numbers: 
800-445-9020(Nationwide)  or  800-445-905^ 
(California  only). 


;  THAN  A  SIX  ROOM  HOUSE 


>75,000,000 

150,000  Units/ $500  Per  Unit 
Minimum  Investment  6  Units  ($3,000) 
1  Units  ($2,000)  for  I  RAs  and  Keogh  plans 
Requirements  may  vary  in  some  states.) 


'his  material  is  neitheran  offertosell  nora  solicitation  of  an  offer  to  buy 
ny  of  these  units  The  offer  is  made  by  Prospectus  only. 

This  advertising  is  not  an  offering.  No  offering  is  made  except  by 
rospectus  filed  with  the  Attorney  General  of  the  State  of  New  York  and 
ie  Attorney  General  of  the  State  of  New  lersey.  Neither  the  Attorney 
ieneral  of  the  State  of  New  York  nor  the  Attorney  General  of  the  State  of 
lew  lersey.  or  the  Bureau  of  Securities  of  the  State  of  New  lersey  has 
assed  on  or  endorsed  the  merits  of  the  offering  Any  representation  to 
ie  contrary  is  unlawful 
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Paging  Mrs.  Grundy 

At  least  one  major  newspaper  has  decided  tc 
drop  columnist  George  Will  on  the  ground: 
that  Will  gave  some  private  advice  to  candi 
date  Ronald  Reagan  in  the  1980  presidentia 
campaign.  The  indignant  newspaper  claimee 
Will  thereby  violated  journalistic  ethics.  Wha 
unctuousness  on  that  paper's  part,  what  ns 
ible  self-righteousness!  Has  no  one  in  th< 
Washington  press  corps  ever  publicized  a  pe 
politician  or  a  pet  cause  in  exchange  for  a  so 
called  scoop?  Do  reporters  come  by  their  ex 
George  Will  clusives  through  sheer  intuition?  Is  there  nc 

  quid  pro  quo?  And  isn't  a  strong  point  of  view 

expected  of  opinion  columnists?  George  Will  has  more  historica 
perspective  than  all  the  other  Washington  pundits  put  together.  The 
stately  clarity  of  his  prose  fills  me  with  envy  and  sets  a  standard  the 
rest  of  us  can  only  aspire  to.  Six  cheers  for  the  best  political  essayis' 
since  Walter  Lippmann. 

You  don't  have  to  be  Hungarian  . . . 

Hungary  probably  ranks  with  Tierra  del  Fuego  and  Timor  as  places  o: 
least  interest  to  American  businessmen.  Nevertheless,  I  highly  rec 
ommend  Lawrence  Mmard's  interview  with  Hungarian  economisi 
Janos  Kornai.  Page  64.  It's  a  great  read. 

A  long-lasting  summer  job 

Since  finishing  his  Hungary  articles,  by  the  way,  Laury  Minard,  hie 
wife,  Elizabeth,  and  daughter,  Sara,  have  departed  London,  where 
Laury  served  four  years  as  our  European  Bureau  Manager.  They  are  now 
in  Los  Angeles,  where  he  has  taken  over  as  chief  of  our  bureau  for  the 
West  Coast  and  Pacific  Basin.  Aged  33,  Laury  joined  Forbes  in  1974  as  £ 
summer  researcher  while  he  was  working  toward  his  Ph.D.  in  econom- 
ics and  soon  decided  to  chuck  academic  economics  for  journalistie 
economics.  Since  then  he's  written  about  everything  from  Wall  Street 
to  the  weaknesses  of  the  Saddam  Hussein  government  in  Iraq.  In  his 
new  assignment  Laury  expects  to  devote  a  good  deal  of  attention  tc 
Japan  and  the  Pacific.  Little  wonder.  Born  in  Seattle,  raised  partly  ir 
Alaska,  he  spent  his  youth  gazing  toward  the  Orient. 

A  beautiful  swan  song 

Jonathan  Greenberg  is  only  25,  but  he  has  already  developed  many  oi 
the  skills  of  a  veteran  reporter.  It  shows  in  the  piece  entitled  "The  rise 
and  well-cushioned  fall  of  Robert  Sutton."  Starting  on  page  34  of  this 
issue,  this  story  of  a  less  than  lovable  rogue  carries  a  profound  moral 
for  our  times.  Forbes,  alas,  is  losing  Jonathan  Greenberg.  He's  em- 
barking on  a  new  career  as  a  television  scriptwriter.  Our  loss.  Holly- 
wood's gain. 

A  cheap  source  of  long-term  capital 

Way,  way  back  in  the  new  issues  boom  of  1967-68,  a  principal  of  one 
of  the  then  hottest  companies  told  Senior  Editor  Howard  Rudnitsky 
why  selling  stock  to  the  public  was  a  great  deal  for  him.  "Why,"  he 
exulted,  "it's  free  long-term  capital."  Cynical  but  realistic,  the  com- 
pany took  its  free  capital  and  many  of  the  early  shareholders  took  a 
hosing.  Same  thing  is  happening  again  on  a  huge  scale,  Richard  Stern 
and  Laura  Saunders  report  in  "Doesn't  anyone  remember?"  Page  31. 

(  /  Editor 
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July  5,  1983 


Seafirst  Corporation 


has  merged  with 


BankAmerica  Corporation 


The  undersigned  initiated  this  transaction,  assisted  in 
the  negotiations  and  acted  as  financial  advisor 

to  Seafirst  Corporation. 


Salomon  Brothers  Inc 


One  New  York  Plaza,  New  York,  New  York  10004 
Atlanta,  Boston,  Chicago,  Dallas,  London  (affiliate) 
Los  Angeles,  San  Francisco,  Tokyo  (affiliate) 
Member  of  Major  Securities  and  Commodities  Exchanges 


Trends 


Sporting  proposition 

Always  tough  on  the  gridiron,  the 
University  of  Alabama  is  now  betting 
$1.4  million  that  it  can  beat  General 
Motors  at  the  game  of  cost  control. 
Last  August  GM  announced  plans  to 
close  its  Rochester  Products  carbure- 
tor plant  in  Tuscaloosa,  citing  $2  mil- 
lion in  excess  costs.  Together  with 
the  United  Auto  Workers,  local  man- 
agers trimmed  expenses  at  the  200- 
worker  plant  by  $1.53  million  a  year, 
but  that  wasn't  enough  to  save  the 
plant.  In  stepped  'Bama  with  a  wager. 
The  school  would  lease  the  operating 
factory  for  three  years  as  an  "Applied 
Research  Facility."  Under  the  terms 
of  the  agreement,  Alabama's  engi- 
neering and  business  professors  must 
cut  another  $470,000  per  year  in  costs 
or  the  university  will  pay  the  differ- 
ence. If  the  'Bama  cost-savings  plans 
require  investments,  they  will  be 
funded  by  a  capital  trust  to  which 
each  employee  contributes  $1.40  an 
hour,  repayable  by  GM  when  the 
three-year  term  ends.  Meanwhile, 
Alabama  will  also  use  the  factory  for 
on-site  classes  in  its  practice  of  indus- 
trial management. 


Pontiac  places  its  bets 

Pontiac  general  manager  William 
(Bill)  Hoglund  is  putting  his  bets  for 
1984  on  a  brand-new  mid-engine  two- 
seater,  the  Fiero.  The  division  expects 
to  sell  at  least  80,000  Fieros  and  says 
it  already  has  20,000  to  30,000  orders 
(half  of  them  for  stick  shifts),  even 
though  the  price  has  yet  to  be  an- 
nounced. Hoglund,  however,  says  he 
hopes  to  put  a  "well-equipped"  Fiero 
into  showrooms  at  well  under 
$10,000.  To  keep  costs  down,  Pontiac 
is  using  some  new  production  gam- 
bits. One  is  to  build  a  complete  "driv- 
able  chassis"  for  the  four-cylinder 
Fiero,  then  use  a  huge  mechanical 
contraption  to  machine  it  and  place 
preset  boltpoints  for  the  body  panels, 


Pontiac's  new  Fiero 


Placing  bets  for  '64. 


which  go  on  last.  Another  trick  is  to 
limit  colors  to  four  (red,  white,  black 
and  silver),  thus  allowing  the  plant  to 
run  off  hundreds  of  one-color  cars 
without  stopping  the  assembly  lines. 
Hoglund  has  also  solved  another  prob- 
lem. When  buyers  suddenly  began  de- 
manding bigger  cars  last  year,  Pontiac 
was  caught  short.  It  managed  to  bring 
in  3,000  Canadian-built  Parisiennes, 
but  the  shortage,  another  official  says, 
probably  cost  the  division  80,000  car 
sales.  For  1984  Hoglund  can  count  on 
a  more  ample  supply  of  Parisiennes, 
and  the  division  is  counting  on  selling 
40,000  to  50,000  of  them. 


The  bill  for  Congress 

The  cost  of  running  the  Congress  to- 
day is  more  than  twice  what  it  was 
eight  years  ago,  the  Tax  Foundation 
says  in  a  new  report.  This  year's  out- 
lay, the  Washington-based  research 
group  notes,  will  be  more  than  $1.5 
billion.  That  sum  will  be  split  almost 
evenly  between  Capitol  Hill  and  such 
legislative  agencies  as  the  Library  of 
Congress,  the  General  Accounting 
Office,  the  Government  Printing  Of- 
fice (each  with  more  than  5,000  em- 
ployees) and  the  Architect  of  the  Cap- 
itol. The  $734  million  for  Congress 
alone  averages  out  to  $2.5  million  per 
senator  and  $913,000  per  House 
member,  the  Foundation  says.  (The 
other  $90  million  goes  for  joint  activi- 
ties.) Total  employment  in  the  legis- 
lative branch  has  steadied  in  recent 
years  at  between  38,000  and  39,000— 
some  25%  higher  than  employment 
had  been  in  1970. 


Credit  at  the  pump 

It  may  not  be  long  before  American 
motorists  can  gas  up  without  ever  see- 
ing a  station  attendant.  Conna  Corp. 
of  Louisville,  Ky.  says  its  Remote  Ser- 
vices Inc.  gasoline  subsidiary  test- 
marketed  the  first  credit-card-activat- 
ed gasoline  pumps  in  Louisville  and 
Lexington,  Ky.  and  plans  to  install 
200  more  in  Kentucky  and  Indiana 
beginning  this  summer.  Customers 
simply  pull  up  to  the  pump,  slip  in 
their  plastic  credit  cards  and  pump 
gas,  says  Conna.  (The  units  automati- 
cally verify  the  cards  and  process  the 
transaction.)  "Customers  are  more 
likely  to  fill  up  their  gas  tanks"  with 
Autocard,  says  John  L.  Spears  III, 
president  of  Remote  Services.  "Auto- 
card is  easy  to  operate.  In  fact,  it's 
even  fun."  The  key  to  the  system  is  a 
software  program  developed  by  Quad- 
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star  Corp.  of  Dallas  that  allows  the  0 
automated  gas  station  to  tic  directly  l 
into  national  credit  and  debit  card  sys-  d 
terns  before  pumping  the  gas.  Conna  ( 
is  so  excited  about  the  system,  in  fact, 
that  it  bought  into  Quadstar  earlier  i  j 
this  year  and  has  formed  another  sub- 
sidiary, Remstar  Corp.,  to  market  , 
electronic  payment  systems  to  other  \ 
gasoline  retailers.  Conna  says  upcom- 
ing systems  will  also  take  cash.  j , 


Meet  the  analysts 

Two  Washington,  D.C.  newsmen  are 
selling  a  new  wrinkle  to  money  man-  ( 
agers.  Curt  Matthews,  former  bureau 
member  of  the  St.  Louis  Post-Dispatch  t 
and  the  Baltimore  Sun,  and  Ray  White,  , 
ex-producer  of  the  Wall  Street  Week  \ 
television  show,  have  teamed  up  to  j 
produce  StockWatch,  copyrighted  video  ( 
interviews  of  corporate  chief  execu-  [ 
tives.  The  taped  shows  are  offered  to  , 
institutional  investors  as  research. 
Matthews  and  White  conduct  pre- 
show  interviews  and  then  have  the 
selected  company's  CEO  come  to 
Washington  for  the  actual  taping 
(which  they  do  in  a  $3.5  million  U.S. 
Chamber  of  Commerce  studio).  To 
handle  the  questioning,  InvestorVi- 
sion,  the  Matthews-White  company, 
picks  three-member  panels  of  leading 
analysts.  The  format  has  White  open 
the  show,  followed  by  the  grilling  of 
the  corporate  star;  the  latter  then 
leaves,  and  the  panel  does  a  commen- 
tary on  what  has  been  discussed.  After 
two  pilot  shows  (one  on  Whirlpool 
and  one  on  Montana-Dakota  Utili- 
ties), InvestorVision  began  in  earnest 
with  a  show  on  Mitchell  Energy  & 
Development,    the   oil  exploration 
company.  The  selling  is  handled  by 
Lynch,  Jones  &.  Ryan,  the  New  York 
brokerage  firm,   which  works  out 
"soft  dollar"  deals  with  institutional 
clients.    These    are  arrangements 
whereby  an  investor  buys  research  in 
exchange  for  an  agreed-upon  amount 
of  commission  business. 


Who's  coming  to  the  fair? 

The  world's  fair  slated  to  open  in  New 
Orleans  next  spring  is  having  trouble 
drawing  a  crowd — or  even  a  quorum. 
So  far  only  one  foreign  country,  Japan, 
has  actually  signed  up;  less  than  half 
the  82  acres  allocated  adjacent  to  the 
French  Quarter  and  the  business  dis- 
trict has  been  leased;  and  almost  two- 
thirds  of  the  international  and  corpo- 
rate exhibition  space  has  not  been 
spoken  for.  Petr  Spurney,  the  fair's 
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president,  blames  the  late  start  on  last 
year's  world  exhibition  in  Knoxville, 
Tenn.  "We  were  required  to  hold  off 
our  international  marketing  until 
after  they  opened,"  he  says.  Now 
dickering  with  24  countries,  the  New 
Orleans  show  is  still  behind  the  one- 
year  commitments  of  the  Knoxville 
fair.  And  now  it  has  to  compete  with 
Disney  World's  EPCOT  in  Florida, 
which  runs  a  365-day  permanent  ex- 
hibition, compared  with  the  one-shot 
184-day  affair  in  New  Orleans. 

The  President's  ear 

Who  has  the  President's  ear?  At  for- 
mal Cabinet  meetings,  Ronald  Rea- 
gan, who  is  hard  of  hearing  in  his  right 
ear,  sits  in  the  center  of  one  side  of  the 
table.  The  senior  Cabinet  officer,  Sec- 
retary of  State  George  Shultz,  sits  at 
his  bad  ear.  Secretary  of  Defense  Ca- 
spar Weinberger,  who  ranks  third  by 
Cabinet  protocol,  sits  next  to  the 
President's  good  ear. 


GIs  in  shades 

Before  the  end  of  the  1980s  Ameri- 
can combat  troops  will  take  to  the 
battlefield  wearing  colored  goggles. 
The  shades  will  become  standard  is- 
sue to  protect  not  only  against 
flying  debris  but  also  against  lasers. 
The  Army  is  already  testing  dark 
green  lenses  (at  $20  to  $40  a  pair) 
but  admits  they  are  not  effective 
against  all  the  laser  wavelengths 
that  are  expected.  By  1985,  just-re- 
tired Army  Chief  of  Staff  Edward 
Meyer  told  Congress,  both  the  U.S. 
and  the  Soviet  Union  could  be  field- 
ing laser  systems.  The  Army  won't 
say  what  kind  of  Russian  lasers  it 
eventually  expects,  but  an  earlier 
Pentagon  publication  talked  of  laser 
battle  tanks  that  shoot  down  mis- 
siles, and  ammunition  that  relies  on 
laser  guidance.  The  problem  with 
making  the  GI  specs  adaptable  to  a 
new  range  of  laser  wavelengths,  the 
Army  says,  is  that  "this  technology 
does  not  exist."  Laser  damage  aside, 
Meyer  said  another  reason  for  the 
battle  glasses  was  that  3%  of  the 
injuries  suffered  by  Israeli  troops 
during  last  year's  invasion  of  Leba- 
non involved  eye  damage  from  sand 
and  building  fragments. 


The  fast  track 

With  the  U.S.  on  a  "reindustrializing 
kick,"  says  Arden  Bement  Jr.,  TRW's 
vice  president  for  technical  resources, 
a  new  fast  track  may  be  coming  up  for 
engineering  graduates.  "We  went 
through  the  period  where  atomic  en- 


George  Shultz,  President  Reagan,  Caspar  Weinberger 
Who  is  the  President's  right-hand  man? 


ergy  was  the  hot  field,  and  space,  and 
electronics,  and  computers,"  he  says. 
"Well,  the  emerging  hot  field  right 
now  is  manufacturing  engineering, 
believe  it  or  not."  By  this,  Bement 
does  not  mean  only  machine  or  plant 
design  but  also  the  art  of  applying 
computers  to  control  the  manufactur- 
ing process.  These  "robot  jockeys,"  as 
he  calls  them,  are  coming  into  the  age 
of  "computational  plenty,"  and  they 
are  eager  to  apply  their  skills.  He  sees 
the  old  up-from-the-ranks  career  path 
giving  way  to  more  emphasis  on  ad- 
vanced degrees  and  even  sees  the  day 
coming  when  plant  managers  will 
have  Ph.D.s.  As  for  TRW,  he  says  the 
Cleveland  conglomerate  is  putting 
more  emphasis  on  candidates  with 
both  M.B.A.s  and  engineering  degrees. 
"We  also  need  leaders,"  he  says. 

Profile  in  plastic 

Mr.  and  Mrs.  America  typically  carry 
six  credit  cards  in  their  wallets,  says 
Spencer  Nilson  of  Los  Angeles,  pub- 
lisher of  a  newsletter  for  credit-card 
executives.  But  some  kinds  of  plastic 
money  aren't  as  popular  as  formerly. 
Bank  cards  dropped  from  120  million 
in  1979  to  103  million  last  year,  Nil- 
son  reports,  and  will  slip  below  90 
million  by  1990.  Each  American  car- 
ried an  average  of  2.5  such  cards  in 

1979,  now  has  1.5.  The  reason:  Many 
bank  cards  were  canceled  when  Jim- 
my Carter  imposed  credit  controls  in 

1980,  and  many  more  were  dropped 
when  banks  began  charging  for  them. 
As  for  the  rest  of  the  plastic  wallet 
stuffers,  58%  of  the  total  are  issued  by 
retail  stores  and  a  typical  American 
owns  3.8  of  them.  Most  drivers  still 
carry  one  or  two  oil  company  cards, 
but  gas  cards  dropped  from  125  mil- 


lion in  1978  to  101  million  last  year. 
(Shell  has  the  most.)  As  for  travel  and 
entertainment,  American  Express  is 
still  the  hostess  with  the  mostes' — 
about  94%  of  the  U.S.  market. 

Homegrown  imports 

Still  another  foreign  bus  manufac- 
turer is  setting  up  in  the  U.S.  Next 
fall  Sweden's  Saab-Scania  will  start 
rolling  250  buses  a  year — about  8% 
of  the  market — out  of  a  $7  million 
plant  in  Connecticut.  Engines  and 
running  gear  will  come  from  Swe- 
den, but  about  3,500  body  parts  will 
be  bought  from  American  suppliers 
to  meet  a  requirement  (to  get  federal 
funding)  that  at  least  half  the  vehi- 
cle's value  be  homegrown.  Sweden's 
Volvo  is  now  assembling  buses  in 
Virginia;  M.A.N.  Truck  &  Bus  of 
Germany  has  a  plant  in  North  Caro- 
lina; and  Germany's  Neoplan  is  op- 
erating in  Colorado. 

The  money  man's  views 

No  matter  how  big  the  federal  deficit 
may  be,  Congress  will  make  no  move 
to  raise  taxes  in  1984,  an  election 
year,  according  to  Treasury  Secretary 
Donald  Regan.  "If  you  believe  they 
will,"  he  says,  "I've  got  a  bridge  for 
sale."  Regan  does  say  that  he  would 
like  to  simplify  the  income  tax  sys- 
tem but  that  it's  not  easy:  "The  more 
you  get  into  it,  the  more  complicated 
it  becomes."  His  study  of  "flat"  taxes 
and  other  proposals  has  convinced 
him,  he  says,  that  an  across-the-board 
rate  of,  say,  15%  with  no  deductions 
or  exclusions  just  won't  work.  None- 
theless, he  adds,  "there  has  to  be  an 
easier  way." 
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One  of  the  most  difficult  challenges  facing  American  business  has  been  to  find  a  way  to 
1  to  the  Japanese.  We  think  we  have  a  solution. 

It's  a  simple  strategy  and  involves  only  a  few  basic  steps.  But  it  has  worked  for  us. 
Instead  of  just  talking  about  building  quality  products,  years  ago  we  committed  our  entire 
mpany  to  doing  it.  And  in  living  up  to  that  commitment  we've  proven  that  with  the  right 
proach  American  manufacturers  can  meet  the  Japanese  on  their  own  home  grounds. 

A  big  key  to  success  is  having  a  strong  enough  commitment  to  get  through  the  tough 
lal  stages.  We  learned  this  in  1978  when,  with  the  encouragement  of  the  U.S.  government, 
)torola  decided  to  compete  for  some  of  the  electronics  business  traditionally  awarded  only  to 
)anese  companies  by  Japan's  giant  Nippon  Telegraph  and  Telephone  Public  Corporation. 

It  was  a  bold  undertaking  that  required  substantial  investments  of  time  and  money.  In  fact, 
t  to  enter  the  competition  it  was  necessary  to  complete  an  exhaustive  survey  of  competitive 
:>ducts  and  to  translate  and  study  all  the  pertinent  Japanese  specifications. 

But  if  you  want  to  sell  to  the  Japanese 
j  have  to  make  the  effort.  So  we  did  it. 

Then  we  did  something  even  tougher 
committed  ourselves  to  exceeding  the  quality 
ndards  they  set  for  us 

And  succeeded.  In  early  1982,  after 
Tnpetmg  with  a  number  of  Japanese  electronics 
nufacturers,  Motorola  demonstrated  in 
jorous  testing  that  our  pagers  exceeded  NTT's 
lability  standards,  while  complying  with  their 
ctest  price  and  delivery  requirements 

As  a  result,  Motorola  was  officially  quali-  Made  in  America 

i  by  NTT  as  a  supplier  of  pocket  pagers.  The 

t  and  only  non- Japanese  firm  ever  admitted  to  this  heretofore  closed  group 

Orders  for  over  50,000  Motorola  pocket  pagers  are  expected  this  year  alone 
In  striving  to  exceed  quality  and  reliability  standards,  though,  it  is  equally  important  to 
mtam  high  standards  of  customer  service. 

We  are  convinced  that  this  success  in  the  Japanese  market  is  due  largely  to  the  way  we 
Droach  every  one  we  serve. 

It's  a  simple  common  sense  way  of  doing  business  that  says  we  pay  as  much  attention  to 
wants  and  needs  of  our  customers  as  we  do  to  the  quality  of  the  products  we  make  for  them. 

We  think  there's  one  other  basic  factor  that's  also  responsible  for  Motorola's  success  in 
mg  to  the  Japanese.  Our  participative  management  attitude. 

One  of  our  goals  is  to  make  every  Motorola  employee  in  every  Motorola  plant  an  effective 
i  of  the  management  team  of  our  company.  And  because  employees  are  motivated  by  this 
tnce  to  participate  and  are  rewarded  for  their  efforts,  we've  found  we're  able  to  bring  to  bear 
every  product  we  make  the  enthusiasm,  the  dedication,  and  the  attention  to  detail  that  result 
he  highest  kind  of  quality 

The  kind  of  quality  that  has  allowed  an  electronics  company  like  Motorola  to  sell  in  a 
mtry  where  they  make  some  fine  electronics  themselves. 

(^)  MOT€>f30L M  A  World  Leader  in  Electronics 
Quality  and  productivity  through  employee  participation  in  management 


!2  Motorola  Inc  Motorola  and  (M)are  registered  trademarks  ot  Motorola,  Inc 
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The  wild,  wild  West 

Chilean-born  broker  Juan  Carlos 
Schidlowski  started  OTC  Net,  a  hot, 
Denver-based  firm,  with  S40.000  in 
1978,  and  by  1982  was  proclaiming 
himself  the  personification  of  the 
American  dream.  He  and  two  part- 
ners— a  veteran  broker  and  a  former 
gym  teacher — had  by  then  raised  S50 
million  for  a  stable  of  21  companies 
that  were  "decidedly  wild  and  wool- 


Last  May  the  final  blow  fell  when 
Schidlowski  and  four  of  his  associates 
were  indicted  by  Denver's  District 
Court  on  21  counts,  including  17  of 
securities  fraud,  forgery  and  criminal 
impersonation.  Clement  charges  that 
Schidlowski  and  his  associates  de- 
frauded investors  of  at  least  S2  mil- 
lion to  S3  million  and  used  a  Swiss 
subsidiary  to  trade  up  OTC  Net's  of- 
ferings in  the  secondary  market.  An- 
other charge,  against  partner  Joseph 


|  Juan  Carlos  Schidlowski  in  custody 

A  rude  awakening  from  the  American  dream. 


ly,"  Forbes  reported  (Jan.  4,  1982). 
OTC  Net  was  the  largest  and  fastest- 
growing  brokerage  establishment  in 
Denver's  freewheeling  over-the- 
counter  market. 

Schidlowski,  who  boasted  revenues 
would  top  S50  million  in  1982,  em- 
ployed more  than  300  brokers  in  24 
U.S.  offices  and  ran  another  in  Swit- 
zerland for  foreign  clients.  "We  aren't 
a  penny-stock  firm,"  he  said.  "We're  a 
venture-stock  firm."  Forbes  cau- 
tioned, however:  "It's  a  distinction 
that  may  or  may  not  be  real."  Among 
the  companies  Schidlowski  promoted 
were  Elan  Air  Corp.,  a  Boston-based 
airline  that  had  no  airplanes,  and  Mc- 
Coy Industries,  which  had  big  plans  to 
market  sawhorses  and  picnic  tables. 

But  all  good  things  must  end.  Ac- 
cording to  Jim  Clement,  chief  investi- 
gator for  the  Denver  District  Attor- 
ney's office,  OTC  Net  was  under  scru- 
tiny by  his  office  as  early  as  May  1981. 
"We  had  a  substantial  number  of 
complaints  about  the  activities  of 
OTC  Net  not  consistent  with  the 
law,"  he  says.  In  May  1982,  the  corpo- 
ration was  indicted  for  securities 
fraud,  partly  for  touting  Elan  when 
OTC  Net  allegedly  knew  the  airline 
was  broke.  OTC  Net  went  under  ten 
days  later,  Clement  says,  and  its  rec- 
ords wrere  opened  to  the  DA's  office. 


Pignatelli:  impersonation  of  Gilbert 
M.  Grosvenor,  editor  of  the  Xational 
Geographic. 

Schidlowski  is  free  on  $175,000 
bond,  reportedly  at  his  home  outside 
Albuquerque,  N.M.  The  Denver  DA 
is  holding  his  family's  passports.  And 
OTC  Net  and  its  principals,  says 
Clement,  are  still  under  investigation 
by  other  agencies. 


Bloody  but  unbowed 

A  year  ago  Houston's  Harold  Farb  was 
riding  high  [Forbes,  Feb  1.  1982). 
Probably  the  U.S.'  second-largest 
apartment  owner — he  had  19,000  of 
them — Farb  had  an  estimated  SI 50 
million  net  worth  and  plenty  of  time 
for  hobbies  like  publishing  a  maga- 
zine for  the  Texas  elite  and  recording 
himself  singing  Gershwin  and  Jolson 
tunes.  He  was  getting  away  from  his 
18-hour  workmg  days  by  letting 
younger  members  of  his  companies 
begin  a  planned  SI  billion  plunge  into 
the  office  building  market. 

The  timing  couldn't  have  been 
worse.  The  Houston  real  estate  mar- 
ket, paced  by  the  energy  industry, 
overbuilt  while  the  going  was  good. 
Now,  Farb's  1.4  million  square  feet  of 
new  office  space  face  record  low  occu- 
pancy levels  and  savage  competition 
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OFFERS 

THE  ARNOLD  PALMER 
LIMITED  EDITION 

COMMEMORATING 
THE  1954  U.S.  AMATEUR  CHAMPIONSHIP 


You  are  invited  to  be  part  of  this  first-ever 
offering  of  an  Arnold  Palmer  Limited  Edition. 

The  unique  Collection  includes  sixteen 
golf  clubs  handcrafted  to  Arnold  Palmer's  per- 
sonal specifications;  an  oak  display  board  with 
commemorative  brass  plaque;  a  leather  bound 
book  describing  the  1954  U.  S.  Amateur  and 
other  aspects  of  a  momentous  year  which 
affected  The  Turning  Point  in  Arnold  Palmer's 
life;  and  a  video  tape  wherein  Amie  recalls  the 
men  he  played  for  the  Championship  and  how 
his  victory  started  a  series  of  events  that  were 
to  change  his  life  and  reverse  the  world-wide 
relationship  between  Amateur  and  Pro- 
fessional golf. 

The  serious  collector  will  appreciate  the 
fairness  of  the  offering  and  will  be  pleased  to 
know  that  our  independent  accountants, 
Arthur  Andersen  &  Co. ,  will  be  responsible 
for  auditing  the  registration  of  all  applications 
in  order  received  and  the  handnumbering  and 
registration  of  each  set  of  this  Limited  Edition. 

The  offering  is  made  only  through  the 
Brochure  describing  the  Collection  and  pur- 
chase can  be  made  only  by  completing  the 
Application  which  is  part  of  the  offering 
Brochure.  Those  interested  are  invited  to  re- 
quest an  offering  Brochure  by  writing  to: 

Arnold  Palmer  Limited  Edition 
P.O.  Drawer  4444 
Chattanooga,  TN  37405 


©  1983  ProGroup,  Inc. 


Readers  Say 


Heavenly  CEOs 

Sir:  Of  course,  CEOs  have  their  of- 
fices on  the  top  floor  (  The  executive 
suite,"  Trends,  July  4).  It  is  common 
knowledge  they  are  bestowed  with  di- 
vine guidance — and  they  want  to  be  as 
close  as  possible  to  the  source. 
— George  R.  Umble 
Santa  Ana,  Calif. 


Don't  blame  docs 

Sir:  Blaming  "greedy  doctors"  (and 
lawyers)  for  the  rising  costs  of  medical 
care  in  the  U.S.  (June  6 J  makes  as 
much  sense  as  blaming  the  pilot  of  a 
jet  for  the  high  cost  of  flying,  com- 
pared with  driving.  The  inflation-ad- 
justed average  income  of  doctors  has 
been  falling  for  the  last  ten  years. 
Meanwhile,  the  earnings  and  stock 
prices  of  many  hospital  supply  com- 
panies have  consistently  risen.  Are 
greedy  businessmen  to  blame  for  the 
high  cost  of  health  care? 

Cancel  my  subscription. 
— Robert  Newcomb,  M  l) 
Granada  Hills,  Calif. 


No  subsidy 

Sir:  Hyster  Co.  Chairman  William 
Kilkenny's  assertion  that  "unfair  sub- 
sidization" gives  Japanese  industry  its 
competitive  edge  (July  18)  is  unfound- 
ed. The  Japanese  government  does  not 
use  public  funds  to  subsidize  exports. 
Export  credits  are  used  in  Japan,  but 
they  follow  OECD  guidelines  and  are 
not  considered  "export  subsidies." 
Every  country,  including  the  U.S.,  ex- 
tends such  export  credits. 
— Seiicbiro  Obtsuka 
Director, 

Japan  Infonnation  Center 
New  York,  NY. 


We're  providing  a  service 

Sir:  The  Forbes  article  "Whoops!" 
(June  6)  impugns  the  integrity  of  the 
entire  securities  industry  by  using  in- 
cendiary words  such  as:  "carnival 
barker,"  "freak  show,"  "hordes  of 
muni  bond  salesmen,"  "screaming" 
advertisements  and  "unconsciona- 
ble" spreads.  The  attack  is  unwarrant- 
ed. If  a  broker  does  not  look  after  his 
customers'  interests,  he  will  not  have 
them  long.  The  same  goes  for  spon- 
sors of  unit  trusts. 
Service  is  survival. 


If  there  were  not  normal  profitabil- 
ity in  this  process,  all  investment 
firms  would  go  out  of  business. 

— Richard  J.  Tranke 
President  and  CEO, 
John  Nuveen  &  Co. 
Chicago,  III. 


Gratifying  degrees 

Sir:  We  are  soul  mates  regarding  hon- 
orary degrees  (Fact  and  Comment,  June 
20).  What  an  ego  trip. 

I  shamelessly  hang  framed  photos 
of  me  in  cap  and  gown  and  point  them 
out  to  any  guest  who  may  have 
missed  them. 

Two  are  coming  up,  and  I  can  hard- 
ly wait. 
— Ann  Landers 
Chicago,  111. 


Useless  paper  shuffles 

Sir:  Re  "Hardball  divorce"  (Personal 
Affairs,  July  4).  To  hold  off  seeing  an 
attorney  and  to  rely  solely  on  an  ac- 
countant, especially  in  states  with 
complex  community  property  laws 
(such  as  most  of  the  western  U.S.)  is 
stupid.  Courts  do  not  hesitate  to  pene- 
trate the  "veil"  of  ownership.  All  the 
"clever"  paper  shuffles  done  shortly 
before/after  the  final  split  are  of  little 
real  use  if  counsel  for  the  other  spouse 
is  half  competent. 
— Thomas  H.  Clarke  Jr. 
Santa  Barbara,  Calif. 


Pakistan 

Sir:  Your  article  on  Pakistan  is  very 
Zen  (June  20).  But  your  editorial  de- 
scribes Pakistan  as  a  "Muslim  coun- 
try" gaining  "independence  from  In- 
dia's huge  Hindu  populace."  India 
won  independence  from  the  British, 
who,  in  withdrawing,  partitioned  the 
country,  thereby  creating  Pakistan, 
presumably  to  satisfy  the  Muslims. 
But  India  retained  a  huge  Muslim  pop- 
ulace, now  larger  in  numbers  than  the 
population  of  "Muslim"  Pakistan.  In- 
dia, as  a  secular  state,  is  not  just  Hin- 
du but  the  country  also  has  big  minor- 
ities of  Muslims,  Christians,  Parsis 
and  Jews. 

— Vis/m  a  BandJju  Gupta 
New  Delhi,  India 

Sir:  OPIC  recently  sponsored  an  "in- 
vestment mission"  to  Pakistan  made 
up  of  28  U.S.  business  executives.  The 


visit  was  an  enormous  success. 

Of  the  26  companies  represented 
18  announced  20  separate  project! 
that  had  been  confirmed,  and  6  addi 
tional  firms  were  actively  following 
up  on  specific  investment  opportuni 
ties  identified  during  the  mission.  To 
tal  U.S.  investment  in  Pakistan  coulc 
approach  half  a  billion  dollars  as  i 
result  of  this  event. 

It  was  the  businessmen  themselves 
who  were  the  heroes  of  this.  Interest 
ingly,  our  ambassador  over  there  nev 
er  snowed  up  at  a  single  event  during! 
the  nine-day  period. 
— Craig  A  Nalen 
President  and  CEO, 
Overseas  Private  Investment  Corp. 
Washington,  D  C 

Sir:  Speaking  of  the  barbaric  custorr 
of  purdah,  you  write,  "the  veil  repre- 
sents an  astonishing  homage  to  femi- 
nine beauty." 
Nonsense. 

The  veil  is  an  astonishing  homage 
to  male  lust  and  the  ultimate  degrada- 
tion of  women  as  sex  objects.  Women 
are  expected  not  to  participate  in  the 
economy,  society  or  even  sports,  sac- 
rifice freedom  of  physical  movement 
and  even  clear  eyesight,  lest  some 
man  be  "tempted." 

Since  the  males  seem  to  be  the 
problem,  it  would  seem  to  make  more 
sense  to  blind  the  men. 
— JoAnn  McKettna  Steiger 
Los  Angeles,  Calif 


Capital  still  in 

Sir:  The  statement  that  "Morgan, 
Keegan's  principals,  in  effect,  took 
out  all  their  capital"  (July  14)  is  in 
error.  None  of  the  firm's  principals 
has  reduced  his  investment. 
— Allen  Morgan  Jr. 
Chairman, 

Morgan,  Keegan  &  Co.,  Inc. 
Memphis,  Tetm. 
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To  you,  I'm  Jack  Klugman  the  Actor. 
To  my  agent,  business  manager, 
accountant,  I'm  Jack  Klugman  the 
poration. 

They  have  copiers.  Why  shouldn't  I? 
Now  I  can.  A  Canon  Personal 
tridge  copier.  And  it's  so  small,  it's 
ect  for  people  in  almost  any  business, 
n  if  their  business  is  at  home. 
It's  like  no  other  copier  ever.  Because 
on  put  the  entire  copying  process- 
toner,  the  drum  and  the  developer- in 
neat  cartridge.  Each  cartridge  is  good 
lubout2,000  beautiful  copies.  On  just 


about  any  kind  of  paper.  Even  labels  and 
transparencies. 

And  once  the  cartridge  is  used  up,  you 
just  replace  it.  It's  so  simple  to  care  for, 
anyone  could  maintain  it. 

Here's  something  else  it  does.  It 
copies  in  black,  brown,  or  blue.  Just  by 
changing  a  cartridge.  Nobody  else's  copier 
does  that.  Not  even  the  big  ones. 
And  nobody  else's  plain  paper  copier  costs 
so  little. 

So  shouldn't  there  be  a  Canon 
Personal  Cartridge  copier  for  the  most 
important  person  in  your  life?  You. 


Canon  PC-10 

It's  the  shortest  distance  between 


r  you  and  a  quick  copy 


Compact.  Convenient.  Personal. 
$995*  

Canon  PC-20 

Efficient  for  any  business. 
►  With  the  added  convenience 

of  automatic  paper  feeding  to 
■    make  8  copies  a  minute 

$1,295* 

Canon  PC  Cartridges 

Available  with  black,  brown,  .•' 
or  blue  toner. 
$65  in  black 
$70  in  brown  or  blue 


1 'suggested  n-tail  p 


Canon  w&m/m 

Personal  Cartridge  Copying, 
Plain  and  Simple. 


I  jnonllSA.In 


Just  right. 


Smart  investors  pick  investments  the 
\\  a\  ( toldilocks  picked  her  porridge. 

Remember?  She  liked  it  not  too 
hot  and  not  too  cold.  But  just  right. 

Drexel  Burnham  Lambert  can 
help  you  select  the  investments  diat 
are  just  right  for  you. 

Your  individual  account  executive 
gives  you  personalized  service. 

Help  and  advice  in  choosing  from 


the  whole  world  of  investment 
products  and  services 

Recommendations  and  solutions 
custom-tailored  to  your  needs— and 
to  the  realities  of  today's  market. 

And  every  Drexel  Burnham 
Lambert  account  executive  has 
direct  access  to  all  our  other 
investment  professionals. 

\\  hich  means  your  transactions 


are  handled  quickly,  efficiently— 
without  red  tape. 

You  see,  Drexel  Burnham  I.ambei 
is  a  major  investment  banking  and 
securities  firm  that  has  never 
forgotten  one  fundamental  truth: 
Your  future  determines  our  future. 

As  Goldilocks  might  have  put  it. 
we're  not  too  big.  and  not  too  small. 
But  just  right 


Drexel  Burnham  Lambert 

Your  bottom  line  is  our  top  concern. 


60  Broad  Street,  New  York.  NY  1  (KM) » (212)  480  6000  Offices  in  principal  financial  centers  worldwide  Copyright.  Drexel  Burnham  Lambert  Incorporated.  1983  Member  SIP 


"With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


DEBATEGATE 


So  some  of  the  Carter  camp,  sensing  election  catastro- 
phe, sought  to  ingratiate  themselves  with  the  prospective 
victors  by  scurrying  over  with  papers  on  their  candidate's 
campaign  plans. 

Big  deal. 

You  and  I  can  safely  offer  to  eat  any  hat  of  any  and  every 
candidate  who's  thrown  it  into  a  campaign  where  no  one 


on  either  side  ever  gave  or  received  information  on  what 
the  other  was  up  to.  President  Reagan  was  right  the  first 
time,  when  he  said  the  whole  business  was  "much  ado 
about  nothing." 

It  will  be  a  millennium  before  public  officials'  tittle- 
tattle  about  one  another's  campaign  strategies  is  their 
biggest  shortcoming. 


Illegal  Dumping  of  Toxins  Laid  to  Organized  Crime 


To  whom  is  that  news? 

How  many  corporations,  do  you  suppose,  that  sign  up 
for  the  disposal  of  their  toxic  wastes  never  had  a  clue  how 
it  was  being  handled? 

How  many  local  and  state  officials  now  expressing  hor- 
rified astonishment  at  the  discovery  of  dioxin  and  other 
i  poisonous  wastes  in  their  dumps  and  sewers  and  on  their 
streets  never,  ever  had  a  clue  how  it  was  being  handled  ? 

Who,  would  you  guess,  are  among  the  most  consistent — 
I  and  biggest — cash  contributors  to  campaigners  for  public 
office  on  the  local,  county  and  state  levels? 

Guilt  is  more  widespread  than  toxic  waste  itself. 

But  right  now  the  more  pressing  problem  isn't  punish- 
ment, it's  prevention.  Which  plainly  isn't  quite  as  easy  as 
proclamations  and  breast-beating  would  suggest. 

If  the  Reagan  Administration  wants  to  wipe  out  the 


— New  York  Times 

sorry  public  impression  of  its  competence  and  concern  in 
the  whole  matter  of  environmental  protection,  it  has  a 
golden  opportunity  with  this  issue. 

•  Summon  to  the  nation's  service,  from  such  appropri- 
ate private  industries  as  chemicals  and  medicine,  those 
competent  to  determine  the  best  methods  of  distilling, 
encapsulating,  transforming  detrimental  wastes. 

•  By  the  exercise  of  eminent  domain,  if  necessary,  desig- 
nate suitable  sites  suitably  supervised — if  possible,  operat- 
ed by  private  enterprise. 

The  time  to  turn  foaming  and  foment  into  effective 
action  is  now.  The  cost  for  solutions  will  be  nothing  like 
the  cost  of  not  coming  up  with  them. 

In  the  person  of  William  Ruckelshaus  the  Administra- 
tion has  a  potential  environmental  savior — if  those  around 
the  President  give  him  full  backing. 


MAYBE  THE  CABLE  BOYS  CAN  LEAD  OUR  ARCHAIC  TV  INDUSTRY 

into  providing  sets  with  the  infinitely  superior  picture  new  sets,  and  develop  adapters  available  for  old  sets?" 

quality  now  technically  available.  And  make  the  standard  Steve  Kindel's  article  on  page  137  points  out  the  exciting 

universal.  Here,  last  May,  we  asked,  "Is  there  any  way  we  and  hugely  lucrative  potential  open  to  cable  television  to 

could  case  into  a  single  worldwide  video  standard  with  do  just  that. 
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FORBES  TALKS  WITH  PRESIDENT  REAGAN 


ON  WILLIAMSBURG 

The  President:  All  of  the  heads  of  state  [at  Williams- 
burg] agree  that  we're  all  guilty  of  too  much  protectionism. 
And  we've  got  to  work  harder  to  rid  ourselves  of  that. 

MSF:  You  certainly  came  out  of  Williamsburg  smelling 
like  the  Rose  Garden.  [Laugh- 
ter] I  think  it  was  great  that 
everybody  predicted  the  sum- 
mit meetmg  was  going  to  be 
either  a  waste  of  time  or  a 
blowup — but  you  came  out  of 
it  with  perfectly  rational  find- 
ings and  widespread  support. 

The  President:  Well,  you 
know,  at  the  previous  meet- 
ings— the  two  that  I'd  attend- 
ed before — someone  had  virtu- 
ally written  the  communique 
in  advance  of  the  meetings, 
and  the  meetings  therefore 
had  to  match  the  script.  So 
people  made  presentations, 
but  there  was  never  really  any 
freewheeling  discussion.  This 

one,  there  was  no  communique — so,  from  almost  the  first 
moment,  we  got  into  a  subject  like  trade  and  then  just  had 
a  free-for-all  around  the  table.  And  we  never  left  a  subject 
until  we  had  a  consensus  on  it.  We  didn't  take  a  vote  and 
say,  "Well,  three  dissenting  and  four  in  favor,"  or  any- 
thing. And  we  worked  it  out  to  where  we  agreed  on  the 
things  that  we  could  do. 

And  I  must  say,  all  the  rest  of  them  were  very  generous 
m  their  evaluations  of  the  meetings. 

MSF:  Well,  they  were  very,  very  impressed  that  you 
were  not  dogmatic  about  anything,  that  you  valued  their 
thinking. 

ON  SUMMIT  PROSPECTS,  AFGHANISTAN,  SYRIA 

MSF:  Mr.  President,  do  you  see  any  value,  at  some  point 
in  the  months  ahead,  of  meeting  with  Mr.  Andropov? 

The  President:  I  don't  see  it  in  this  year  unless  some- 
thing arises  that  we  can't  foresee.  Certainly,  we're  sup- 
portive of  the  idea,  if  there  is  an  agenda  where  something 
can  be  accomplished.  The  one  thing  that,  I  think,  would  be 
very  bad,  and  you  have  some  people  talking  about  it,  is  to 
have  one  just  to  get  acquainted,  because  people's  hopes  get 
too  high  on  a  meeting  of  that  kind.  And  then,  to  walk  away 
with  nothing  is  too  much  of  a  letdown. 

Now,  if  in  the  months  ahead  and  the  early  part  of  the 
year,  if  we  can  come  to  some  meeting  of  the  minds  on 
practical  things  to  discuss  and  that  offer  some  possibility 
of  improving  the  situation,  fine. 

MSF:  Do  you  see — do  you  have  inklings  as  to  whether  or 
not  anything's  going  to  come  out  of  Afghanistan  in  the 
way  of  a  withdrawal?  Pakistan's  President  Zia  certainly 
seems  to  be  trying  hard  and  effectively  and  is  a  good  friend 
to  us. 

The  President:  Yes.  Right  now,  there  is  no  indication 
of  any  weakening.  If  anything,  the  Soviets  have  strength- 
ened their  forces  there.  And  that  is  something  that 
clouds  the  horizon.  It  would  be  difficult  to  sit  down  and 
start  talking  about  the  other  issues  while  this  total 
violation  of  everything  that  every  nation  has  pledged  to 
in  the  Charter  of  the  United  Nations  is  being  violated  in 


President  Reagan:  We're  not  talking  about  Ameri- 
can military  forces  [in  El  Salvador.  The  Salvadoran 
government]  can  do  it  if  we  give  them  the  practical 
help  they  need:  economic  help  as  well  as  military. 


what's  going  on  there.  And  it  can't  be  ignored.***  — 

MSF:  Speaking  of  withdrawals,  do  you  have  any  indica- 
tion that  Syria  is  going  to  make  even  token  evacuations  m 
Lebanon? 

The  President:  We're  going  to  work  for  more  than  that. 
And  we're  going  to  continue  to  work  for  that.  Syria  was 

one  of  those  at  the  very  first 
that  said,  "When  everyone 
withdraws,  we'll  all  with- 
draw." And  now  they  seem  to 
be  violating  that  promise  and, 
on  what  pretext,  I  don't  know. 
But  we're  not  going  to  give  in. 
We're  going  to  continue  work- 
ing with  our  friends  among  the 
Arab  nations  who  agree  with 
us  on  this. 

MSF:  Do  you  feel  it's  princi- 
pally because  of  the  Russian 
aid? 

The  President:  I  think  Rus- 
sia is  pushing  hard  in  there  and 
this  is  .  .  . 

MSF:  Sort  of  her  backdoor 
entry  to  the  table,  so  to  speak? 
The  President:  Yes,  and  this  is  a  situation  we  have  to 
look  at  as  to  what  the  answer  to  that  might  be. 


ON  THE  SECOND  TERM 

MSF:  Incidentally,  Mr.  President,  speaking  of  politics,  I 
hope  and  believe  you  will  run  again.  But  I  hope  you  won't 
make  any  announcement  about  it  until  you  have  to.  It 
might  have  a  lot  of  political  effects  that  wouldn't  all  be 
good.  Keep  us  on  tenterhooks — as  long  as  the  final  decision 
is  positive! 

The  President:  I'm  very  much  aware  of  that.  Either  way, 
to  become  a  lame  duck  if  I  say  "no"  would  .  .  . 
MSF:  Perish  the  thought. 

The  President:  .  .  .  that's  right,  would  paralyze  every- 
thing we're  trying  to  do.  To  say  "yes"  would  then  make 
everything  that  I  try  to  do  be  viewed  as  political,  and  the 
other  side  would  mobilize  against  it.  No.  Besides,  cam- 
paigns are  too  long.  It's  just  ridiculous.  I  think  this  is  why 
fewer  and  fewer  people  are  voting  all  the  time.  I  think 
we've  satiated  them.  They're  never  free  of  political  cam- 
paigns going  on. 

MSF:  Yes,  and  I  must  say,  I  think,  in  terms  of  the 
Democratic  Party,  the  fact  that  so  many  are  running  so 
hard  so  soon  will  create  a  certain  amount  of  boredom, 
while  the  curiosity  continues  as  to  when  you'll  publicly 
make  the  statement  we  all  hope  and  expect — and  would  be 
disappointed  if  you  didn't.  But  all  I'm  saying  is,  I  hope  you 
don't  get  pushed  into  any  early  announcements. 

The  President:  I'm  in  no  hurry  at  all. 

MSF:  Good.  As  long  as  the  answer's  positive,  Mr. 
President. 

ON  CENTRAL  AMERICA 

Steve  Forbes:  It  seems  that,  since  Mr.  Andropov  took 
over,  the  Russians  have  been  stirring  up  trouble  every- 
where, whether  it's  Swedish  subs,  Syria,  Vietnam,  Central 
America.  They  seem  to  be  stoking  it  everywhere. 

The  President:  You  mention  Central  America.  You  of 
the  media,  there  is  such  a  story  that  isn't  being  told.  For 
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example,  after  my  Apr.  27  speech,  the  polls  indicated  that 
a  great  many  Americans  did  see  El  Salvador,  Central 
America,  in  a  different  light.  But  the  constant  drumbeat  of 
the  opponents  to  that  is  such  that  the  polls  have  gone  back 
practically  to  where  they  were. 

Now  these  congressmen  that  have  come  back  have 
some  fascinating  stories  to  tell.  They  talked  to  16-year-old 
boys,  enlistees  in  the  El  Salvador  army:  "Why?  Why  are 
you  doing  this?"  And  these  kids  said,  "To  fight  for  our 
country."  This  isn't  a  thing 
in  which  there's  a  lackadaisi- 
cal feeling  on  the  part  of  the 
people.  They  feel  as  strongly 
as  they  felt  when  they  voted 
a  year  ago  last  March. 

But  there  are  other  stories, 
because  the  congressmen 
talked  to  others  on  the  other 
side.  They  had  high-ranking 
leaders  of  the  forces  that  are 
backed  by  the  Soviets  and 
the  Cubans  tell  them  that 
this  revolution  is  for  real  and 
that  this  revolution  is  aimed 
at  all  of  Central  America. 
They  stated  that.  As  a  matter 
of  fact,  one  of  these  high- 
ranking  officers  said  to  the 
congressmen,  "Make  no  mis- 
take about  it.  We'll  be  at  the 
Arizona-New  Mexico,  Mexi- 
can border  sooner  than  you 
think." 

I  think  that  it  is  winnable  on  our  side,  but  we  do  need  to 
get  adequate  funds  from  Congress  to  help  them  down 
there.  What  we  need  is  to  give  them  the  weapons,  the 
training.  There's  no  question  but  that  the  battalions  that 
we  trained  were  the  most  successful  that  they  had.  And  we 
need  more  of  that,  that  kind  of  training. 

And  the  American  people  have  got  to  know  that  this  is 
to  our  national  interest.  We're  talking  about  if  those  peo- 
ple succeed,  those  Cuban-  and  Soviet-backed  people  suc- 
ceed in  getting  their  kind  of  dictatorships  there,  you  can 
look  for  anywhere  from  seven  to  ten  million  refugees.  The 
Contadora  is  trying  to  get — as  they  are  called,  those  four 
countries  that  have  banded  together — I  will  be  meeting, 
before  too  long,  with  some  of  those  people. 

But  we  support  them  and  what  they're  trying  to  accom- 
plish. But  the  thing  we  must  recognize  is  that  these  are 
not  just  some  peasants  with  muskets,  embattled  farmers 
out  there  in  the  hills.  These  are  professionals.  As  a 
matter  of  fact,  some  of  our  people  down  there  have  met 
high-ranking  officers  they've  met  in  other  countries  un- 
der other  circumstances  who  are  there  now  in  the  so- 
called  Sandinista  government,  which  is  nothing  more 


Steve  Kelley — San  Dieco  Union 


President  Reagan:  We've  got  to  do  a  better  job  of 
making  the  American  people  realize  what  is  at  stake 
in  Central  America  and  what  is  going  on  there. 

MSF:  Mr.  President,  I  don't  know  if  you  saw  this 
cartoon  in  U.S.  News  .  .  . 


than  a  surrogate  for  the  whole  communist  movement. 

More  Soviet  ships,  actual  Soviet  ships,  have  unloaded 
cargo  in  Nicaragua  so  far  this  year  than  they  did  in  the 
entire  year  of  1982. 

MSF:  I  think  public  opinion — as  before  World  War  II — is 
slow  to  turn,  especially  after  Vietnam.  .  .  . 

The  President:  Yes. 

MSF:  Central  America  is  a  whole  different  matter.  But  I 
think  your  own  steadfastness  in  regard  to  it  is  going  to  help 

the  public  and  the  media  ba- 
sically because  it's  becoming 
just  more  and  more  apparent 
this  is  not  Mr.  Big  trying  to 
snuff  out  poor,  starving  peas- 
ants who  want  to  be  done 
with  dictators. 
The  President:  Yes. 
MSF:  That  scenario  is 
washing  less  and  less  as  the 
Cubans  and  the  Russians 
become  more  and  more 
open  in  their  support  of  the 
Sandinistas. 

The  President:  Yes.  And 
we're  not  talking  about — as 
they  keep  harping  on — we're 
not  talking  about  American 
military  forces.  As  a  matter 
of  fact,  President  Magaha 
said  he  would  not  ask  for 
them.  They  can  do  it,  if  we 
give  them  the  practical  help 
that  they  need:  economic 
help  as  well  as  military.  And  economic  help  because  they 
have  a  negative  growth  in  gross  national  product  because 
of  the  assaults  of  these  rebel  forces,  destroying  their  indus- 
tries, their  power  plants  and  their  infrastructure.  And 
creating  additional  unemployment  to  where  they've  got 
people  that  have  to  be  cared  for  because  their  jobs  have 
disappeared;  the  farmer  that  can't  work  his  soil,  work  his 
farm,  because  of  the  guerrillas. 

And  they're  playing  political  games  up  there — some 
members  of  the  Congress — with  this  thing. 

MSF:  I  think  that,  thanks  to  the  efforts  of  the  Adminis- 
tration, the  public  is  becoming  aware  that  Central  Amer- 
ica isn't  Vietnam,  that  it's  a  real  confrontation  by  the 
Soviets  and  the  Cubans  on  our  flanks. 

Steve  Forbes:  As  long  as  you  don't  let  the  opposition  in 
Congress  make  the  Administration  gun-shy  .  .  . 

MSF:  I  don't  think  this  fellow  gets  gun-shy  too  quickly. 
[Laughter] 

The  President:  My  trouble  is,  I  go  out  there  and  I  make  a 
speech  to  somebody  and  then  I  see  on  the  evening  news 
20  seconds  of  the  speech,  and  nothing  of  importance  in 
that  20  seconds. 
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MSF:  We  read  in  the  papers  that  some  of  the  people 
who  give  you  economic  advice  are  talking  about  the 
necessity  of  slowing  down  the  money  rate  and  increas- 
ing interest  rates  so  that  the  recovery  doesn't  get  out  of 
hand.  I  hope  they're  not  saying  the  same  things  to  you. 

The  President:  It's  just  come  to  my  attention  that 
that's  going  on.  No,  that's  not  my  view  at  all. 

MSF:  I  don't  think  we  need  to  worry  about  the  rate  of 


recovery,  about  snuffing  it  out  because  it's  getting  out 
of  hand. 

The  President:  No.  Not  at  all.  .  .  . 

MSF:  But,  you're  not  in  favor  of  a  return  to  high 
interest  rates. 

The  President:  No.  And  I'm  not  in  favor  of  the  things 
they're  talking  about  on  the  Hill,  of  wanting  additional 
tax  revenues.  Right  now  we've  got  a  recovery  going.  .  .  . 
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Other  Comments 

Often  comments  l>y  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mind.  -MSF 


Debategate 

Briefing  book  or  no  briefing  book, 
our  candidate  was  extremely  unpopu- 
lar in  the  last  election.  .  .  .  Carter 
would  have  lost  anyway. 
— Tip  O'Neill,  Speaker  of  the  House 

Whether  the  latest  Washington  flap 
was  as  big  a  deal  as  the  Democrats, 
certain  newspapers  and  the  TV  net- 
works made  it  appear,  however,  was 
highly  doubtful.  It  will  depend  in 
large  part  on  how  the  briefing  papers 
were  acquired.  Columbia  History  Pro- 
fessor Henry  Graff  put  the  episode  in 
perspective  by  noting,  "This  is  not 
something  that  has  struck  a  lot  of 
people  in  the  solar  plexus."  A  Colum- 
bia colleague,  Political  Scientist  Alan 
F.  Westin,  criticized  the  tendency  of 
many  journalists  thoughtlessly  to  dub 
the  affair  "briefingate"  or  "debate- 
gate."  Said  he:  "I  find  myself  just 
bored  to  tears  by  someone  sticking 
'gate'  after  every  little  foible."  His 
point  was  well  taken:  the  briefing 
book  dispute  did  not  remotely  resem- 
ble a  Watergate-class  scandal. 

— Time 

"We  Shall  Fight  on  the 
Beaches,  in  the  Streets  . . ." 

[There  is]  proposed  legislation  in 
Long  Island  that  would  presumably 
protect  the  rights  of  some  of  us  by 
preventing  the  rest  of  us  from  smok- 
ing in  public  places.  San  Francisco 
just  promulgated  a  similar  law.  And  I 
am  sore  as  hell  and  don't  know  what 
to  do  about  it. 

Let  me  confess  my  biases.  I  smoke 
cigars.  When  I  cannot  find  a  cigar  I 
smoke  Lucky  Strikes.  When  I  have 
the  energy  to  use  a  pipe  cleaner,  I 
smoke  a  pipe.  I  know  smoking's  bad 
for  me.  On  Channel  2  the  other  night 
they  had  a  medical  feature  about  peo- 
ple who  run  in  New  York  City  to  get 
in  shape,  and  the  doctor  they  quoted 
said  that  running  was  fine.  Except 
that  when  you  run  in  New  York  you 
take  in  as  many  noxious  gases  in  30 
minutes  as  you  do  in  smoking  a  half- 
pack  to  a  pack  of  coffin  nails. 

Restaurants  cordon  off  sections 
now  where  you  can't  smoke,  and 
they're  even  trying  to  get  people  to 
stop  smoking  at  Madison  Squau'  Gar- 
den during  the  fights.  Come  on,  that's 
like  asking  Boom  Boom  Mancini  to  go 
out  there  without  a  protective  cup. 


Let  New  York  cabbies  post  "no 
smoking"  signs  amid  the  trash  and 
stagnant  fens  of  their  backseats 
while  their  radios  blast  me  with 
rock  music. . . . 

Sixty  years  ago  they  tried  Prohibi- 
tion. It  didn't  work.  Maybe  next  we'll 
have  speakeasies  where  the  wicked 
can  smoke. 

Thank  God  Winston  Churchill 
didn't  live  to  see  the  day. 

— James  Brady,  Advertising  Age 

Public  Works  OK 

Public  works  are  beneficial  and  use- 
ful investments,  even  if  Americans  do 
not  label  them  as  such.  Not  only  do 
they  create  desirable  "ripple"  or 
"multiplier"  effects — creating  jobs 
and  spinoff  businesses — but,  unlike 
industrial  duplication,  they  do  not 
cause  depressions.  A  giant  public 
works  effort  would  provide  both  a 
market  for  existing  overcapacity  and  a 
sounder  economic  stimulus. 

— Professor  Frederick  C.  Thayer, 
University  of  Pittsburgh, 
New  York  Times 

Uncontrollable? 

What  is  now  novel  is  not  the 
economy's  unsatisfactory  perfor- 
mance but  growing  doubts  about 
whether  the  instruments  of  econom- 
ic policy — mainly  the  budget  and 
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"You're  sure  she's  got  a  friend?'' 


money  supply — can  be  easily  manip- 
ulated. Before,  economists  were  disil- 
lusioned with  the  results  of  changes 
in  policy.  Now,  they  are  increasingly 
uncertain  of  their  ability  to  control 
the  policies  themselves. 

— Robert  J.  Samuelson, 
National  Journal 


Skills  are  out.  If  we  shall 
soon  have  machines  into 
which  you  put  sheep  and 
they  come  out  cardigans, 
why  teach  anyone  to  knit? 

— Qaentin  Crisp, 
How  to  Have  a  Life  Style 


No  Periodicals 

Lindsay  Emmerson  [English  editor 
of  The  Statesman]  told  me  a  political 
joke  about  the  time  in  1975  when 
Indira  Gandhi,  India's  prime  minister, 
had  declared  a  state  of  emergency  and 
herded  the  leaders  of  her  parliamen- 
tary opposition  into  jail.  "This  is  true, 
on  my  honor.  Someone  I  know  went 
to  a  big  bookstore  in  Delhi  during  the 
emergency  and  asked  for  a  copy  of  the 
Constitution  of  India.  And  the  book- 
seller said,  'I'm  sorry,  sir,  but  we  don't 
stock  periodicals.'  " 

— Gavin  Young, 
Halfway  Around  the  World 

The  Way  to  Bag  It 

"People  don't  like  to  check  their 
bags,"  says  Donald  Burr,  president  of 
People  Express  Airlines.  "They  don't 
like  standing  in  lines  to  check  a  bag. 
They  don't  like  waiting  for  it  at  the 
other  end.  And  most  of  all,  they  don't 
like  finding  that  it's  not  there."  Peo- 
ple Express  wants  passengers  to  carry 
their  bags  on  board.  The  airline  has 
installed  cavernous  overhead  compar- 
artments  in  its  Boeing  737  jets.  Its 
seats  have  greater  clearance  from  the 
floor  than  most  airlines'  seats,  so 
there's  more  room  for  luggage  under- 
neath, too.  As  a  result,  People  Express 
says,  each  passenger  can  carry  on  at 
least  two  bags. 

— William  M.  Carley, 
Wall  Street  Journal 

God  Doesn't  Trust 

I  know  why  the  sun  never  sets  on 
the  British  Empire:  God  wouldn't 
trust  an  Englishman  in  the  dark. 

— Duncan  Spaeth,  The  Book  of 
Insults — Ancient  and  Modern, 
by  Nancy  McPhee 
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1983  American  Bell 


ALABAMA 

One  Perimeter  Park  South 
Birmingham,  AL  35243* 
Perimeter  Park  South 
Birmingham,  AL  35201 

Dauphin  65  Building 
Mobile,  AL  36616* 

1  Court  Square 
Montgomery.  AL  36104 

ARIZONA 

3101  North  Central  Avenue 
Phoenix,  AZ  85012* 

1200  North  Eldorado 
TucsoaAZ  85715* 
1200  Eldorado  Place 
Tucson,  AZ  85700 

ARKANSAS 

2  Financial  Center 
Litde  Rock,  AR  72211 

CALIFORNIA 

7170  North  Financial  Drive 
Fresno,  CA  93710* 

333  South  Beaudry  Avenue 
Los  Angeles.  CA  90012* 
2000  Franklin  Street 
Oakland.  CA  94612* 

8950  CaL  Ctr.  Drive 
Sacramento.  CA  95826 

Columbia  Center 
San  Diego.  CA  92101* 

50  West  Brokaw  Road 
San  Jose,  CA  95110* 

Knoll  Center 

San  Jose,  CA  95110* 

Warmington  Plaza 
Santa  Ana,  CA  92707  * 

COLORADO 

1115  Elkton  Drive 
Colorado  Springs,  CO  80900 

6200  South  Syracuse  Way 
Denver,  CO  80111 

6200  South  Syracuse  Street 
Englewood,  CO  80110* 

CONNECTICUT 

777  Long  Ridge  Road 
Stamford,  CT  06902 

Griffin  Office  Park 
Windsor,  CT  06095* 

DELAWARE 

Wilmington  Trust  Center 
Wilmington,  DE  19801 

DISTRICT  OF  COLUMBIA 

1825 1  Street  N.W 
Washington,  DC  20006 

FUlRIDA 

6855  Red  Road 

Coral  Gables,  FL  33146* 

6300  Northwest  5th  Way 
Ft.  Lauderdale,  FL  33309 
9485  Regency  Square 
Jacksonville.  FL  32211 
5900  Lake  Ellenor  Drive 
Orlando,  FL  32809* 

Chasty  Halifax  Street 
Pensacola,  FL  32501 


GEORGIA 

2300  Northlake  Center 
Tucker,  GA  30084* 

IDAHO 

380  East  Park  Center  Blvd. 
Boise,  ID  83706 

ILLINOIS 

155  North  Wacker  Drive 
Chicago.  IL  60606* 

485  East  42nd  Avenue 
East  Moline.  IL  61244 
15  Salt  Creek  Lane 
Hinsdale,  IL  60521 

1515  West  22nd  Street 
Oak  Brook,  IL  60521 

2211-2215  York  Road 
Oak  Brook,  IL  60521* 

1  Crossroads  of  Commerce 
Rolling  Meadows,  IL  60008* 

2060  Hill  Meadows  Drive 
Springfield,  IL  62704 

INDIANA 

11590  N.  Meridian  Street 

Carmel,  IN  46032 

11590  North  Meridian  Street 

Carmel,  IN  46032 

8398  Mississippi  Avenue 

Merrillville,  IN  46410 

IOWA 

3449  Southgate  Drive 
Cedar  Rapids,  IA  52401 

666  Grand  Avenue 
Des  Moines,  IA  50309 

KANSAS 

200  East  6th  Street 
Topeka,  KS  66603 

257  North  Broadway 
Wichita.  KS  67202 

KENTUCKY 

Hurstboume  Place  off  Park 
Louisville,  KY  40022 

LOUISIANA 

Sherwood  Oaks  Building 
Baton  Rouge,  LA  70815 

110  Capital  Drive 
Lafayette,  LA  70501 
3500  North  Causeway  Blvd. 
Metairie,  LA  70002* 
3003  Knight  Street 
Shreveport,  LA  71105 

MAINE 

136  Commercial  Street 
Portland,  ME  04101 

MARYLAND 

400  East  Pratt  Street 
Baltimore,  MD  21202 

Rockwall  II  Building 
Rockville,  MD  20852 

1100  Wayne  Avenue 
Silver  Spring,  MD  20910* 

MASSACHUSETTS 

100  Summer  Street 
Bostoa  MA  02109  * 


5  Burlington  Woods 
Burlington,  MA  01803* 

Lexington  Office  Park 
Lexington,  MA  02173* 

128  Spring  Street 
Lexington,  MA  02173 

1350  Main  Street 
Springfield.  MA  01103 
173  Worcester  Turnpike 
Wellesley,  MA  02181 

200  Unicorn  Park  Drive 
Wobum,  MA  01801 

MICHIGAN 

30300  Telegraph  Road 
Birmingham  Farms,  MI  48010 

Forest  Hills  Office  Park 
Grand  Rapids,  MI  49506 

24445  Northwestern  Hgwy. 
Southfield,  MI  48075 

24901  Northwestern  Hgwy. 
Southfield,  MI  48075 

26500  Northwestern  Hgwy. 
Southfield,  MI  48075 

MINNESOTA 

7201  Metro  Boulevard 
Edina,  MN  55435* 

733  Marquette 
Minneapolis,  MN  55402 

MISSISSIPPI 

301  North  Lamar  Street 
Jackson,  MS  39201 

MISSOURI 

2702  Rockcreek  Parkway 
Kansas  City,  MO  64117 

2702  Rockcreek  Parkway 
Kansas  City,  MO  64117 

10820  Sunset  Plaza 
St  Louis,  MO  63127* 

107  Park  Central  Square 
Springfield,  MO  65806 

MONTANA 

550  North  31st  Street 
Billings.  MT  59101 
515  Sanders 
Helena,  MT  59601 

NEBRASKA 

100  South  19th  Street 
Omaha,  NE  68102 

NEVADA 

1325  Airmotive  Way 
Reno,  NV  89502 

NEW  HAMPSHIRE 

4  Bedford  Farms 
Bedford,  NH  03102 

NEWIERSEY 

1300  Atlantic  Avenue 
Atlantic  City,  NJ  08401 

1415  East  Marlton  Pike 
Cherry  Hill,  NJ  08034 

East  210  Route  4 
Paramus,  NJ  07652 

700  Lanidex  Plaza 
Parsippany,  NJ  07054 

Waterview  Plaza 
Parsippany,  NJ  07054 


29  Emmons  Drive 
Princeton,  NJ  08540 

Aspen  Corporate  Park 
Woodbridge,  NJ  07095 

NEWMEX1CO 

600  2nd  Street  Northwest 
Albuquerque.  NM  87102* 

NEW  YORK 

Liberty  Bank  Building 
Buffalo.  NY  14202  * 

XVI  Corporate  Woods  Blvd. 
Colonie,  NY  12205* 
118-33  Queens  Boulevard 
Forest  Hills,  NY  11375 

510  Broadhollow  Road 
Melville,  NY  11747* 

1  Astor  Plaza 

New  York,  NY  10036* 

633  Third  Avenue 
New  York,  NY  10017* 

2  World  Trade  Center 
New  York,  NY  10007* 

6597  Kinne  Road 
Syracuse,  NY  13214* 

4  West  Red  Oak  Lane 
White  Plains.  NY  10604* 

NORTH  CAROLINA 

77  Executive  Center 
Charlotte,  NC  28213* 

77  Executive  Center 
Charlotte.  NC  28212 

2211  Meadowview 
Greensboro,  NC  27420 

5171  Glenwood  Avenue 
Raleigh,  NC  27612 

NORTH  DAKOTA 

2424  13th  Avenue  South 
Fargo,  ND  58107 

OHIO 

75  West  Main  Street 
Akron,  OH  44308 

Park  Center  Building 
Cleveland,  OH  44114 

1255/1275  Euclid 
Cleveland,  OH  44115 

Nationwide  Plaza 
Columbus,  OH  43215 

One  Capital  South 
Columbus,  OH  43215 

1  First  Gem  Plaza 
Dayton.  OH  45402 

6161  Oak  Tree 
Independence,  OH  44131 

1  Seagate  Drive 
Toledo.  OH  43604 


OKLAHOMA 

4100  Adams  Road 
Bartlesville,  OK  74003 

1300  South  Meridian  Drive 
Oklahoma  City,  OK  73107  * 
3810  South  103rd  East  Av. 
Tulsa,  OK  74145 

OREGON 

2020  Southwest  4th  Street 
Portland,  OR  97201* 

PENNSYLVANIA 

3  Bala  Plaza  West 

Bala  Cynwyd,  PA  19004* 

223  Walnut  Street 
Harrisburg,  PA  17101 

1  Franklin  Plaza 
Philadelphia,  PA  19103 

Commerce  Court 
Pittsburgh,  PA  17101* 

5  Gateway  Center 
Pittsburgh,  PA  15222 

17  East  Beaver  Avenue 
State  College,  PA  16801 

8  Valley  Forge  Exec  Mall 
Wayne,  PA  19087 

New  Bridge  Center 
Wilkes-Barre,  PA  18074 

RHODE  ISLAND 

10  Orms  Street 
Providence,  RI  02904 

SOUTH  CAROLINA 

Summerall  Center 
Charleston.  SC  29403 
810  Dutch  Square  Boulevard 
Columbia,  SC  29210' 

555  North  Pleasantburg  Drive 
Greenville,  SC  29607 

SOUTH  DAKOTA 

United  National  Bank  Bldg. 
Sioux  Falls,  SD  57194 

TENNESSEE 

401  Chestnut  Street 
Chattanooga,  TN  37402 

9041  Executive  Park  Drive 
Knoxville,  TN  37923 

2500  Ml  Moriah  Road 
Memphis,  TN  38115* 

1  Vantage  Way 
Nashville,  TN  37228* 
44  Vantage  Way 
Nashville,  TN  37228 

TEXAS 

415  West  8th  Street 
Amanllo,  TX  79101 


3721  Exec  Center  Dr. 
Austin,  TX  78731 

2396  East  Texas  Freeway 
Beaumont,  TX  77703 

5155  Flynn  Parkway 
Corpus  Christi,TX  78411 

5525  LBJ  Freeway 
Dallas,  TX  75240* 

9400  Viscount  Boulevard 
El  Paso,  TX  79925 

2501  Parkview  Drive 
Fort  Worth,  TX  76102 

4888  Loop  Central  Drive 
Houston.  TX  77081* 

22  Briercroft 
Lubbock.  TX  79408 

10  Desta  Drive 
Midland,  TX  79701 

84  NE  Loop  410 

San  Antonio,  TX  78216* 

UTAH 

600  South  200  East 
Salt  Lake  City,  UT  84111* 
660  South  200  East 
Salt  Lake  City,  UT  84111 

VIRGINIA 

1225  Jefferson  Davis  Hgwy. 
Arlington,  VA  22202 

1951  Kidwell  Road 
Falls  Church,  VA  22180 

Military  Circle  Office  Park 
Norfolk,  VA  23502 

600  East  Broad  Street 
Richmond.  VA  23219* 

5204  Bernard  Drive 
Roanoke,  VA  24014 

WASHINGTON 

2901  Third  Avenue 
Seattle,  WA  98134* 

801  Riverside  Drive 
Spokane,  WA  99201 

WEST  VIRGINIA 

City  Center  West 
Charleston,  WV  25302 

WISCONSIN 

1033  West  College  Road 
Appleton,  WI  54914 

400  Executive  Drive 
Brookfield,  WI  53005* 
2802  Intil  Lane 
Madison,  WI  53704 

WYOMING 

111  South  Jefferson  Street 
Casper,  WY  82601 

1651  Carey  Avenue 
Cheyenne,  WY  82001 


IT  WOULD  ALMOST 
BE  EASIER  TO  TELL  YOU 
WHERE  WE'RE  NOT. 


How  often  does  a  brand- 
new  company  start  with 
more  than  200  sales  offices? 

Not  often  at  all.  But  it 
happened  this  year.  When 
American  Bell  Advanced 
Information  Systems  opened 
its  doors. 

On  the  third  of  January, 

Multiple  sales  offices  at  this  location. 


we  opened  our  doors  from 
Maine  to  California.  From 
Ft.  Lauderdale  to  Seattle. 

With  19,000  employees. 
Including  8,000  sales  and  tech- 
nical support  people.  Backed 
by  the  largest  service  force  in 
the  world. 

We're  the  deregulated 
subsidiary  of  AT&T. 

We  offer  everything 
from  a  basic  business  phone 
system  to  one  that  includes 
keyboards,  printers,  data 


screens,  and  message  cen- 
ters, all  linked  by  an  applica- 
tions processor. 

Business  systems  de- 
signed to  help  your  people  do 
their  jobs  more  efficiently.  So 
your  company  can  compete 
more  effectively— and  win. 

We'll  bring  you  the  inno- 
vative technology  of  Bell  Labs 
and  the  product  reliability  of 
Western  Electric. 

And  we'll  do  it  anywhere 
in  the  country. 


If  you'd  like  us  to  put  you 
in  touch  with  a  local  Account 
Executive  trained  in  your 
business,  call  1-800-AIS-1212, 
Ext.  898. 

Just  tell  us  where  you  are, 
and  we'll  be  there. 


American  Bell 

Advanced  Information  Systems 


Irs  Revcmding  To  Be  One  Of  THe  Top  50 
Shopping  Center  Developers. 

Irs  An  HonorTo  Be  Number  One. 


Nat  ional  Property  Analysts,  Inc. 

THE  MOST  IMPORTANT  THING  OUR  REAL  ESTATE  EARNS  IS  YOUR  TRUST 

PHILADELPHIA,  NEVVlORK,  LOS  ANGELES.  SAN  FRANCISCO,  SI  LOUIS.  OKLAHOMA  CITY 

•As  named  by  National  Mall  Monitor. 
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Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


THE  CHICKEN  LITTLES  OF  WALL  STREET 


iave  been  spooked  in  recent  weeks  by  fears  over  what  the 
ederal  Reserve  might  do  about  the  rapid  growth  of  a 
Qoney  supply  measure  called  Ml  and  over  rumors  that 
irazil  might  default  on  its  debts. 
These  fears  are  overblown. 

Fact  is,  Brazil,  not  to  mention  two  score  other  countries, 
lasn't  been  able  to  pay  its  debts,  or  the  interest  on  them, 
ut  of  earnings  for  more  than  a  year. 
As  long  as  we  don't  do  anything  foolish,  like  demanding 
mmediate  payment  or  forcing  a  dramatic  writedown  on 
11  debt  of  less  developed  countries  (LDC)  or  trying  to  get 
n  agency  like  the  International  Monetary  Fund  to  take 
hese  loans  off  the  banks'  hands,  this  situation  should 
ight  itself  over  time,  despite  scares  in  between. 

The  most  immediate  antidote  for  LDC  debt  woes  is 
traightforward:  a  resumption  of  economic  growth  by  the 
ndustrial  countries,  led  by  the  U.S. 
A  Morgan  Guaranty  Trust  study  found  that  a  paltry  3% 
prowth  by  the  U.S.  and  other  economic  biggies  would  cut 
-DC  balance-of-payments  deficits  by  half  in  24  months. 
Lower  interest  rates — which  would  come  quickly  if  the 
ed  could  ever  get  monetary  policy  straightened  out — 
would  be  of  sizable  help  as  well.  Each  1%  reduction  saves 
he  LDC  about  S6  billion  a  year. 
Finally,  these  strapped  borrowers  should  be  "encour- 
ged"  to  stop  waging  war  against  private  enterprise. 
As  for  Ml,  ignore  it. 


It  is  misleading  for  reasons  this  column  has  pointed  out 
before.  Principally,  thanks  to  OPEC's  financial  problems, 
dollars  banked  outside  the  U.S.,  which  are  not  counted  as 
part  of  our  money  supply,  are  coming  to  American  banks, 
where  they  are  counted.  The  worldwide  dollar  supply  is 
unaffected. 

Other  reasons  for  dismissing  Ml:  Because  of  the  revolu- 
tion in  financial  instruments,  the  traditional  relationship 
between  it  and  the  gross  national  product  has  been  sev- 
ered. In  addition,  an  expanding  economy  creates  more 
money.  A  low  inflation  environment,  moreover,  means 
that  people  are  more  willing  to  hold  cash  or  leave  funds  in 
their  regular  checking  accounts,  which  balloons  Ml.  This 
phenomenon  was  most  dramatically  illustrated  when  the 
German  hyperinflation  was  ended  in  late  1923  and  the 
money  supply  rocketed  for  the  next  year  or  so. 

The  growth  of  Ml  under  these  circumstances  should  be 
a  source  of  encouragement,  not  despair. 

Why  doesn't  Volcker  publicly  dismiss  this  Ml  non- 
sense? Because  he's  afraid  of  "monetarists"  who  take  it 
seriously.  Monetarist  godfather  Milton  Friedman  is  a 
friend  of  President  Reagan's;  monetarists  hold  key  posts  in 
the  Treasury  Department.  There  are  several  monetarists 
on  the  Fed's  important  Open  Market  Committee. 

So  Volcker  bites  his  cigar  and  stays  silent. 

Odds  are  he  will  let  rates  go  up  a  bit  but  not  enough  to 
completely  abort  the  strengthening  recovery. 


GRIZZLY  FORM  OF  ENVIRONMENT ALISM 


Please  excuse  that  unbearable  pun,  but  the  National 
'ark  Service  should  "fess  up"  and  reverse  the  mistake  it 
lade  years  ago  when  it  closed  down  dump  sites  in  Yellow- 
tone  National  Park  that  bears,  including  grizzlies,  would 
ise  to  feed  themselves. 

The  closures  were  motivated  by  a  "forever  wild"  idea 
hat  bears  should  fend  for  themselves  the  way  they  did 
>efore  man  came  upon  the  scene. 

The  result  is  an  example  of  the  law  of  unintended 
consequences.  The  grizzlies  and  their  black  and  brown 
i:ousins  began  looking  for  food  wherever  they  could  find 


it — nearby  campsites,  vacation  homes  and  ranches  where 
sheep  and  cattle  grazed.  Inevitably,  people  were  maimed 
and  a  number  of  grizzlies,  which  are  almost  extinct  in  the 
continental  U.S.,  ended  up  being  shot. 

The  Park  Service  has  been  trying  to  remedy  its  original 
boo-boo  with  various  expedients  that  haven't  worked. 

With  over  2  million  people  visiting  Yellowstone  each 
year,  the  "forever  wild"  doctrine  is  a  bit  unrealistic. 

Both  bear  and  man  would  be  better  off  by  the  reopening 
of  those  dumps  or  by  the  provision  of  spots  where  ample 
food  would  be  left  periodically. 
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This  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  these  securities. 
The  offer  is  made  only  by  the  Prospectus. 


1,880,000  Shares 


July  1.  1983 


A/ANTGARDE 
Computing  Inc. 


Common  Stock 


Price  $16  per  Share 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  in  which  this  an- 
nouncement is  circulated  only  from  such  of  the  underwriters,  including 
the  undersigned,  as  may  lawfully  offer  these  securities  in  such  State. 


Kidder,  Peabody  &  Co. 

Incorporated 


Woodman  Kirkpatrick  &  Gilbreath 


Bear,  Stearns  &  Co. 
Blyth  Eastman  Paine  Webber 

Incorporated 

Donaldson,  Lufkin  &  Jenrette 

Securities  Corporation 


The  First  Boston  Corporation 
Alex.  Brown  &  Sons 
Drexel  Burnham  Lambert 

Incorporated 


A.  G.  Becker  Paribas 

Incorporated 

Dillon,  Read  &  Co.  Inc. 
Hambrecht  &  Qiiist 

Incorporated 

E.  F,  Hutton  &  Company  Inc.     Lazard  Freres  &  Co.     Lehman  Brothers  Kuhn  Loeb  Prudential-Bache 

Incorporated  Securities 

Shearson/ American  Express  Inc. 
Wertheim  &  Co.,  Inc.  Dean  Witter  Reynolds  Inc. 


L.  F.  Rothschild,  Unterberg,  Towbin 
Smith  Barney,  Harris  Upham  &  Co. 

Incorporated 

Atl  cofpL^o^31  Basle  Securities  Corporation  A.  G.  Edwards  &  Sons,  Inc.  Montgomery  Securities 
Oppenheimer  &  Co.,  Inc.         Robertson,  Colman  &  Stephens         Thomson  McKinnon  Securities  Inc. 


What's  Ahead  for  Business 


Edited  by  Thomas  O'Donnell 


Sticky  interest  rates 
won't  squelch  this 
powerful  recovery 


Inflation  and 
government 
borrowing? 
Not  to  worry 


For  many  reasons  this 
recovery  is  different 
from  past  rebounds 


A  RECOVERY  TOO  POWERFUL  TO  STOP 

What  if  our  columnist  Ben  Weberman  is  wrong  (p.  173)1  Weberman 
predicts  that  interest  rates  will  soon  resume  their  interrupted  down- 
ward trend.  But  what  if  he's  wrong?  What  if  interest  rates  remain  close 
to  their  current,  still  lofty,  levels?  Is  the  recovery  doomed  in  that  case? 
Not  necessarily.  Here's  why: 

The  recovery  is  far  stronger  than  most  economists  envisioned  a  few 
months  ago.  It  now  has  a  life  of  its  own,  too  strong  to  be  halted  by  a 
temporary  uptick  in  rates.  Real  growth  in  GNP  will  approach  5% 
during  the  first  half  and  possibly  top  6%  during  the  second  quarter. 
That  pace  will  accelerate  as  the  year  wears  on. 

The  recovery  is  so  strong  because  the  recession  was  unusually  severe. 
Taming  inflation  took  a  heavy  toll  on  workers,  consumers  and  busi- 
ness. But  lots  of  good  news  is  now  resulting  from  that.  Inventory 
liquidation,  for  example,  was  sharper  in  1982  and  early  1983  than  ever 
before,  and  the  rebuilding  taking  place  is  brisk.  That  means  production 
will  have  to  be  stepped  up  to  meet  demand.  Taken  together,  inventory 
accumulation  and  higher  production  will  add  about  2  percentage 
points  to  this  year's  GNP.  That  will  increase  jobs,  overtime  pay, 
personal  income  and  consumer  confidence,  which  already  has  im- 
proved dramatically  over  the  past  three  months. 

Consumers,  who  account  for  two-thirds  of  GNP,  are  confident 
because  of  two  things:  a  decline  in  unemployment  and  a  decline  in 
inflation,  the  most  important  variables  affecting  their  attitudes.  In 
addition,  households  paid  off  so  much  debt  during  the  downturn  that 
their  balance  sheets  are  stronger  than  they  have  been  in  ten  years. 
While  corporate  balance  sheets  are  still  weak,  an  enhanced  quality  of 
earnings  and  stronger  depreciation  flow  is  fast  restoring  them.  The 
consensus  forecast  is  that  aftertax  business  earnings  will  rise  by  15% 
in  1983.  What's  Ahead  thinks  that  is  too  conservative  and  predicts 
they  will  increase  by  closer  to  30% . 

The  improving  corporate  cash  picture  will  reduce  the  need  for  corpo- 
rate borrowing  and  reduce  the  chances  of  a  "crowding  out"  caused  by  a 
clash  between  heavy  Treasury  and  private  borrowing.  So  there  will  be 
little  upward  market  pressure  on  rates.  The  prime,  currently  at  10.5%, 
will  approach  9%  by  year-end. 

All  in  all,  it's  a  virtuous  cycle  typical  of  a  recovery's  first  year,  but 
with  a  difference  this  time:  Because  of  the  sharp  belt-tightening, 
business  productivity  and  profits  will  soar  this  time  around.  All  of  this 
will  more  than  offset  some  stickiness  in  interest  rates.  What's  Ahead 
thinks  interest  rates  will  start  coming  down  as  autumn  arrives.  But 
even  if  the  decline  is  excruciatingly  slow,  this  won't  wipe  out  the 
recovery  this  year.  People  are  getting  accustomed  to  high  rates,  which 
look  low,  compared  with  what  they  were  a  year  ago.  Six  months  from 
now,  high  interest  rates  could  slow  the  recovery,  but  What's  Ahead  is 
convinced  they  won't  stay  high  that  long. 
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The  Forbes  Index 


Forbes  Index 


12-month  close-up 
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Onward  and  upward.  The  Forbes  Index  has  hit  yet  another 
high,  posting  a  2.3%  rise.  A  major  factor  contributing  to 
the  gain  was  a  5.5%  decline  in  unemployment  claims 
during  the  latest  reporting  period.  The  decline  follows  a 
1.8%  drop  a  month  earlier  and  represents  the  lowest  level 
for  such  claims  since  April  1981.  More  important,  it 
represents  a  32.3%  fall  from  the  high-water  mark  for 


unemployment  claims  set  in  October  of  last  year. 

Good  news  comes  also  from  the  manufacturing  sector. 
New  orders  registered  an  encouraging  1.3%  gain  in  May. 
At  the  same  time,  inventories  are  no  longer  being  liquidat- 
ed but  are  being  rebuilt,  as  the  0.5%  rise  in  manufacturers' 
inventories  indicates.  The  restocking  of  shelves  will  give 
new  strength  to  the  recovery. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  the  change  in  the 
amount  of  consumer  installment  debt  outstanding 

To  measure  these  eight  elements,  Forbes  monitors  1 1 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  series  are  presented  at  right. 


1  1  1  1  1   1  1  1  1  1  1 
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WORD  TO  THE  WEALTHY 


AVING  ONE'S  CAKE  AND  EATING  IT  TOO  IS  LARGELY  A  MATTER 
f  PROPERLY  MANAGING  THE  ENTREPRENEUR'S  COMPLETE  CYCLE 
f  WEALTH.  FROM  ITS  CREATION,TO  ITS  INVESTMENT,  TO  ITS 

DNSERVATION  FOR  ONE'S  ESTATE.  Agfe..  •- 

CITIBANK} 


3  Citibank.  N  A  Member  FDIC 


PRIVATE  BANKING  &  INVESTMENT 


\bure  a  professional. 

You  need  professional  service 
with  your  personal  computers. 


i 


J/il\\\ 


Digital  gives  you 
the  best  support  package 
in  the  industry.  Training 
for  your  people.  Hot  lines 
for  your  questions.  A  full 
range  of  services  for  your 
peace  of  mind. 

Up  to  now,  personal  computers 
have  not  been  noted  for  their  after- 
sale  support. 

Digital  changes  that. 

We've  created  three  new  personal 
computers,  intended  for  professionals. 
That  means  they  do  more  than  most 
personal  computers.  And  they're 
supported  better  than  anybody  else's. 

We  offer  a  total  service  package, 
giving  you  all  the  support  you  need, 
right  at  your  place  of  business. 
From  computer-based  instruction  to 
instant-access  hot  lines  to  guaranteed 
response  times  to  software  updates, 
we  provide  everything. 

We  have  over  20,000  service  people 
worldwide  and  all  the  resources  and 
experience  to  deliver  superior  service 
across  the  board:  hardware,  software, 
education.  Not  even  the  world's 
largest  computer  company  can  offer 
you  so  much. 

So  if  you're  looking  into  personal 
computers,  don't  just  compare  the 
goods,  compare  the  services.  You'll 
find  that  when  it  comes  to  support 
after  the  sale,  nobody  can  do  more 
for  your  peace  of  mind  than  Digital. 

5QS0E3SD 

Computers  for  professionals 
from  professionals. 


©  Digital  Equipment  Corporation  1983 


FOR  US  WHERE 

YOU  FIND  ALL 

THE  REST 


If  insurance  brokers  all  seem  like  peas  in  a  pod  with  the  same  attitudes,  same  programs, 
same  coverages,  perhaps  it's  time  to  look  at  Frank  B.  Hall.  We're  the  world's  most  inventive 

insurance  services  firm.  The  Protection  Connection"  to  21st  Century  insurance  and  risk 
managemenr^echnology  for  significant  corporations,  both  large  and  small,  around  the  globe. 

At  Frank  B.  ilalKwe  re  never  too  busy,  or  too  complacent,  or  too  distracted  to  get  excited 
about  your  needs: |S|' re  the  creative  force  in  our  industry.  Look  for  us  today  in  a  convenient 


location.  Fir 


lat  a  unique  firm  we  really  are.  And  how  we  can  satisfy  your  every 
tete  insurance  requirement  in  our  own  special  way. 

<kr  B.  HALL  &  CO.  M^Sl 


mnectii 


The  Protection  Connection  is  a  tradBark  and  service  mark  of  Hallways  Advertising,  Inc.  Copyright  ©  Hallways  Advertising,  Inc  .  1983  All  rights  reserved. 
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"This  time  its  different;  the  big  institutions 
are  buying. "  Do  such  phrases  reassure  you 
about  the  new  issues  boom?  If  so,  you  are 
very  young  or  have  a  short  memory. 


Doesn't  anyone 
remember? 


By  Richard  L.  Stern 
and  Laura  Saunders 

WE  checked  in  with  Laurence 
Tisch.  Larry,  chairman  of 
Loews  Corp.,  has  made  hun- 
dreds of  millions  on  Wall  Street.  He 
ranks  among  the  relative  handful  of 
truly  shrewd  long-term  investors. 
What's  Larry  doing  in  this  hot  new 
issues  market?  Avoiding  them,  he 
told  us.  No  time  to  sort  the  wheat 
from  the  chaff.  Better  things  to  do 
with  his  time  and  money. 

Tisch,  it  turns  out,  is  not  alone.  On 
Wall  Street  we  found  old  hand  after 
old  hand  holding  similarly  dim  views 
of  the  new  issues  phenomenon.  We 
also  learned  how  to  make  an  invest- 
ment banker  or  knowledgeable  mon- 
ey manager  laugh:  Catch  him  un- 
awares and  say,  "Telerate." 

This  company  is  often  cited  as  proof 
that  there's  plenty  of  good  merchan- 
dise in  the  current  new  issues  boom. 
Telerate  provides  a  much  valued  com- 
puterized financial  information  ser- 
vice and  has  a  good  record  of  revenues 
and  earnings.  Fine  little  outfit. 

So  why  do  people  laugh  when  you 
mention  Telerate?  Goldman,  Sachs 
and  Rothschild,  Inc.  brought  Telerate 
public  in  April  at  $20  per  share,  or  71 
times  1982  earnings  and  20  times  rev- 
enues, for  a  market  value  of  $880  mil- 
lion. Even  if  Telerate  were  to  increase 


profits  two-  or  threefold,  its  current 
price  would  still  be  excessive.  After 
all,  IBM's  P/E  is  16.  Sound  company, 
funny  price. 

We  cite  Telerate,  not  because  it  is 
bad  merchandise,  but  because  it  is 
superior  merchandise  that  is  priced  to 
discount  the  hereafter.  However,  any- 


one who  thinks  good  but  overpriced 
companies  are  the  worst  thing  in  this 
market  doesn't  know  the  half  of  it.  J. 
Morton  Davis  of  Manhattan's  D.H. 
Blair  boasts  in  large  advertisements  of 
having  one  of  the  best  new  issues  rec- 
ords. Among  Blair's  latest  is  Tender 
Loving  Care,  which  offers  health  care 
services  at  home.  The  company  has 
"certain  past-due  obligations,  includ- 
ing payroll  taxes  of  $100,000." 


Payroll  taxes?  Going  public  to  meet 
payroll  taxes?  That's  an  interesting 
switch.  As  Tisch  said:  There's  too 
much  chaff  among  the  good  kernels. 

One  of  Blair's  competitors  in  bring- 
ing out  lots  of  new  issues  is  Rooney, 
Pace,  which  like  Blair  is  trying  to  up- 
grade its  image  in  this  new  issues 
boom.  One  of  the  biggest  Rooney, 
Pace  winners  is  International  Thor- 
oughbred Breeders,  up  450%  from  an 
offering  price  that  was  no  bargain. 
Rooney,  Pace  brought  it  public  in 
1981  for  Robert  Brennan,  president  of 
First  Jersey  Securities  (Forbes,  Mar.  1, 
1982),  which  is  to  reputable  brokerage 
houses  what  a  street  vendor  is  to  Nei- 
man-Marcus.  Lately  Rooney,  Pace  is 
even  bringing  itself  public,  despite  the 
fact  that  it  has  had  two  scrapes  with 
the  SEC  and  is  barred  for  now  from 
doing  business  in  Wisconsin. 

They  say  that  this  new  issues  boom 
is  a  quality  boom.  You  wouldn't  know 
it  in  Denver,  home  of  the  penny  stock 
and  the  fast  shuffle.  We  started  with 
Meyer  Blinder.  His  firm,  Blinder  Rob- 
inson, is  sometimes  called  by  the  lo- 
cals "Blind  'em  and  rob  'em."  Meyer 
is  doing  nicely,  thank  you.  His  subur- 
ban office  in  the  penthouse  of  the  new 
Blinder  Building  features  a  full-size 
indoor  swimming  pool  only  steps 
away  from  his  desk,  which  is  tasteful- 
ly mounted  on  a  dais.  Where,  we  won- 
dered, are  the  customers'  indoor 
swimming  pools? 

What's  moving  in  Denver  these 
days?  Not  oil  deals  anymore.  Forget 
all  that.  It's  high  tech  all  the  way  now. 
Blinder  Robinson  has  lots  of  company 
in  Denver.  Other  local  underwriters 
offer  items  like  Desert  Arabian  Blood- 
stock, Inc.,  "with  no  significant  oper- 
ating history."  Bionomic  Sciences  In- 
ternational Inc.  has  a  patent  on  an 
unproven  mouthwash  or  toothpaste 
compound  for  both  humans  and  ani- 
mals, and  a  patent  application  on  a 
fertility  swab  that  determines  if  a 
woman  is  ovulating.  Bionomic 
doesn't  have  any  revenues.  None. 

Why  is  all  this  stuff  going  public? 
"Because  the  public  is  buying  it  like 
hotcakes,"  says  one  Denver  broker, 
surprised  we  even  asked. 

We  turned  the  conversation  to  his- 
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tory,  back  to  the  last  great 
new  issues  boom  of  1967-  Dominick 
68.  That  boom  bred  an  in-  'There's 
teresting  character  named 
Charlie  Plohn,  better 
known  as  "two-a-week 
Charlie,"  for  the  fecun- 
dity of  his  Manhattan- 
based  new  issues  activity. 
We  asked  our  Denver 
broker  if  there  was  an 
equivalent  of  Plohn  today. 
"And  why  are  you  looking 
for  the  new  Charlie  Plohn 
&  Co.  here,"  he  asked  us 
in  turn,  genuinely  puz- 
zled, "when  it  already  ex- 
ists back  East?  Southeast 
Securities  of  Florida." 

In  Miami,  you  mean. 

"No.  Hoboken,  N.J." 

Southeast  Securities  of 
Florida  is  headquartered  in  Hobo- 
ken, with  offices  in  New  York,  Salt 
Lake  City,  Denver  and  Houlton, 
Me.,  three  miles  from  the  Canadian 
border.  Houlton,  Me.?  In  the  midst 
of  the  potato  fields? 

"That's  a  good  area  for  our  new 
issues,"  explains  Southeast  President 
Dominick  Fiorese,  adding  that  cus- 
tomers up  there  are  "not  investment- 
oriented  people,  but  there's  a  lot  of 
money  in  mattresses."  Which  ex- 
plains why  he  can  sell  them  Dom- 
inick's  Pizza  Plus,  a  two-parlor  chain- 
to-be  that  hopes  to  make  its  money  on 
do-it-yourself  pizzas,  and  Videotron,  a 
video  arcade  outfit  whose  officers 
don't  plan  to  donate  a  "significant 
portion  of  their  time  to  the  company's 
day-to-day  activities  and  affairs." 

As  for  Southeast's  brokers,  Fiorese 
confides  he  likes  to  get  them  inexperi- 
enced. "They  are  easier  to  teach,"  he 
says.  So  easy  to  teach,  in  fact,  that  the 
New  Jersey  Bureau  of  Securities 
claims  that  some  of  them  weren't 
even  registered,  and  a  consent  decree 
is  being  negotiated. 

What  else  is  Southeast  offering? 
There's  the  Diet  Institute,  which 
plans  to  franchise  diet  centers.  Its 
CEO  used  to  run  a  fast  food  franchise. 
The  offering  raised  S2  million.  The 
CEO  and  president  each  get  salaries  of 
S98,000  a  year.  There's  Big  Apple 
Farms,  a  racehorse  farm  without  any 
horses,  barns,  breeding  facilities  or 
even  any  farmlands:  "For  the  foresee- 
able future,  the  company  will  be  an 
insignificant  factor  in  the  Thorough- 
bred industry." 

Then  there's  Enetech,  which  plans 
to  use  the  proceeds  to  acouire  coal 
leases  but  acknowledged  in  the  pro- 
spectus that  the  coal  probably 
wouldn't  be  readily  marketable  be- 
cause of  its  low  quality.  Enetech's 


Fiorese  of  Soutlxast  Securities  of  Florida 
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president  and  secretary  are  part  own- 
ers of  a  company  that  is  selling  Ene- 
tech the  lease.  The  title  to  the  land, 
incidentally,  is  not  clear. 

You  can  go  on  and  on.  Southeast 
Securities  has  this  to  say  about  a  com- 
pany called  Meridian  Venture  Corp: 
"The  company  intends  ...  to  engage 
in  the  .  .  .  development  and  marketing 
of  business  concepts  and  ideas,  com- 
mercial enterprises,  products  and  ser- 
vices for  the  public  consumer."  The 
executives  may  have  to  do  all  this  in 
their  spare  time,  however,  since  two 
of  them  are  also  officers  in  Dom- 
mick's  Pizza  Plus.  Meridian's  CEO 


Any  Way 
You  Slice  It, 
It's  Profitable, 


Southeast  promotional  brochure 
Sweetening  the  sales  pitch. 


and  president,  according  to  the  pro- 
spectus, will  do  the  advertising,  legal 
and  franchise  work  for  Dominick's. 

You  need  be  neither  wise  nor  bold 
to  predict  that  a  good  many  of  these 
companies  will  end  up  in  the  bone- 


yard.  Most  of  them,  may- 
be. And  very  few,  even 
among  the  best,  will  ever 
justify  the  high  prices 
that  they  currently  com- 
mand. It  always  happens 
this  way. 

The  Securities  &.  Ex- 
change Commission 
picked  500  of  the  thou- 
sands of  new  issues  of  the 
1961-62  new  issues  boom 
at  random.  By  1965,  215 
had  gone  bankrupt,  and  60 
had  simply  vanished. 
Some  125  were  alive  but 
operating  unprofitably. 
Only  100  had  profits,  but 
of  those  the  SEC  felt  only 
a  dozen  appeared  attrac- 
tive as  investments. 
That's  a  2.4%  hit  ratio. 
Roy  Neuberger  of  Neuberger  &  Ber- 
manis  80.  He's  another  of  Wall  Street's 
great  traders,  and,  like  Larry  Tisch,  he 's 
giving  the  new  issues  market  a  wide 
berth.  Neuberger  says  that  many  of  the 
new  offerings  m  small  technology 
companies  and  their  frequently  fren- 
zied aftermarket  trading  already  re- 
mind him  of  the  overspeculation  ram- 
pant in  the  1920s  and  1961.  Note  that 
Neuberger  refers  to  what  Wall  Street 
considers  the  good  stuff,  not  the  junk 
that  anyone  can  see  is  junk. 

Wall  Street  historian  Lucien 
Hooper,  87,  a  longtime  Forbes  colum- 
nist and  one  of  the  sagest  men  on  The 
Street,  also  sees  alarming  parallels  in 
the  way  people  are  chasing  the  stocks 
of  hot  little  companies.  The  present 
craze  for  personal  computer  stocks  re- 
minds him  of  the  craze  for  radio 
stocks  that  raged  in  the  1920's.  Cros- 
ley,  Atwater  Kent,  Philco,  Sparton, 
where  are  you  now? 

Still  not  convinced  that  this  one 
will  end  m  a  bust  like  the  past  new 
issues  booms?  Because  this  time  the 
institutions  are  doing  the  buying? 
Certainly  the  institutions  are  playing 
the  good  stuff  heavily.  Our  own  col- 
umnist Tom  Murphy  confirmed  this 
in  the  last  issue. 

It  gives  us  scant  comfort,  however. 
Many  of  these  same  institutions  were 
convinced  in  1973  that  you  couldn't 
pay  too  much  for  stocks  like  Avon 
Products,  Polaroid  and  Disney.  If  you 
argued  with  these  institutional  ge- 
niuses that  a  mature  door-to-door  cos- 
metics company  couldn't  possibly  be 
worth  40  times  earnings,  they  would 
tell  you  that  you  were  naive.  The 
same  fellows  now  call  you  naive  if 
you  question  the  prices  on  even  the 
best  of  these  new  issues. 

Whom  the  gods  would  destroy  they 
first  make  mad.  ■ 
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The  Postal  Service  is  supposed  to  provide 
mail  service  at  break-even  prices.  Would 
you  believe  it's  a  billion  dollars  in  the  black? 


Good  news 
department 


By  Jayne  A.  Pearl 


Remember  the  old  money- 
losing  Post  Office?  Well,  a 
hefty  price  increase  and  a 
dose  of  cost-cutting  seems  to 
have  turned  it  around.  In  fiscal 
1982,  ended  Sept.  30,  the  surplus 
came  to  at  least  $800  million.  In 
the  first  six  months  of  this  year, 
the  U.S.  Postal  Service  raked  in 
another  $500  million.  And  this  is 
with  conservative  bookkeeping 
methods:  There  could  be  as  much 
as  $400  million  more  tucked 
away  in  reserves. 

For  an  outfit  with  revenues  of 
$23  billion,  this  isn't  sensation- 
al, but  it  isn't  bad  either,  consid- 
ering that  the  USPS  has  been  a 
chronic  moneyloser.  Getting 
into  the  black  required  consider- 
able bullet-biting.  This  included 
a  33%  hike  in  first-class  rates  to 
20  cents,  despite  the  indepen- 
dent Postal  Rate  Commission's 
argument  that  18-cent  stamps 
would  have  been  enough  to 
break  even.  The  rate  commis- 
sion was  overruled  by  the 
courts,  which  upheld  the  USPS'  right 
to  go  to  20  cents. 

Instead  of  rejoicing  at  black  ink, 
some  critics  are  complaining.  A.  Lee 
Fritschler,  an  ex-chairman  of  the  PRC, 
says  the  USPS  Board  of  Governors  arbi- 
trarily reduced  the  profit  figure  and 
tucked  $400  million  into  reserves. 
They  are  "embarrassed  by  their  obvi- 
ously faulty  projection"  that  they 
would  not  be  able  to  break  even  with- 
out the  higher  rate,  he  says.  But  such 
griping  grates  on  most  people  at  a  time 
when  the  USPS  is  setting  such  a  good 
example  to  other  federal  agencies. 

Presiding  over  the  welcome  surplus 
is  Postmaster  General  William  F. 


Bolger,  who  joined  the  old  Post  Office 
Department  in  1941  as  an  18-year-old 
clerk  when  a  first-class  postage  stamp 
cost  3  cents.  When  Bolger  was  ap- 
pointed in  1978,  he  inherited  seven 
years  of  deficits  run  up  since  the  USPS 
was  reorganized  as  an  independent 
government  agency  in  1970.  The  reor- 
ganized USPS  retained  its  traditional 
monopoly  powers  but  with  a  mandate 
to  provide  lowest-cost  mail  delivery 
and  still  break  even. 

A  quick  fix  from  the  hefty  1978  rate 
increases  and  some  belt-tightening 
took  the  USPS  into  its  first  year  in  the 
black.  But  inflation,  which  triggered 
cost-of-living  wage  increases,  took 


■ 


USPS  back  into  the  red  in  1980  and 
1981.  With  inflation  slowing,  the 
bucks  have  been  rolling  in,  and  federal 
postal  subsidies  are  down  from  almost 
$500  million  in  1 98 1  to  none  this  year. 
The  inflation  drop  contributed  $170 
million  to  last  year's  surplus  because 
wage  increases  slowed.  "We  also  had 
more  volume  than  we  anticipated,  es- 
pecially in  presorted  mail — and  pre- 
sorted mail  means  less  handling  ex- 
pense," says  Bolger.  He  boasts  that 
productivity  increased  3.6%  last  year, 
adding,  "And  every  1%  productivity 
increase  is  worth  almost  $190  million 
in  cost  avoidance." 

The  $400  million  Fritschler  alleges 
was  hidden  came  from  an  unexpected, 
though  significant,  drop  in  work- 
men's compensation  claims  last 
year.  The  USPS  Board  chose  not 
to  book  the  resulting  drop  of  $400 
million  in  its  liabilities  until  a 
full  audit  determines  whether 
those  workmen's  compensation 
claims  are  permanently  inactive 
or  just  postponed. 

All  this  improvement  has  been 
achieved  with  remarkably  little 
bloodletting.  Throughout  both 
bust  and  boom  years,  Bolger  actu- 
ally boasts  that  not  one  worker 
has  been  laid  off.  Since  reorgani- 
zation, the  USPS  is  handling  40 
billion  more  pieces  of  mail  a  year, 
with  70,000  fewer  people — all 
through  attrition.  He  says  future 
automation  will  not  require  lay- 
offs. Bolger's  record  in  avoiding 
traumatic  firings  gives  credibil- 
ity to  such  claims. 

These  assurances  may  ease 
union  anxiety  over  job  security, 
although  with  new  optical  scan- 
ners and  nine-digit  zip  codes  com- 
ing, there  may  be  room  for  big  job 
trims.  The  other  side  of  the  coin  is 
that  the  growing  surplus  may 
tempt  the  postal  union  to  insist 
on  big  pay  increases.  With 
675,000  employees  now  on  the  job,  no 
less  than  83  cents  of  every  dollar  is 
spent  on  wages  and  fringe  benefits.  Last 
year  Bolger  lucked  out.  With  inflation 
abating,  the  CPI-based  wage  adjust- 
ment required  only  1  cent  an  hour, 
instead  of  the  26  cents  anticipated. 

The  entire  economy  will  benefit 
from  USPS  profitability.  For  one,  post- 
al rates  are  unlikely  to  rise  as  rapidly 
as  in  the  past,  although  they  could 
increase  in  1985  because  costs  contin- 
ue to  rise.  Still,  four  years  of  stable 
postal  rates  and  all  that  black  ink  is 
welcome.  Now,  if  Congress  could  only 
get  the  rest  of  the  federal  government 
on  this  kind  of  businesslike  basis.  ■ 


FORBES,  AUGUST  1,  1983 


33 


Oil  price  controls  made  a  bad  situation 
worse,  and  Oklahoman  Robert  Sutton  very 
rich.  Thereby  hangs  a  moral. 

The  rise  and 
well-cushioned  fall 
of  Robert  Sutton 


By  Jonathan  Greenberg 

Robert  Sutton,  at  the  mo- 
ment, is  leading  a  rich,  full 
life.  He  keeps  private  jets  to 
take  him  to  and  from  his  enormous 
mansion  in  Louisiana,  an  estate  in 
California  and  a  resort  home  in  Free- 
port,  Bahamas.  One  of  the  richest 
men  in  America,  Sutton,  at  50,  has  a 
net  worth  that  he  admits  exceeds 
$150  million,  and  he's  the  sort  of 
man  who  enjoys  spending  it. 

Sutton  also  has  the  distinction  of 
being  in  dollar  terms  the  target  of  the 
largest  criminal  case  ever  prosecuted 
against  an  individual  by  the  U.S.  De- 
partment of  Justice.  He  may  even 
soon  have  the  added  distinction  of 
being  one  of  the  wealthiest  men  ever 
to  serve  time  in  a  federal  prison.  His 
companies  got  rich,  the  government 
has  charged,  not  by  finding  oil  but  by 
turning  cheap  old  oil  into  expensive 
new  oil,  not  by  chemistry  but  by 
fraud.  The  government  came  out 
empty-handed  on  those  charges,  and  a 
$10,000  fine  and  a  five-year  prison 
sentence  for  obstruction  of  justice — 
which  he  is  appealing — have  been  the 
extent  of  Sutton's  penance.  Not  a  high 
price  for  becoming  a  centimilhonaire. 

The  chance  of  a  lifetime  for  Sutton 
and  hundreds  of  opportunists  like 
him  who  became  oil  resellers  was 
conceived  by  Congress  in  1973.  Faced 
with  the  rising  price  of  Arab  oil,  the 
lawmakers  decided  to  prevent  U.S. 
oilmen  from  doing  what  OPEC  had 
already  done:  raising  the  price  of  their 
oil.  The  price  of  so-called  old  oil — that 
discovered  before  1973 — would  be 
kept  below  the  price  of  newly  discov- 
ered oil  or  oil  from  stripper  wells.  The 
new  and  stripper  oil  would  be  allowed 
to  sell  at  higher  prices  in  an  effort  to 
encourage  production  and  explora- 
tion. These  types  of  oil  could  be  sold 


for  as  much  as  6  times  the  price  of  old 
oil.  It  was  a  typical  situation  whereby 
politicians  hoped  to  gain  votes  by  nul- 
lifying the  rules  of  the  marketplace. 

The  government  compounded  op- 
portunities for  mischief  by  trying  to 
be  fair.  In  order  to  equalize  the  cost  to 
refiners  of  the  various  tiers  of  oil,  the 
government  devised  the  entitlements 
program.  The  object  of  this  was  to 
lessen  any  competitive  advantage  a 
refiner  with  access  to  cheap  oil  would 
have  over  one  who  had  access  to  more 
expensive  oil.  So  the  companies  that 
purchased  a  lot  of  old  oil  had  to  pay  a 
subsidy  to  companies  that  didn't  have 
access  to  it.  It  was  a  law  so  complicat- 
ed and  so  full  of  opportunities  for  ma- 
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nipulation  that  it  could  have  worked 
only  in  heaven.  Enter  Robert  Sutton 
and  a  lot  of  others  like  him.  By  be- 
coming involved  in  complex  trading 
chains  they  and  their  companies  were 
able  to  obfuscate  the  lines  between 
the  different  kinds  of  oil  and  thus  to 
change  old  into  new. 

According  to  congressional  investi- 
gators, as  much  as  10%  of  the  nation's 
domestic  production  was  being  mis- 
certified  by  late  1980,  raising  prices  to 
the  consumer  by  about  $10  billion. 
Half  this  amount  probably  lined  the 
pockets  of  resellers  like  Sutton.  The 
rest,  it  is  believed,  went  to  oil  compa- 
nies, including  some  of  the  majors. 

Robert  Sutton's  early  career  showed 
little  promise  of  great  wealth.  Raised 
in  Sapulpa,  Okla.,  he  quit  college  in 
1950  to  work  for  13  years  at  Sunray 
DX  Oil  digging  ditches  and  loading 
trucks  with  gas  before  working  his 
way  up  to  transport  billing  clerk.  In 
1963  he  left,  for  reasons  not  entirely 
clear,  and  went  into  business  for  him- 
self. He's  a  man  who  could  and  did 
sell  people  just  about  anything.  At 
one  point  he  hawked  ballpoint  pens 
out  of  the  trunk  of  his  car.  There  were 
$40  leather-bound  Bibles  he  would 
front  to  pastors,  cutting  them  in  for  a 
percentage. 

He  sold  computer  paper,  pipe 
valves,  grain,  petroleum  products.  At 
one  point  he  worked  for  Pitney 
Bowes,  where  he  built  a  reputation  for 
brashness.  Sutton  was  the  quintessen- 
tial salesman.  "I  think  a  salesman  is 
born,  not  made,"  he  told  Forbes.  "I 
went  to  Dale  Carnegie  and  almost  got 
up  there  and  taught  the  class." 

But  pitchmen,  no  matter  how 
eloquent,  rarely  get  superrich. 
Prior  to  1973  Sutton  says  he 
tried  his  hand  in  the  oil  broker- 
age business,  but  "it  wasn't 
making  any  money,  so  I  had  to 
go  to  work."  Sutton  claims  that 
by  1974  he  was  already  a  mil- 
lionaire from  trading  commod- 
ities. However,  others  dispute 
this  boast.  Paul  McBnde,  his 
former  attorney,  with  whom 
Sutton  has  had  a  rancorous  fall- 
ing out,  claims  that  in  1975 
Sutton  paid  taxes  on  earnings  of 
less  than  $8,000. 

In  1976,  with  OPEC  in  full 
cry  and  Congress'  trying  to 
make  time  with  the  consumer, 
the  oil  industry  was  enmeshed 
in  controls.  That  year  Sutton 
created  his  own  business, 
which  he  called  BPM  Ltd.  With 
a  typewriter,  Telex  and  tele- 
phone, he  became  an  overnight 
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success. 

Sutton  claims  he  got  lucky — that 
he  was  trading  foreign  oil  and  that  he 
had  a  few  million  barrels  of  crude  in 
tankers  on  the  water  when  the  price 
of  oil  nearly  doubled,  increasing  the 
value  of  each  barrel  by  $10.  But  the 
government  claims  that  miscertifying 
rather  than  luck  was  at  work. 

People  who  knew  him  as  he  was 
breaking  into  the  big  time  believe  Sut- 
ton was  led  into  the  business  and 
taught  the  ropes  of  the  certification 
game  by  established  oil  traders. 
Somehow  the  inexperienced  Rob- 
ert Sutton  found  his  way  to  the 
Fourth  National  Bank  of  Tul- 
sa. Fourth  National  guaran- 
teed $150  million  worth  of  let 
ters  of  credit  for  Sutton  but  was 
unable  to  provide  the  federal  gov 
ernment  records  of  the  transac- 
tions during  Sutton's  trial.  Tom 
Henson,  once  account  manager  for 
Sutton,  is  now  president  of  the  bank. 

Paul  McBride  says,  "In  my  opinion, 
when  Sutton  started  miscertifying  oil 
in  1976  he  .  .  .  was  probably  the  will- 
ing dupe  of  others,  netting  a  quarter  a 
barrel  while  they  made  the  real  mon- 
ey." But,  says  McBride,  Sutton  soon 
got  wise  and  began  insisting  on  a 
greater  share. 

Robert  Sutton  had  found  a  highly 
lucrative  niche  in  the  oil  trading  busi- 
ness, and  his  thirst  for  money  was 
unquenched.  "I  never  looked  at  my- 
self and  felt  rich,"  he  recently  told 
Forbes.  "You  never  get  enough." 

In  time  Sutton  operated  on  a  huge 
scale.  After  auditing  the  transactions 
of  BPM  and  Sutton's  other,  smaller 
companies,  the  Department  of  Energy 
established  that  in  less  than  five 
years,  from  May  1 9 76  to  January  1981, 
he  bought  a  total  of  109  million  bar- 
rels of  old  oil  and  resold  it  as  stripper 
oil,  and  another  47  million  barrels  of 
new  oil  he  sold  as  higher-priced  strip- 
per. The  DOE  also  claims  that  Sut- 
ton's companies  gave  other  miscerti- 
fications  to  21  million  barrels.  DOE 
calculated  the  dollar  value  of  these 
violations  at  $711  million.  Precisely 
how  much  Sutton  held  on  to,  after 
allowing  for  taxes,  bad  investments 
and  employee  swindling,  is  still  un- 
certain. Sources  familiar  with  Sut- 
ton's business  think  his  companies 
had  profits  of  something  like  $250 
million.  One  investigator  believes 
$500  million  is  closer  to  the  mark. 

Whatever  the  amount,  merely  huge 
or  truly  fabulous,  Sutton  maintains 
he  did  nothing  illegal.  "They  believe  a 
guy  can't  move  that  much  oil  and  that 
I've  got  to  be  doing  something  wrong 
making  that  kind  of  money,"  he  com- 
plains. "They  can  scream  all  day  long 


Attorney  Sauber  was  confident  the  government  had  a 
solid  case  against  Sutton,  who  attended  his  trial  in  a 
wheelchair.  Prosecutors  established  through  records 
and  testimony  that  the  business  of  Sutton's  companies 
hinged  upon  the  miscertification  of  oil. 


about  miscertification,  but  I  didn't  do 
it."  He  adds,  "What  my  brokers  did, 
that's  a  different  ball  game." 

Sutton  contends  that  he  dealt  in 
foreign  oil  and  left  the  domestic  trad- 
ing to  his  brokers,  most  of  whom  he 
characterizes  as  double-crossers.  "I 
had  other  things  to  do  than  mess  with 
that  stupid  oil,"  he  says.  "I  let  my 
employees  do  it,  and  I  boogied." 

Despite  Sutton's  disavowals,  his 
former  employees  paint  a  very  differ- 
ent picture.  None  contacted  by 
Forbes  can  remember  Sutton  success- 
fully trading  foreign  oil,  and  they  say 
that  he  insisted  on  approving  every 
major  transaction  his  traders  made  for 
the  company.  In  court  last  year  Sut- 
ton's secretary  Kay  Johnson  testified 
that  Sutton  told  her,  "We  didn't  buy 
stripper,  we  sold  it." 

The  Department  of  Justice  believes 
Sutton's  companies  were  the  largest 
factor  in  the  false  certification  busi- 
ness. It  has  listed  55  resellers  who 
traded  directly  with  him  in  a  three- 
year  period. 

But  BPM  Ltd.  never  bought  from 
oil  producers  directly.  Sutton  admits 
that  he  didn't  have  the  contacts  for 


that.  The  number  of  customers  in 
what  has  been  called  a  daisy  chain  of 
oil  resellers  varied  in  structure  over 
the  years,  depending  upon  how  care- 
ful the  resellers  felt  it  necessary  to 
be.  The  same  barrel  of  oil  would 
sometimes  pass  through  the  books  of 
dozens  of  companies  within  a  few 
days,  a  practice  that  was  known  as 
"layering." 

Each  step  of  the  way,  a  reseller 
would  usually  take  a  profit,  as  well  as 
"gathering  and  handling"  charges  (see 
diagram  p.  36).  "Some  of  these  trans- 
actions were  so  complex  they  looked 
like  DNA  molecules,"  says  a  congres- 
sional investigator.  "The  resellers 
were  just  launderers  for  .  .  .  oil,  and 
the  pipelines  became  bookkeepers  for 
them." 

As  it  became  clear  that  the  govern- 
ment was  not  effectively  policing  the 
business,  the  resellers  became  more 
brazen.  Some  daisy  chains  shortened 
because  resellers  became  less  worried 
about  keeping  carefully  layered. 
What's  more,  the  number  of  compa- 
nies willing  to  perform  the  dirty  work 
of  miscertifying  multiplied.  It  all 
looked  so  easy. 
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By  1980  nearly  600  oil  traders  were 
reselling  oil — compared  with  fewer 
than  20  before  price  controls.  That 
year,  a  BPM  broker  at  the  time  recalls, 
Sutton  complained  that  the  competi- 
tion was  forcing  him  to  settle  for  50- 
cent  margins  on  barrels  instead  of  the 
old  $2  to  $4. 

What  were  the  big  oil  companies 
doing  while  all  this  was  going  on?  At 
first,  most  of  the  majors  were  simply 
selling  oil  into  the  daisy  chains.  But  in 
1978,  according  to  government  inves- 
tigators, the  majors  began  playing  the 
game.  They  allegedly  would  sell  old 
oil  to  resellers  and,  in  effect,  buy  it 
back  as  new  oil  or  stripper  oil.  In 
many  cases,  the  oil  never  left  their 
pipelines.  In  effect,  the  oil  companies 
used  the  resellers  to  launder  the  oil. 
Gulf,  in  a  countersuit  against  Cities 
Service  arguing  why  it  didn't  want  to 
acquire  Cities  last  summer,  asserted 
that  Cities  Service  made  over  $500 
million  in  this  manner.  Cities  Ser- 
vice, in  a  separate  suit  filed  earlier 
with  the  DOE,  admitted  to  engaging 
in  such  questionable  practices  but 
claimed  they  were  legal. 

Why  should  the  big  oil  companies 
want  to  do  this?  Because  they  were 
penalized  by  a  clumsy,  federally  im- 


posed entitlements  program  that  was 
supposed  to  protect  small  refiners 
against  their  big  integrated  competi- 
tors. Suddenly  it  became  worthwhile 
to  "convert"  old  oil  into  new  oil.  In 
effect,   it  .became  necessary  to 
cheat  just  to  stay  even.  Mobil  Oil 
Corp.,  for  instance,  is  fighting  to 
this  day  to  block  the  last  entitle 
ments  payouts  because  it  would 
owe  millions,  much  of  it  to  com- 
panies that  allegedly  miscerti- 
fied  oil.  For  oil  companies  in 
such  circumstances,  obeying  the 
law  could  mean  huge  losses. 

Congressional  investigators 
contend  that  by  the  end  of  1980 
1.3  million  barrels  of  stripper  was  be- 
ing produced  daily  in  the  U.S.,  yet  far 
more  than  that,  2  million  barrels  per 
day,  were  being  reported  as  purchased 
by  refiners.  At  the  same  time,  700,000 
barrels  of  old  oil,  worth  as  much  as 
$30  less,  was  disappearing  every  day 
between  the  production  fields  and  the 
refiners. 

So,  more  and  more  oil  passed 
through  the  resellers'  hands.  In  1976 
Sutton's  BPM  had  revenues  of  some 
$5.7  million.  By  1980,  $2.7  billion. 

You  couldn't  help  but  make  money 
on  volume  like  this.  Like  most  re- 


The  miscertification  game 


By  selling  old  oil  into  a  complex  reselling  chain  like  this,  an  oil  company 
could  earn  a  profit  and,  by  buying  back  the  same  quantity  of  stripper  oil, 
might  never  have  to  move  a  single  barrel.  The  oil  is  relabeled  by 
recertifier  "Mr.  X."  Various  resellers  "layered"  this  act,  some  coming  in 
and  taking  profits  more  than  once  in  the  very  same  chain. 
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Unaware  of  an  FBI  wiretap, 
Sutton  tried  to  get  a 
mobster  to  stop  associates 
from  bringing  information 
to  the  government. 

sellers,  Sutton  did  not  need  oil  traders 
with  experience.  One  of  his  traders 
was  a  man  who  had  impressed  him 
selling  pants  at  Orbach's  in  Tulsa. 
Another  had  been  a  car  salesman.  He 
paid  his  traders  about  $50,000  a  year, 
and  he  was  known  to  give  bonuses  as 
high  as  salaries.  One  year  he  gave 
Robert  Noland,  his  favorite  trader  at 
the  time,  a  $256,000  bonus. 

During  Sutton's  trial  last  year,  al- 
most every  ex-employee  who  took  the 
stand  was  accused  of  dishonesty  by 
Sutton's  attorneys.  Before  the  trial, 
Sutton  sued  or  threatened  to  sue  al- 
most every  employee  who  had  ever 
worked  for  him  in  a  serious  capacity. 
A  litigious  man,  Sutton  says  he  cur- 
rently has  over  a  dozen  law  firms 
working  for  him,  and  twice  that 
number  of  lawyers. 

Clearly  the  litigation  had  the  effect 
of  bolstering  Sutton's  defense  that  he 
was  an  honest  man,  betrayed  by  un- 
scrupulous employees.  "My  employ- 
ees were  good  people  when  I  hired 
them,"  Sutton  says,  sounding  like  a 
disappointed  parent.  "But  the  tempta- 
tion got  to  them.  Ninety  percent  of 
the  people  I  hired  stole  from  me.  Easy 
pickings,  I  guess."  And  even  disinter- 
ested observers  think  it  likely  that  a 
few  of  Sutton's  employees  did  actual- 
ly sting  him,  although  not  to  the  ex- 
tent he  claims.  Some  former  employ- 
ees themselves  readily  point  fingers  at 
others,  while  absolving  themselves  of 
any  wrongdoing. 

Sutton  contends  in  a  lawsuit  that 
his  former  attorney,  Paul  McBride,  si- 
phoned off  millions  of  dollars  of  cor- 
porate funds  and  bought  a  local  bank. 
McBride  denies  any  improper  action 
and  filed  a  countersuit. 

It's  well  known  that  salesmen  are 
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Submerging  a  videotape  camera  in  a  fish  tank  proved 
ineffective  in  recording  verbal  deals:  Sutton  couldn't 
help  daring  associates  to  find  the  bidden  camera. 


themselves  suckers  for  a  good  sales 
pitch,  and  that  the  better  they  are,  the 
more  gullible  they  are.  Sutton  himself 
seems  to  have  been  taken  several 
times.  As  a  status  symbol,  he  spent 
some  $8  million  buying  the  old  Xan- 
adu Beach  Hotel  in  the  Bahamas  from 
Howard  Hughes'  Summa  Corp.,  al- 
though observers  believe  it  was  worth 
far  less.  And  he  poured  $24  million 
into  building  a  refinery  in  Louisiana 
now  in  Chapter  7.  He  bought  a  pot- 
pourri of  other  moneylosers,  includ- 
ing a  plastics  factory  in  Colorado,  a 
synfuels  company  in  Dallas  and  more. 

Yet  Sutton  had  a  highly  suspicious 
nature.  He  would  ask  employees  to 
snitch  on  one  another  and  hired  a 
high-powered  private  detective,  Gary 
Glanz,  to  head  up  security.  While 
Glanz  denies  it,  former  employees  be- 
lieve that  he  bugged  their  phones 
and  had  them  followed. 

Because  so  many  of  Sutton's 
deals  were  verbal  agreements,  he 
installed  a  videotape  camera  in  a 
fish  tank  near  his  desk.  This  wasn't 
very  effective,  however,  because  Sut- 
ton reportedly  couldn't  help  bragging 
to  associates  that  they  were  being 
taped,  and  challenging  them  to  find 
the  hidden  camera. 

In  1979  the  Department  of  Energy 
handed  the  BPM  case  over  to  the  De- 
partment of  Justice  to  investigate. 
The  Department's  investigation  was 
certainly  not  helped  by  the  unex- 
plained unavailability  of  a  potential- 


ly critical  witness.  In  May  1981  a 
subpoena  called  William  Johnson, 
59,  an  accountant  who  had  done  sen- 
sitive work  for  Sutton,  to  Tulsa  to 
testify  before  a  federal  grand  jury. 
Johnson  refused  to  answer  questions, 
claiming  attorney-client  privileges, 
and  was  found  in  contempt  of  court. 
Johnson  appealed,  but  before  the  ap- 
peal could  be  ruled  on,  he  was  found 
dead  in  his  office,  a  single  pistol  shot 
in  the  head. 

There  was  no  suicide  note  or  signs 
of  robbery  or  altercation.  Nor  did 
Johnson  betray  any  indication  of  de- 
pression or  unhappiness.  His  business 
was  doing  very  well,  and  he  had  plans 


to  marry  later  that  year. 

As  the  threat  of  government 
prosecution    became  imminent, 
Sutton  became  more  and  more  in- 
terested in  foreign  oil  deals.  Some 
former  employees  believe  that  he 
did  so  in  anticipation  of  the  trial, 
where  he  argued  that  he  had  con- 
centrated  on   foreign  trading 
while  his  brokers  handled  all 
the  domestic  deals. 

In  1979  and  1980  Sutton  tried 
establishing  large  oil  deals  in 
Egypt  and  Ecuador.  Sutton  sent 
Robert  Noland,  secretary  and 
chief  trader  at  the  time,  and  a 
man  named  Joe  Hegeman  to  Ec- 
uador. Eventually  Sutton  sued  No- 
land,  accusing  him  of  misusing  funds 
for  the   deal.   Noland   denies  any 
wrongdoing  and  has  countersued. 
One  employee  says  that  Sutton 
told  him  he  lost  over  $10  mil- 
lion in  Ecuador.  Sutton,  under- 
standably, was  unhappy. 

On  Jan.  16,  1981,  Joe  Hegeman,  54, 
was  picked  up  outside  his  hotel  in 
Dallas  and  driven  to  a  field  by  two 
men  who  told  him  they  were  being 
paid  $10,000  to  kill  him.  He  offered 
them  $15,000  to  spare  him,  but  they 
shot  him  in  the  head  and  stabbed  him 
twice.  Left  for  dead,  he  somehow  sur- 
vived and  struggled  onto  a  barbed  wire 
fence,  where  he  flagged  a  passing  car. 

The  two  assailants,  eventually  con- 
victed, knew  Hegeman  and  had  been 
employed  by  a  dry-cleaning  establish- 
ment owned  by  an  associate  of  Robert 
Sutton's  who,  according  to  a  govern- 
ment source,  had  borrowed  money 
from  Sutton. 

Robert  Smith,  who  was  the  assis- 
tant district  attorney  in  Dallas  who 
handled  the  case,  says  that  Hegeman 
was  convinced  Sutton  was  behind  the 
attempt  on  his  life.  But  aside  from  the 


Accountant  William  Johnson,  later  found  dead,  was 
reportedly  glad  to  get  the  records  he  had  audited  for 
BPM  off  his  hands.  Sutton  was  convicted  of  ordering  an 
employee  to  destroy  the  records. 
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Shot  in  the  head  and  left 
for  dead,  He  gem  an  lived 
and  flagged  a  passing  car. 


eerie  connections,  there  is  no  other 
indication  of  Sutton's  possible  in- 
volvement. Indeed,  Smith  acknowl- 
edges that  there  are  a  number  of  other 
parties  who  might  have  wanted  to  kill 
Hegeman. 

Despite  Hegeman's  ill  health,  in 
July  1981  Sutton  sued  Hegeman, 
charging  him,  like  Noland,  with  mis- 
using funds  from  the  Ecuador  deal. 

In  October  1981a  grand  jury  handed 
up  a  17-count  indictment  charging 
Sutton  and  his  companies  with  will- 
ful miscertification,  wire  and  mail 
fraud  under  the  racketeering  statute 
and  obstruction  of  justice. 

Sutton's  case  was  to  be  part  of  the 
Justice      Department's  campaign 
against  alleged  miscertifiers.  (Four 
other  resellers  had  already  pleaded 
guilty  in  Tulsa  and  drawn  prison  sen- 
tences of  from  1  to  14  months.)  Justice 
attorneys  William  Hardy  and  Richard 
Sauber  felt  they  had  a  solid  case.  They 
had  reconstructed  the  trading  records 
of  Sutton's  companies  and  estab- 
lished through  the  testimony  of  for- 
mer employees  that  BPM's  busi- 
ness activity  hinged  upon  the  mis- 
certification  of  oil. 

What  followed  then  was  totally 
unexpected.  U.S.  District  Court 
Judge  fames  Ellison,  in  an  opinion 
highly  critical  of  the  government's 
handling  of  the  case,  threw  out  all 
racketeering  counts  against  Sutton 
and  all  fraud  counts  against  Sutton 
and  his  companies.  The  court  even 
stated  that  the  evidence  showed  un- 
lawful miscertification,  but  held  that 
the  prosecution  failed  to  prove  "any 
impact  on  the  Entitlements  Program 
or  the  cost  of  petroleum  products  that 
is  directly  tied  to  the  frauds  alleged." 

All  that  was  left  to  try  was  obstruc- 
tion of  justice,  based  on  hard  evidence 
obtained  by  wiretap  and  testimony. 
Sutton  had  ordered  an  employee  to 
destroy  certain  key  records  and  had 
tried  to  use  a  notorious  New  Orleans 


mobster  to  prevent  former  associates 
from  bringing  important  records  to 
the  FBI.  This  the  government  had  lit- 
tle trouble  proving. 

Even  so,  Sutton,  who  suffered  a 
stroke  two  and  a  half  years  ago,  is 
appealing  his  five-year  prison  sen- 
tence and  expects  to  avoid  serving 
time.  "I'm  up  for  parole  the  first  day 
anyway  because  of  my  health,"  he 
says.  Government  sources  say  he 
could  instead  be  sent  to  a  maximum 
security  federal  penitentiary  hospital 
in  Missouri. 

The  bottom  line  is  that  further 
criminal  prosecution  of  resellers  by 
the  Department  of  Justice  will  be 
more  difficult.  For  now,  recoveries  are 
more  likely  to  come  through  civil 
suits  brought  by  the  DOE.  One  such 
against  Sutton  and  his  companies, 
scheduled  for  trial  next  November, 
will  seek  $1.1  billion,  including  ac- 
crued interest.  District  Court  Judge 


Thomas  Brett  froze  all  assets  of  Sut- 
ton and  his  companies  last  January, 
pending  the  end  of  litigation,  and  stat- 
ed that  "there  is  a  likelihood  of  the 
government  establishing  improper 
tier  certification."  Brett  adds  that 
"the  evidence  has  established  a  strong 
probability  the  restitution  amount 
will  be  a  substantial  sum  of  money." 

Sutton  seems  to  be  taking  it  all  in 
stride.  He  and  his  second  wife  live 
well,  private-jetting  between  the  Ba- 
hamas, California  and  their  16,000- 
square-foot  Louisiana  plantation 
home.  But  his  big  volume  reselling 
days  seem  to  be  over.  Although  his 
lawyer  claims  Sutton  still  trades  oil, 
BPM  Ltd.  filed  for  protection  under 
Chapter  1 1  a  few  weeks  ago.  The  last 
broker  who  worked  for  Sutton  testi- 
fied that  he  stopped  trading  oil  on 
Jan.  28,  1981.  That  was  the  very  day 
price  controls  on  oil  were  lifted  in 
the  U.S.  ■ 


Federal  Judge  James  Ellison  shocked  government 
prosecutors  by  dismissing  all  fraud  counts  for  lack  of 
proof  before  they  ever  reached  a  jury. 
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THE  BMW 733k 

IT  DOESN'T 
SCREAM  WEALTH. 

IT  JUST 
QUIETLY  REWARDS 
INSIGHT. 


It's  no  secret  that  there  are 
some  expensive  sedans  that  are  pur- 
chased for  their  sheer  expensiveness. 

Sedans  that  serve  as  a  sort  of 
public  declaration  of  prosperity  and 
status. 

Such  cars  are  the  antithesis  of 
the  BMW  733i— the  luxury  sedan 
engineered  in  the  belief  that  per- 
formance, not  self-congratulation, 
is  the  ultimate  measure  of  a  car's 
true  worth. 

A  PANACEA  FOR  PURISTS. 

The  733i  is  a  car  whose  subtle- 
ties of  engineering  and  technology 
place  it  beyond  the  needs  of  all  but  a 
handful  of  purists.  (Which  is  perhaps 
just  as  well,  given  its  limited  supply.) 

For  those  serious  drivers,  how- 
ever, it  is  as  close  to  a  necessity  as 
a  $35,000*  sedan  can  come. 

Its  fuel-injected  engine  delivers 
the  sort  of  heady  response  that 
suggests  an  oversized  power-plant 
beneath  the  hood. 

Not  so.The733i's  6-cylinder  en- 
gine arrives  at  high  performance 


through  refinement,  not  brute  force. 

A  system  of  microprocessors 
gathers  data  on  fuel  mixtures, 
engine  speed  and  other  factors.  It 
then  orders  ignition  to  occur  at  the 
optimum  moment— accomplishing 
through  elegance  of  design  what 
might  otherwise  require  additional 
cylinders  and  extra  girth. 

Its  suspension  handles  the 
landscape  with  precision  instead  of 
bluntness— removing  almost  surgi- 
cally the  wallowing,  skittishnessand 
related  uncertainties  from  bumps 
and  curves. 

(One  reason:  a  new  rear  sus- 
pension that  incorporates  one  of  the 
most  significant  breakthroughs  in 
independent  rear  suspension  design 
in  a  generation.) 

The  733i  is  also  designed  for 
those  who  prefer  the  subtleties  of 
road  topography  to  the  anesthetiz- 
ing ride  of  limousine-like  sedans.  Its 
highly  tactile  steering  places  you  in 
touch  with  that  alternately  pleasant 
and  harsh  reality  called  the  road— 


filtering  out  just  enough  of  its  harsh- 
ness,while  never  removing  the  reality. 

The  result  is  a  machine  that  is 
as  much  system  as  car,  one  so 
perfectly  balanced  and  rigorously 
self-policing  that  it  even  calculates 
when  routine  service  is  needed. 
ENGINEERED  FOR  DRIVING. 
NOT  JUST  SITTING. 

Inside,  the  733i  is  engineered 
for  activities  of  considerably  more 
subtlety  than  sitting. 

Its  interior  literally  helps  you 
drive,  rather  than  merely  accompa- 
nying you  on  the  trip. 

Its  supple  leather  seats  are  de- 
signed to  follow  the  curvature  of 
the  spine,  placing  the  driver  in  pos- 
tures that  are  anatomically  correct 
and  help  reduce  driver  fatigue. 

An  Active  Check/ Control  pro- 
vides readings  on  7  different  mea- 
sures of  the  car's  operational 
readiness. 

An  on-board  computer  provides 
all  manner  of  trip  information,  such 
as  the  distance  remaining  to  your 
destination. 

In  fact,  no  detail  in  a  BMW733i 
ever  suffers  from  inattention  be- 
cause it's  judged  'minor.'And  its  war- 
ranty reflects  this  obsessiveness. 
The  733i  is  backed  by  BMW's  3- 
year/36,000-mile  limited  warranty 
and  a  6-year  limited  warranty  against 
rust  perforation. + 

All  of  which  led  Car  and  Driver 
to  conclude  that  the  733i's  "parts 
and  pieces. .  .work  so  well  together 
they  must  have  been  melded  in 
another  world." 

It  may  be  seen,  however,  in 
much  more  convenient  locations. 
We  invite  you  to  visit  your 
nearby  BMW  dealer,  who 
will  be  happy  to  arrange 
a  test  drive. 
THE  ULTIMATE  DRIVING  MACHINE. 


'Manufacturer's  suggested  retail  price:  $34,300  Actual  price  depends  on  dealer  Price  excludes  state  and  local  taxes,  dealer  prep,  destination  and  handling  charges  'Warranty  applies 
to  automobiles  purchased  from  authorized  U  S  BMW  dealers  only  See  your  BMW  dealer  for  details  ©  1982  BMW  of  North  America,  Inc  The  BMW  trademark  and  logo  are  registered 
European  Tourist  Delivery  can  be  arranged  through  your  authorized  U  S  BMW  dealer 


Speed.  Reliability. 
Economy.  That's 
what  we  deliver 
over 90,000 times 
every  single  day. 

Excellence.  That's  what  we're 
committed  to  at  Express  Mail  Next 
Day  Service  ®from  the  Post  Office.  We 
give  you  just  about  everything  you 
could  ask  for  in  overnight  delivery. 
Including  big  savings. 

Our  2-Pound  Pak,  for  instance, 
is  just  $9.35.  About  half  what  most 
others  charge. 

That's  so  little  to  pay  for  so  much 
reliability. 

And  for  so  much  convenience,  too. 
We  have  over  3,500  Express  Mail 
Post  Offices  across  the  country.  Plus 
hundreds  of  collection  boxes,  for 
prepaid  items,  in  most  major  cities. 
So  chances  are,  we're  just  a  few 
steps  away 

To  top  it  all  off,  we  deliver  on  week- 
ends— at  no  extra  charge.  And  we 
handle  packages  of  up  to  70  pounds. 

So  next  time,  send  yours  with 
Express  Mail  Service  from  the  Post 
Office.  And  we'll  deliver  it  the  same 
way  we  deliver  over  90,000  others 
every  day  Quickly  Reliably  And 
economically. 

We  make  you  look  good  for  less. 


The  2-Pound  Pak  $9.35. 


What  happens  when  an  aging  boy  wonder 
returns  to  the  scene  of  his  previous  suc- 
cess— and  failure?  He  and  the  investing 
public  are  about  to  find  out. 


Sam  Wyly's 
comeback 


the  company  lost  $7.7  million  in 
1982,  and  the  stock— once  at  155 — 
traded  recently  around  14. 

As  for  Sam  Wyly's  new  public  ven- 
tures, his  timing  couldn't  be  better. 
Sterling  Software,  a  Dallas-based  um- 
brella company  that  mainly  buys  lit- 
tle, independent  personal  computer 
software  firms  to  merge  their  finances 
and  marketing,  appeared  in  the  hot 
new  issues  market  in  June  at  $9  a 
share.  Within  a  week  it  had  run  up  to 
$18  and  recently  traded  for  $23.  The 
Wylys  own  1.4  million  shares,  or 
37%.  And  NetAmerica,  which  m- 


3y  Anne  Bagamery 


When  he  was  only  28,  Sam 
Wyly  of  Dallas  founded  Uni- 
versity Computing  Co.  (now 
Wyly  Corp.)  and  built  it  into  one  of 
the  first  data  processing  giants.  With 
characteristic  derring-do,  he  then  de- 
cided to  create  a  telecommunications 
network,  Datran,  to  compete  head-on 
with  AT&T.  His  company  dropped 
$100  million  in  the  brash  venture,  and 
under  pressure  Wyly  resigned  in  1979. 

But  Wyly,  now  48,  was  never  one  to 
lick  his  wounds.  After  a  four-year  hi- 
atus, he's  back  in  the  spotlight 
again,  and  in  a  big  way.  He  has 
brought  public  a  new  software 
company,  Sterling  Software,  Inc., 
and  intends  to  take  public  a  satel- 
lite-based telecommunications 
firm  called  NetAmerica  Corp.  in 
the  near  future.  Sterling  already 
has  made  millions  for  Wyly. 

Over  the  past  four  years  Wyly 
has  quietly  pursued  other  ventures 
with  little  publicity.  He  had  sys- 
tematically sold  off  his  40%  stake 
in  Wyly  Corp.— he  now  owns  less 
than  2% — and  began  investing  in 
other  businesses.  Some  have  been 
dogs:  Bonanza  International  Corp., 
a  franchiser  of  steak  restaurants, 
and  Scott  Instruments  Corp.,  a 
maker  of  electronics  hardware,  are 
examples.  But  Wyly  managed  one 
spectacular  winner — Earth  Resources 
Co.,  which  he  and  his  brother  Charles 
helped  found  in  1968,  with  $10  mil- 
lion, and  later  helped  sell  in  a  bidding 
war  to  Mapco  in  1981  for  $400  mil- 
lion. His  share  of  the  sale  gave  Wyly 
his  comeback  cash. 

So  Wyly  seems  to  be  doing  just  fine, 
although  Wyly  Corp.  still  hasn't  quite 
recovered.  Even  in  a  robust  market  for 
data  processing  and  software  services, 


Entrepreneur  Sam  Wyly 
The  picture  of  confidence. 


tends  to  spend  $350  million  on  a  voice 
and  data  transmission  network  for  the 
business  market,  is  in  one  of  the  hot- 
test fields  around.  Once  NetAmerica 
stock  is  offered  to  the  public,  probably 
later  this  summer,  the  Wylys  may 
own  as  much  as  60%  of  it. 

There's  one  huge  question:  Can 
Sam  Wyly  pull  off  this  time  around 
what  he  couldn't  do  last  time?  Sitting 
in  the  opulent  offices  of  Bonanza  In- 


ternational in  Dallas'  gleaming  gold 
Campbell  Centre,  Wyly  is  the  picture 
of  confidence.  "Everything  is  differ- 
ent," he  says.  "With  Sterling,  we  are 
leaving  the  nuts-and-bolts  part" — 
that  is,  writing  software — "to  the  en- 
trepreneurs who  know  how  to  do  it 
and  concentrating  on  what  we  know 
best — marketing  and  finance.  And 
with  NetAmerica,  why,  it's  a  whole 
different  world  out  there.  The  break- 
up of  AT&T  is  the  most  significant 
business  development  since  the 
breakup  of  the  Standard  Oil  trust  in 
the  early  1900s.  Without  the  biggest 
corporation  in  the  world  monopoliz- 
ing not  only  the  utility  part,  but  all 
the  support  services,  everyone  has  a 
chance.  Besides,"  he  adds,  "I've 
learned  my  lesson." 

The  lesson?  Don't  give  up  control  of 
your  own  company.  Wyly  is  the  major 
shareholder  in  both  Sterling  and  Net- 
America  and  so  has  total  control  of 
the  boards.  They  are  mostly  filled 
with  executives  in  other  Wyly-con- 
trolled  companies. 

NetAmerica  will  try  to  beat  compe- 
tition from  powerful  MCI  Communi- 
cations Corp.  and  Southern  Pacific's 
SPRINT  by  avoiding  their  market — 
residential  long-distance  service — al- 
together and  concentrating  on  high- 
speed, high-density  business  commu- 
nications. "MCI  predicts  it  will  grow 
to  $4  billion  in  sales  in  five  years  just 
by  doing  what  it  does,"  says  Wyly. 
"I  don't  think  they'll  need  to  look 
to  the  business  market  anytime 
soon,  if  at  all." 

Still,  nothing  is  guaranteed.  Soft- 
ware companies  are  bound  to  face 
the  same  margin-shrinking  pres- 
sures that  have  plagued  small- 
computer  makers  and  are  begin- 
ning to  bite  at  makers  of  computer 
peripherals  (Forbes,  July  18).  The 
field  of  high-speed  data  and  voice 
communications  is  already  littered 
with  costly  ventures. 

In  fairness  it  should  be  said  that 
Wyly  has  hired  good  talent  for  his 
new  companies  away  from  such 
firms  as  Texas  Instruments  Inc. 
and  Communications  Industries, 
Inc.  His  greatest  precaution,  how- 
_    ever,  may  lie  in  going  public  while 
investors    remain    infatuated  with 
technology.  Raising  money  that  way 
is  a  lot  easier  than  trying  to  borrow 
it — and   almost   infinitely  cheaper. 
While  the  new  issues  boom  lasts,  that 
is.  Concedes  Wyly:  "I  certainly  re- 
member what  happened  in  the  1970s, 
and  I'm  sure  others  do,  but  they  don't 
care  much."  Maybe  they  should.  (For 
more  on  new  issues,  see  "  Doesn't  any- 
one remember?"p.  31)  ■ 
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?eight  railroads 
are  one  of 
le  three  largest 
private  users 
of  computers  in 
le  United  States. 


plication  of  computer  technology  in  the 
oad  industry  may  be  more  diverse  than 
by  other  industry,  even  airlines  and  bank- 
1.  Railroad  computers  help  plot  the  best 
hbination  of  cargo,  design  more  efficient 
iitings  and  make  the  maximum  possible 
I  jse  of  all  available  cars  and  tracks.  And 
computers  are  being  used  to  control 
signals  and  switching;  to  monitor  the 
I  condition  of  track,  roadbed  and  freight 
cars;  to  test  new  equipment;  and  to 
!  -ease  railroad  fuel-efficiency  even  more. 
Be  results  are  quietly  spectacular— more 
ht  moving  more  efficiently  and  requiring 
puel.  No  wonder  railroads  are  outselling 
Heir  competitors.  Freight  railroads  are  on 
the  move  and  proud  of  it. 
For  more  information,  write: 
Technology,  Dept.  121  ,  Association 
of  American  Railroads,  1920  L  St.,  N.W., 
Washington,  D.C.  20036. 


ASM  X  IATK  >N 
OF  AMERICAN 
RAILROADS 


FREIGHT  RAILROADS 

ARE  ON  THE  MOVE. 


Excellence  is  achieved  only  through 
consistency  and  innovation. 

And  skill. 


Excellence  is  a  demanding  taskrr 
ter.  But  when  skilled  professionals 
together  to  meet  its  challenge,  rem 
able  ingenuity',  determination  and 
common  purpose  will  prevail.  Tbge 
they  can  provide  an  exceptional  ab 
to  accomplish  the  goals  people  set : 
themselves. 

Skill.  It  is  part  of  a  real-life  philoa 
A  philosophy  which  yields  handsoi 
rewards. 


f rimon  purpose  and  teamwork: 
iv  they  work  for  you. 

i>ecently,  Marriott  Corporation 
i'd  Bankers  Trust  to  provide  the  funds 
b  new  concept  in  hotel  financing. 
I  combined  efforts  resulted  in  a 
16-million  syndicated  financing  for  a 
I  entity,  the  Potomac  Hotel 
ited  Partnership.  This  transaction, 
'hich  Bankers  Trust  acted  as  agent 
i  one  of  four  syndicating  banks,  was 
of  the  largest  real  estate  transac- 
ts ever  completed  by  a  group  of 
imercial  banks.  It  was  done  in  con- 
:tion  with  the  first  ever  $18-million 
lie  equity  offering  of  its  type. 


The  result  is  that  Maniott  has  a  new 
and  effective  way  to  finance  its  hotel 
properties. 

In  our  12-year  relationship  with  Mar- 
riott, this  is  just  one  example  of  how  we 
have  worked  together  developing  inno- 
vative financing  solutions.  Maniott 
has  worked  with  a  broad  range  of  profes- 
sionals at  Bankers  Trust,  including 
foreign  exchange  experts,  domestic 
loan  syndication  specialists,  our  U.S. 
and  U.K.  leasing  groups,  and  our  real 
estate  group. 

It  is  this  kind  of  skill,  creativity  and 


performance  into  which  our  philosophy 
translates.  Performance  which  makes 
Bankers  Trust  stand  out  in  our  industry. 
And  the  kind  of  performance  which 
helps  make  our  clients  first  in  theirs. 


BankersTrust 
Company 

Worldwide 

An  international  banking  network  in 

over  35  countries. 
280  Park  Avenue,  New  York,  N.Y.  10017 

Member  HI  lit .'  X  Rankers  Trusr  Company. 


"Financial  products  have  finite  lives, "  says 
Security  Pacifies  Frank  Cahouet.  A  good 
example  is  traditional  banking. 


Pacific  securities 


By  Ben  We  her  in  an 

One  of  the  fastest-growing  and 
most  diversified  securities 
firms  is  not  on  Wall  Street  but 
in  Los  Angeles.  And  its  name  isn't 
Shearson  or  Merrill  Lynch.  It's  $37 
billion  (assets)  Security  Pacific  Corp., 
which  also  happens  to  own  the  coun- 
try's tenth-largest  bank. 

Security  Pacific's  growing  empire  of 
wholesale  and  retail  stock  and  bond 
brokerage,  funds  management,  in- 
vestment banking  and  other  financial 
services  will  account  for  more  than  a 
quarter  of  the  $260  million  or  so  in 
net  earnings  projected  by  analysts  for 
the  holding  company  this  year.  More- 
over, return  on  assets  last  year  was 
1.57%,  almost  three  times  the  rest  of 
the  organization's,  and  in  the  first 
quarter,  net  margin  on  assets,  at  2%, 
was  four  times  the  return  from  do- 
mestic banking. 

Quite  a  transformation  for  what 
used  to  be  a  run-of-the-mill  big  bank. 
What  happened?  "Financial  products 
have  finite  useful  lives,"  says  Security 
Pacific's  vice  chairman,  Frank  V.  Ca- 
houet, the  architect  of  the  restructur- 
ing. "Bankers  who  don't  look  for  new 
products  will  be  run  out  of  the  compe- 
tition." What  Cahouet  means  is  that 
the  bankers'  traditional  game — low- 
cost  demand  deposits  to  finance  lu- 
crative corporate  and  agriculture 
lending — is  disappearing.  Low-cost 
deposits  are  an  endangered  species 
these  days,  and  commercial  paper  has 
cannibalized  the  lending  market.  The 
financial  supermarket  beckons. 

Meanwhile,  the  Glass-Steagall  Act 
prohibits  banks,  of  course,  from 
buying  stocks  for  the  bank's  portfolio 
with  bank  depositors'  money.  But  it 
doesn't  prohibit  them  from  buying 
stocks  for  customers  Indeed,  almost 
every  big  bank  has  diversified  across 


that  once  unbreachable  wall  in  recent 
years,  but  none  so  extensively  as  Se- 
curity Pacific. 

Cahouet  and  Executive  Vice  Presi- 
dent Robert  H.  Smith  began  building  a 
diversified  financial  business  in  1978. 
At  that  time,  just  about  all  the  bank 
could  claim  under  that  rubric  was  its 
old-fashioned  trust  department,  a  gen- 
teel moneyloser  presiding  over  a 
clutch  of  pension  deposits  and  the 
estates  of  little  old  ladies  in  Beverly 
Hills.  Since  then,  Security  Pacific  has 
acquired  or  developed  in-house: 

•  Fifteen  retail  stockbroker  offices 
in  seven  states,  including  sizable  dis- 
count houses  in  Pasadena,  Memphis 
and  Ft.  Lauderdale. 

•  Three  wholesale  bond  houses — 
RMJ  Securities,  the  country's  second- 
biggest  government  bond  broker;  Clif- 
ford Drake  &  Co.,  Inc.  in  municipals; 


Security  Pacific's  Frank  Cahouet 
No  turning  back. 


and  Chapdelaine  &  Co.  Corporate  Se- 
curities (renamed  KMS  Securities),  all 
of  New  York. 

•  A  29.9%  position  in  Hoare  Govett 
Ltd.,  one  of  Britain's  largest  brokers. 

•  Ralli  Brothers,  a  private  Swiss 
bank,  through  which  Security  Pacific 
offers  portfolio  management  and  in- 
vestment counseling  in  Europe. 

•  An  investment  banking  group 
that  was  started  in-house  and  has 
grown  through  acquisition. 

•  A  group  of  16  common  trust  funds 
managed  by  SecPac. 

•  A  New  York  State-chartered  trust 
company,  Security  Pacific  National 
Trust,  which  does  wholesale  govern- 
ment securities  clearing  for  the  parent 
as  well  as  other  dealers. 

•  A  wholesale  discount  brokerage 
firm.  More  than  100  banks  have 
signed  up  to  use  Security  Pacific 
Brokers  Inc.  as  the  discount  broker 
their  own  customers  will  call.  Securi- 
ty Pacific  is  going  after  S&L  business, 
too.  (The  SEC  prohibits  broker-deal- 
ers from  splitting  fees  with  S&Ls  but 
not  from  "supporting"  thrifts'  mar- 
keting efforts — "soft  dollars"  to  the 
brokerage  trade.) 

Security  Pacific  has  just  been  ac- 
cepted for  its  own  seat  on  the  New 
York  Stock  Exchange.  It's  not  un- 
heard of  for  a  bank  to  sit  on  the  Ex- 
change. BankAmerica  Corp.  bought  a 
seat  when  it  acquired  discount  stock- 
broker Charles  Schwab,  and  Brown 
Brothers  Harriman  and  Morgan  Guar- 
anty Trust  were  grandfathered  into 
theirs  in  1933.  But  Security  Pacific 
believes  it  is  the  first  big  bank  to 
apply  de  novo  for  New  York  Stock 
Exchange  membership. 

So  far,  wholesale  bond  operations 
have  been  the  biggest  part  of  the 
bank's  nonbanking  activities.  But 
there  were  qualms  at  the  outset.  "We 
closed  the  deal  to  buy  RMJ  in  May  of 
1982,  the  day  after  the  problems  of 
Drysdale  Government  Securities  and 
its  costly  trades  and  repurchase  agree- 
ments with  brokers  were  made  pub- 
lic," recalls  Smith.  "There  was  a  big 
question  as  to  whether  brokers  could 
continue  to  do  business  without  re- 
vealing both  sides  of  every  transac- 
tion." Without  secrecy,  of  course, 
brokers  lose  most  of  their  usefulness, 
and  most  of  their  orders.  Security  Pa- 
cific went  ahead,  and  events  vindicat- 
ed the  decision  to  go  ahead  with  the 
acquisition.  This  year  wholesale  bond 
operations  will  provide  substantially 
more  than  last  year's  $8  million  net 
profit  through  such  big  transactions 
as  RMJ's  one-day  brokering  of  $1.3 
billion  in  two-year  Treasury  notes  in 
early  June. 

The  16  common  trust  funds — like 
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mutual  funds  but  available  only  to 
trust  customers — include  two  that 
have  performed  as  well  as  the  top  5% 
equity  funds  in  A.G.  Becker  ratings 
annually  since  its  formation  in  1981. 
Security  Pacific's  Fund  E,  which  con- 
centrates on  small  and  medium-size 
growth  companies,  had  a  total  return 
of  61%  last  year  and  35%  so  far  this 
year.  Fund  G's  emerging-growth-com- 
pany portfolio  gained  86%  last  year 
and  has  gained  an  eye-popping  78%  in 
this  year's  first  half. 

The  long-term  implications  of  all 
this  are  obvious.  The  firm's  Special- 
ized Financial  Services  division  has 
grown  at  an  annual  rate  of  more  than 
40%  for  the  last  five  years,  largely 
through  acquisition  but  also  through 
rapid  internal  expansion.  Even  at  a 
fraction  of  that  rate,  nonbanking 


Steady  reports 


Many  of  SecPac's  securities  busi- 
nesses, including  investment  bank- 
ing, are  in  the  Specialized  Financial 
Services  division.  The  commitment 
to  the  business  has  been  rewarded 
with  steadily  higher  earnings. 


Net  income  after  taxes  ($  millions) 


140 


120 


Domestic  banking 


80     Specialized  financial  services 


'78 


'80 


'82 


eventually  would  outstrip  banking. 
Cahouet  contends  that  won't  happen. 
"It's  not  unrealistic  to  expect  the  re- 
turn on  assets  on  domestic  banking  to 
increase  from  its  current  0.5%  to  per- 
haps the  0.75%  of  1979,"  he  says. 
"That  would  add  half  as  much  again 
to  the  banking  profits." 

But  there  will  be  no  turning  back, 
no  matter  what  happens  on  that  score. 
Security  Pacific  is  likely  to  become 
more  broker  and  less  banker,  all  the 
time.  Says  Smith,  "There's  a  whole 
array  of  profitmaking  operations  asso- 
ciated with  wholesale  and  retail  dis- 
count stock  brokerage — margin  loans, 
fees  for  lending  stock  to  short  sellers, 
handling  paperwork  for  purchase  and 
sale  transactions.  And,  of  course,  the 
goodwill  of  brokerage  customers,  who 
may  be  inclined  to  open  a  banking 
relationship.  Few  banks  have  really 
thought  stock  brokerage  through."  ■ 
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How  to 
tame  your  data. 


To  soothe  the  savage  information 
beast,  a  businessperson  could  use  the 
IBM  Personal  Computer  XT. 

Because  with  XT's  10-million- 
character  fixed  disk  drive  and  IBM  data 
management  software  specifically  designed 
to  complement  the  hardware,  you  can  whip 
thousands  of  names  and  numbers 
into  more  manageable  shape. 

(Helping  you  get  a  better 
ap\  shot  at  the  lion's  share.) 

Use  IBM  PFS:FILE*to 
— generate  a  "form"  on  the 
screen.  Customize  it  by  putting 
pertinent  data  in  the  blank 
spaces  provided. 

Then  use  IBM  PFS:REPORT 
to  sort,  organize,  search,  update, 
store  and  print  the  facts  with  ease. 
To  learn  more  about  how  the 
IBM  Personal  Computer  XT  can 
help  you  more  efficiently  handle  many 
high-volume  applications,  visit  your 
authorized  IBM  Personal  Computer 
retail  dealer.  =  — •  =• 


The  IBM  Personal  Computer 
A  tool  for  modern  times 


For  more  information  on  where  to  buy  the  IBM  Personal  Computer,  call  800-447-4700.  In  Alaska  or  Hawaii.  800-447-0890. 

*  PFS  is  a  registered  trademark  of  Software  Publishing  Corporation 
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By  Carol  E.  Curtis 


Expensive  electricity  helped  drive  industry 
out  of  the  Northeast.  Will  cheaper  power 
persuade  it  to  return? 


Stalking 
smokestacks 


area — or  for  existing  plants  that  ex- 
pand enough  to  add  at  least  six  new 
jobs.  The  Narragansett  Electric  Co.,  a 
unit  of  the  New  England  Electric  Sys- 
tem, is  proposing  the  same  deal  in 
recession-plagued  Providence,  R.I. 

That  kind  of  discounting  may  be  a 
way  of  life  in  the  rag  trade,  but  it's 
practically  unheard  of  in  the  electric 
utility  business.  For  years  utilities 
have  been  asking  state  regulators  to 
raise  rates  to  pay  for  additional  capac- 
ity and  rising  fuel  costs.  Now  the  ca- 
pacity isn't  needed  and  fuel  costs  are 
no  longer  rising. 

Like  oil  companies,  the  utilities 
were  caught  by  surprise.  Philadelphia 
Electric  is  a  good  example.  It  will  soon 
start  up  a  new  1,100-megawatt  nucle- 
ar plant,  designed  when  annual  de- 
mand growth  was  projected  at  6%. 
Instead,  demand  in  Philadelphia  is 
flat  and  is  likely  to  remain  so.  "Manu- 
facturers of  almost  anything — we 
definitely  want  to  bring  them  back," 
says  Philadelphia  Electric  spokesman 
Peter  Byrne. 

Narragansett,  which  until  recently 
had  one  of  the  highest  electric  rates  in 


If  you  are  interested  in  why  in- 
dustry left  the  Northeast,  all  you 
have  to  do  is  look  at  industrial 
rates  for  electricity.  In  Philadelphia, 
for  example,  the  typical  industrial 
plant  now  pays  about  6  cents  per  kilo- 
watt-hour, nearly  30%  more  than  the 
national  average.  In  New  York  City 
the  rate  is  more  than  double  the  rest 
of  the  U.S.  Northeast  utilities  simply 
passed  on  ever  higher  oil  costs  to  their 
customers,  while  factories  shut  down 
or  moved  to  the  Sunbelt. 

Times  have  changed.  With  world 
oil  prices  flat  or  falling  and  deregulat- 
ed natural  gas  leveling  off,  it's  a  buy- 
er's market  once  again.  And  some 
Northeast  utilities  that  overbuilt  in 
the  Seventies  and  are  stuck  with  huge 
amounts  of  spare  capacity  are  slash- 
ing prices  to  try  to  get  those  departed 
smokestacks  back. 

For  example,  since  July  1  Philadel- 
phia Electric  Co.  has  offered  to  cut  its 
standard  industrial  rate  by  20%  for 
the  next  ten  years  for  any  company 
that  relocates  a  plant  in  its  service 


the  country,  is  singing  the  same  tune. 
As  its  rates  rose,  many  of  its  best 
customers — companies  like  Narra- 
gansett Brewing  and  United  Wire — 
pulled  up  stakes  and  left.  Now,  with  a 
reserve  margin  of  nearly  40%,  the 
utility  is  eager  to  put  the  extra  energy 
to  work.  "We've  got  enough  excess 
power  that  many  new  companies  can 
plug  in  without  difficulty,"  says  a 
hopeful  utility  spokesman.  The  util- 
ity has  also  shifted  plants  from  oil  to 
coal,  with  the  result  that  fuel  costs 
have  dropped  substantially. 

Will  the  strategy  work?  The  only 
precedent  is  at  New  York's  Consoli- 
dated Edison,  whose  electricity  is  the 
most  expensive  in  the  continental 
U.S.  In  1981  Con  Ed  began  offering 
discounts  to  companies  brave  enough 
to  locate  in  blighted  areas  like  the 
south  Bronx  and  parts  of  Brooklyn. 

Results:  modestly  encouraging, 
says  Assistant  Vice  President  Robert 
Stevens.  Some  1,822  new  commercial 
and  industrial  customers,  mostly 
small  businesses,  have  set  up  shop  in 
the  areas  where  power  is  discounted. 

But  New  York  is  something  of  a 
special  case.  A  more  telling  example 
may  be  Iowa  Power  &.  Light,  which 
recently  proposed  a  discounting 
scheme  only  to  have  it  turned  down 
by  the  local  regulatory  commission, 
which  claimed  it  lacked  authority  to 
grant  favored  treatment  to  some  cus- 
tomers at  the  expense  of  others. 

Philadelphia  and  Narragansett  say 
they  will  be  able  to  offer  the  discount 
without  raising  rates  to  other  custom- 
ers. In  fact,  argues  a  spokesman  for 
Narragansett,  if  the  program  is  a  suc- 
cess, rates  may  ultimately  be  lower 
for  all  customers,  since  the  utility's 
power  will  be  used  more  efficiently. 

Whatever  the  outcome,  for  the  first 
time  in  memory  utilities  can  afford  to 
be  more  concerned  about  attracting 
business  than  about  raising  rates. 
That  has  to  be  counted  as  a  plus.  ■ 
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Transportation 


A  Forbes  Special  Advertising  Supplement 


Freight  Transportation: 

A  Revitalized  Industry  Emerges 


Written  by  Di  Russell  C.  Cherry,  Theodore  V  Heuchling, 
Peter  J.  Metz,  Dr.  P  Ranganath  Nayak  and 
Dr.  Richard  C  Norris  ot  Arthur  D.  Little,  Inc. 


Two  fundamental  changes  that  will  take  place  over  the  next  10  years 
are  key  to  sorting  out  the  present  dislocation  and  turmoil  wracking 
the  freight  transportation  industry.  The  first  of  these  is  the  "product- 
ization"  i.e.,  the  collaboration  between  enlightened  carriers  and 
shippers  to  develop  a  broad  range  of  transportation  service  products 
tailored  to  the  specific  needs  of  individual  large  shippers  and  to 
classes  of  smaller  shippers  and  shipments.  The  second  will  be  a  re- 
structuring of  the  carrier  industry  probably  into  a  relatively  few  ma- 
jor, multimodal  national  firms  and  a  large  number  of  smaller  re- 
gional and  specialized  firms. 


Challenges 
to  Carriers 


With  the  possible 
exception  of  over- 
night parcel 
  delivery,  transpor- 
tation is  largely  a  demand-driven 
industry  Carriers  cannot  create 
significant  freight  increases  over- 
all by  reducing  prices.  They 
compete  primarily  to  capture  the 
freight  that  macroeconomic  con- 
ditions generate.  Thus,  gains  and 
losses  among  carriers  must  come 
largely  at  the  expense  of  each 
other — a  zero-sum  game.  Ship- 
pers, by  contrast,  have  opportuni- 
ties to  become  net  winners  as  im- 
proved transportation  services 
are  offered  at  lower  prices. 

Many  carriers,  especially  motor 
and  air,  have  been  faced  with  the 
immediate  dilemma  of  choosing 
between  playing  things  safe  for 
survival  and  taking  advantage  of 
opportunities  for  expansion.  The 
recent  recession  has  generated 


excess  capacity  just  when  de- 
regulation has  opened  up  the 
competitive  arena  Accordingly 
carriers  have  been  concerned 
with  such  marketing  issues  as 
competitive  pricing  and  aggres- 
sive discounting  to  capture 
freight,  innovations  in  freight  con- 
tracts and  package  deals,  and 
such  financial  issues  as  whether  or 
not  to  invest  in  the  additional 
transport  capacity,  facilities  and 
manpower  required  to  expand 
their  routes. 

As  opportunities  open  up  to 
purchase  surplus  used  trucks,  trail- 
ers, aircraft  and  other  equipment, 


carriers  must  decide  whether  to 
avail  themselves  of  the  bargain 
prices  or  to  buy  more  productive, 
but  more  costly,  new  equipment. 
New  aircraft,  for  example,  are 
more  fuel-efficient  but  far  more 
expensive,  and  near-term  fuel 
price  trends  are  unclear.  As  for 
motor  carriers,  recent  legislation 
permits  wider,  longer  and  twin 
trailers,  which  can  provide 
greater  productivity  not  available 
from  bargain  surplus  equipment. 

While  these  immediate  ques- 
tions are  foremost  in  the  minds  of 
many  carriers  today  ultimate  suc- 
cess will  depend  on  the  resolution 
of  longer-term  issues.  As  transpor- 
tation product  offerings  become 
mOre  varied  and  complex,  mar- 
keting effectiveness  and  opera- 
tional efficiency  will  be  crucial  to 
success  in  the  competitive  envi- 
ronment. A  successful  operator 
will  need  a  thorough  knowledge 
of  customer  service  needs,  of  the 
competition's  behavior  and  ca- 
pabilities, of  the  costs  of  providing 
additional  services,  and  of  how 
new  technologies  and  opera- 
tional methods  can  be  used  to 
perform  services  at  lower  cost. 


Transportation 

Carriers  must: 

•  Design  the  right  service  prod- 
ucts for  the  markets  they  are 
positioned  to  serve. 

•  Provide  these  products  at 
prices  that  are  competitive 
but  adequate  to  cover  costs. 

•  Maintain  and  improve  prod- 
uct quality 

•  Improve  productivity  in  all 
operational  areas. 

They  will  have  to  do  all  ot  these 
things  all  of  the  time  to  stay  ahead 
of  the  competition. 

Leaders  in  carrier  organiza- 
tions are  going  to  be  forced  to 
devote  more  attention  to  up-to- 
date  operating  know-how  Accu- 
rate cost  analysis  will  be  essential 
to  determine  which  services  can 
be  offered  profitably  Cost  engi- 
neering can  identify  ways  to 
achieve  true  cost  reductions  that 
can  produce  profits  from  pre- 
viously unprofitable  services.  Tight 
quality  measurement  and  control 
methods  will  help  carriers 
achieve  maximum  performance 
in  the  face  of  changing  definitions 
of  quality  which  traditionally  has 
meant  level  of  performance  (e.g., 
speed  or  transit  time).  In  the  new 
environment,  quality  is  measured 
in  terms  of  how  precisely  the 
promised  service  is  actually  ex- 
ecuted. Some  measures  are: 

•  The  reliability  of  the  service: 
the  correspondence  between 
the  advertised  and  actual 
transit  time. 

•  The  availability  of  the  service: 
whether  the  capacity  is  avail- 
able when  needed  and  as 
promised. 

•  The  responsiveness  of  the  car- 
rier: how  quickly  and  how 
well  the  carrier  can  tailor  its 
services  to  a  shipper's  chang- 
ing and  emerging 
requirements. 

•  The  frequency  and  magni- 
tude of  loss  and  damage: 
when  loss  occurs,  restitution 
should  be  prompt;  but  restitu- 
tion alone  is  not  enough — 
shippers  do  not  want  losses. 


Railroads  thus  far  have  been 
spared  the  sudden,  intense  price 
competition  that  has  wracked 
motor  and  air  cargo  carriers. 
Consequently  they  may  have  got- 
ten a  better  jump  on  the  longer- 
term  operational  improvement 
opportunities  derived  from  de- 
regulation, as  for  example,  a  more 
attractive  investment  environ- 
ment. Some  railroads  are  shifting 
toward  shorter,  more  frequent 


Robotics  in 
Transportation 

Robotics  experts  suggest  that 
service  industries  like  transporta- 
tion will  be  among  the  last  to  be 
penetrated  by  robots.  However, 
there  is  little  doubt  that  robots  are 
coming  in  transportation,  or  that 
they  will  have  a  major  impact  on 
labor  and  equipment  productiv- 
ity Among  the  areas  where  robots 
may  have  potential  are  the  fol- 
lowing: 

•  Coupling  and  uncoupling  of 
freight  trains 

•  Cleaning  of  vehicle  interiors 

•  Manufacture  of  containers,  trail- 
ers and  railroad  cars 

•  Loading  and  unloading  of  haz- 
ardous cargoes 

•  Loading  and  unloading  of  bulk 
materials 

«  Sorting  of  freight  in  truck  and  air 
terminals 

•  Railroad  track  maintenance 


trains  and  thereby  reducing 
through-transit  times.  They  are  in- 
vesting in  automated  switchyards; 
in  locomotives  using  lower-cost 
fuels,  including  electric  power 
from  coal;  and  in  lighter-weight 
rail  cars.  Moreover,  they  are  look- 
ing at  ways  to  improve 
productivity  through  R&D  on  im- 
proved track  maintenance,  auto- 
mated inspection  and  improved 
aerodynamics. 

Lighter-weight  aluminum  cars 
and  better  inter-modal  vehicles 
are  beginning  to  appear.  One  ex- 
ample of  a  superior  inter-modal 
vehicle  is  the  Roadrailer,™  devel- 
oped by  Bi-modal  Corporation. 
This  vehicle  was  designed  with 
the  running  gear  of  both  a  truck 
trailer  and  a  railroad  car;  it  is 
capable  of  riding  directly  on  rails 
or  traveling  the  highways. 

Carriers  must  become  sophisti- 
cated, effective  marketers  offering 
a  range  of  innovative  service  op- 
tions to  meet  shippers'  needs 
Those  carriers  that  fail  to  look 
beyond  their  traditional  modal 
boundaries  are  apt  to  find  their 
business  eroded  by  aggressive 
competitors  from  other  modes. 

Thanks  to  deregulation  motor 
carriers  no  longer  are  limited, 
except  perhaps  by  choice,  in  the 
routes  on  which  they  operate  and 
in  the  commodities  they  can  carry 
Railroads  are  no  longer  limited 
geographically  by  their  rights-of- 
way  nor  are  they  barred  from 
owning  trucking  lines.  Ocean  car- 


SUPPLY  LINE. 


CSX  Railroads'  Piggyback 
Express  Corridors  Deliver 
The  Goods  Across  The 
Eastern  Hah  Of  The  USA. 


CSX  Corporation 

c 

Chessie  System  Railroads 


Seaboard  System  Railroad 


Chessie  System  Railroads  and  Seaboard 
System  Railroad  are  units  ol  CSX  Corporation 


CSX  Corporation  manages  one 
of  the  leading  intermodal  traffic 
systems  in  the  United  States. 

The  CSX  railroads  cover  the 
eastern  half  of  the  country  with 
a  giant  27000-mile  freight  distri- 
bution network— and  offer  more 
rail-port  connections  for  inter- 
national trade  than  anyone  else. 

With  Single-System  ServiceSM 
across  this  vast  territory  the 
CSX  railroads  offer  routing 
efficiencies,  rate  savings,  and 
marketing  innovations  that  are 
unprecedented. 

For  example,  CSX  has  carved 


out  over  a  dozen  express  cor- 
ridors which  speed  dedicated 
piggyback  trains  between 
the  nation's  busiest  markets  on 
schedule,  saving  shippers  time, 
money  and  millions  of  gallons 
of  precious  fuel  each  year. 

Get  to  know  us.  We  manage 
railroads,  natural  resources, 
aviation  services,  land  devel- 
opment and  resort  properties. 

So  no  matter  how,  what  or 
where  you've  been  shipping,  call 
toll  free:  (800)  368-2792.  Or  write: 
Single -System  Service,  PO.  Box 
C-32222,  Richmond,  \#\  23261. 


CSX 

CORPORATION 


America's 

Largest 

Transportation 

And  Natural 

Resource 

Company 


maybe  Your  Next  Flight  Should  Be  On  A  Train. 


Amtrak  Is 
your  ticket 
to  over  475 
different 
cities. 


Our  coach 
seats 
give  you 
first  class 
comfort. 


The  train: 
One  of  five 
Turbollners 
now  operating 
between 
New  York  City 
and  Albany. 


No,  we  haven't  lost  our  minds.  Nor  have  we  succeeded  in  building  a  train  that 
can  actually  fly.  At  least  not  in  the  air. 

But  what  we  at  Amtrak  have  done,  we  believe,  is  no  less  remarkable.  In  the 
last  12  years,  we've  built  a  new,  nationwide  passenger  rail  system.  Literally, 
from  the  ground  up.  A  system  that  today  represents  a  viable  alternative  for 
people  who  fly.  For  business  or  pleasure. 
How  can  we  say  that? 

/  Did  you  know  that  Amtrak  can  take  you  to  over  475 

,  different  places?  That's  far  more  than  United,  TWA, 
_  %  •'  |  American  and  Delta  put  together. 

^WHHK         We've  improved  our  on-time  record  nearly 
40%.  And  in  the  last  6V2  years  we've  rebuilt  our  entire  fleet, 
adding  some  of  the  newest  and  most  technologically 
advanced  equipment  in  the  world. 

When  it  comes  to  sheer  comfort,  we  believe  nothing 
comes  close  to  the  train.  For  instance,  our  coach  seats 
are  wider  than  the  seats  most  airlines  use.  They 
give  you  so  much  legroom, 
you'll  think  you're  in  first 
class.  On  the  train,  there 
are  no  seatbelts.  You 
can  get  up  and  stretch  your  legs.  Or  take 
a  walk  into  the  dining  car  and  enjoy  a 
delicious  meal,  whenever  you  like. 

We've  also  made  things  easier  for 
you  before  you  get  on  the  train. 

With  one  phone  call,  our  computerized 
reservations  system  can  arrange  your 
entire  trip. 

So  he  next  time  you're  going  somewhere, 
your  head  out  of  the  clouds.  Do  what  19 
million  nders  a  year  do. 

Take  off  -vsth  Amtrak.  And  fly,  without  ever 
leaving  the  ground. 

For  information  or  reservations  call  Amtrak 
or  your  travel  agent. 


ALL  2= 
ABOARD 
AMTRAK 


riers,  including  container  ship 
operators,  can  now  otter  through- 
rates  from  inland  origin  to  inland 
destination.  Air  cargo  carriers 
now  are  limited  only  by  the  com- 
mercial zones  that  define  surtace 
pick-up  and  delivery  areas.  Even 
Pan  American  World  Airways, 
Inc.,  formerly  restricted  to  interna- 
tional operations,  is  now  free  to 
compete  domestically  And  the 
Flying  Tiger  Line  is  now  soliciting 
business  from  shippers. 

Deregulation,  moreover,  is 
providing  impetus  for  innovative 
carriers  to  develop  meaningful 
price/level-of-service  alternatives, 
An  example  of  this  is  Conrail's 
pioneering  discount  rates  for 
backhaul  loads.  Competing  car- 
riers can  also  provide  a  similar 
service  by  quite  different  means, 
as  in  the  case  of  the  innovative 
alternatives  being  developed  for 
overnight  parcel  service. 

We  can  expect  to  see  a  further 


Chessie's  Piggyback 
Innovation 

Chessie,  a  large  Eastern  rail- 
road, has  moved  beyond  the 
provision  of  regional  or  East  Coast 
service  and  has  expanded  its 
scope  to  serve  shippers  throughout 
the  nation.  Based  near  Phila- 
delphia, Chessie 's  subsidiary 
Chessie  Motor  Express  (CMX)  re- 
lies exclusively  on  subcontract 
carriers  and  owner-operators  to 
provide  its  trucking  services. 

CMX  features  door-to-door 
transport  of  truckload  volume 
using  a  combination  of  over-the- 
road  and  rail  piggyback  at  very 
competitive  prices.  Chessie 's  strat- 
egy is  to  offer  its  combined 
highway/rail  transportation  ser- 
vices nationwide  and  not  just  in 
the  Eastern  and  Midwest  regions 
served  by  the  railroad 

Shippers,  with  only  one  point  of 
contact  and  only  one  bill  of  lad- 
ing, are  able  to  provide  efficient 
and  cost-effective  deliveries  to 
'customers. 


mixing  of  the  service-product  of- 
ferings of  formerly  distinct  modal 
operators,  with  less  emphasis 
placed  on  which  mode  will  be 
employed  to  accomplish  these 
services.  Motor  carriers  already 
are  shifting  to  a  greater  reliance 


on  piggyback  for  line  haul,  rail- 
roads are  branching  out  into 
trucking  and  air  delivery  opera- 
tions, and  container  ship  operators 
are  competing  with  both  motor 
carrier  and  rail  for  ^  transconti- 
nental freight. 


Challenges  for  Shippers 


W— —|  hile  shippers  and 
the  consuming 
public  will  be  the 
  ultimate  benefici- 
aries of  change  and  innovation  in 
the  transportation  industry  not  all 
shippers  will  benefit  equally — es- 
pecially in  the  near-term.  Those 
which  quickly  comprehend  the 
benefits  of  a  flexible,  competitive 
and  innovative  transportation  sys- 
tem will  benefit  most.  They  will  gain 
advantages  that  will  be  difficult  for 
competitors  to  overcome  when  the 
system  becomes  more  stable. 

Shippers  are  having  difficulty  in 
choosing  intelligently  among  the 
increasingly  rich  mix  of  carrier 
service/price  options.  They  have 
seldom  collected  and  analyzed 
data  on  transit  times  and  other 
service  features;  there  were  few 
efforts  to  measure  and  control  the 
level  of  service  actually  received. 
The  development  of  electronic 
data  interchange  (EDI)  among 
shipper,  carrier  and  consignee 
now  enables  a  shipper  to  collect 
data  routinely  and  to  measure 
and  control  service  quality 
Many  shippers  will  encounter 


difficulty  in  choosing  among  ser- 
vice/price options  for  another 
reason.  For  the  most  part,  their 
traffic  management  is  handled 
by  narrowly  oriented  specialists 
who  are  well  versed  in  transporta- 
tion law  and  regulation  but  some- 
what isolated  from  general  man- 
agement, Such  specialists  typ- 
ically have  been  charged  with 
reducing  direct  transportation 
costs  rather  than  with  improving 
the  cost-effectiveness  of  their  com- 
pany's overall  logistics  system. 
More  often  than  not,  these  special- 
ists have  dealt  with  carriers 
primarily  as  adversaries,  hag- 
gling over  rates  in  an  effort  to 
reduce  direct  shipping  costs. 

Among  the  more  progressive 
shippers,  traffic  management  is 
giving  way  to  logistics  manage- 
ment. The  latter,  in  turn,  must  be 
integrated  with  the  rest  of  the  busi- 
ness enterprise  if  comprehensive 
trade-offs  are  to  be  made.  For 
example,  a  timely  response  to 
customer  orders  can  be  achieved 
by  the  most  economical  mix  of 
fast  order  entry  and  processing, 
fast  production  response,  product 
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"Were  ready  to  go  up  against 
any  other  earner-including  trucks 
with  Conrails  modern  freight 
transportation  system? 


—  L.  Stanley  Crane,  Chairman,  Conrail 


"Here's  why  I  can  make  this 

Statement  ;  Conrail  is  offering  shippers 
some  of  the  most  competitive  rates  and 
innovative  services  on  rail  or  highway 
today.  The  reason:  Railroads  are  far  less 
regulated— and  high  time.  We  can  now  set 
our  prices  and  tailor  our  service  to  meet 
your  individual  needs. 

"Please  take  a  few  minutes  to  read  on, 
then  let's  talk  business." 

"Now  we're  giving  trucks 
a  real  run  for  their  money,  even  on 
short-haul  routes." 

"Conrail  is  beating  the  trucker  at  his  own  game. 
Our  better  cost  control  means  we  can  give  you 
prices  that  are  much  less  than  truck 
rates  on  grain  and  chemicals  and 
many  other  commodities  for  distances 
of  300  miles  or  less— even  under  100 
miles  in  some  cases. 

"Our  prices  allow  a  grain 
broker  to  buy  surplus  grain  in 
one  market,  move  it  by  Conrail 
at  these  low  rates  to  another 
market  hundreds  of  miles 
away,  and  still  make  a  good 
profit. 

"These  rates  and  efficiencies  apply  to 
many  commodities  besides  chemicals 
and  grain,  such  as  minerals,  petroleum 
and  vegetable  oils,  as  well  as  to  pro- 
cessors and  sugar  refiners.  And  they 
apply  whether  you  have  one  car  or  one 
hundred." 


"ConraiFs  prices  are  not  only 
competitive, 
they're  more  flexible." 

'If  you  ship  iron  or  steel  coils,  you  save 
when  you  move  them  on  Conrail.  If 
you  ship  alcoholic  beverages  between 
the  Northeast  and  the  Midwest,  you 


save  up  to  30  percent  compared  with  trucks. 

"And  through  our  piggyback  wholesalers— our 
Volume  Shippers— we  also  offer  you  very  attractive 
rates  to  get  your  products  off  the  highway  and 
moving  by  piggyback. 

"Coal  customers  using  our  new  coal  export 
facility  at  Pier  124  in  Philadelphia  appreciate  our 
flexibility.  They  can  make  a  reservation  months  in 
advance  to  export  coal  and  be  guaranteed  a  rate 
and  a  berth  on  the  day  and  the  time  specified. 

"What's  more,  until  October  1,  1983,  well 
guarantee  to  load  vessels  at  an  average  rate 
of 15,000  tons  per  24-hour  period— or  pay,  up 
to  certain  limits,  a  vessel  detention  fee  of 
$335 per  hour. 
'Coal-burning  utilities  requiring  long-range  service 
and  price  commitments  can  also  enjoy  a  new  free- 
dom from  uncertainty,  again  thanks  to  ConraiTs 
willingness  to  make  rate  and  service  commitments 


Conrail  has  one  of  the  most  sophisticated  computer  data  centers  in  the  country.  Whc 
ever  you  ship,  from  headlamps  to  hardware,  our  computer  services,  competitive  price 
and  innovative  freight  services  give  you  the  best  price  and  service  combination  in  tf 

marketplace. 


not  only  for  today,  but  next  year  as  well. 

"In  addition,  we're  willing  to  give  utilities 
greater  flexibility  through  a  flat  monthly  fee,  plus  a 
fixed  transportation  charge  per  ton  of  coal  moved, 
regardless  of  where  they  buy  their  coal  on  Conrail." 

"  We  control  every  car  with  one 
of  the  most  sophisticated  computer 
data  centers  in  the  U.S." 

"You  could  have  the  most  competitive  rate  and  it 
wouldn't  mean  a  darned  thing  nowadays  if  you 
didn't  have  the  most  timely  data  processing  infor- 
mation available  to  tell  you  where  your  car  is  at  any 
time,  and  any  place  on  our  system.  You  get  them 
both  with  Conrail. 

"You  also  get  a  completely  computerized  sys- 
tem designed  to  control  car  supply  based  on  your 
forecasts  of  your  needs.  As  a  result,  when  you  call 
your  local  car  reservation  clerk,  you're  sure  to  get 
your  car  when  you  want  it,  where  you  want  it. 

"Furthermore,  our  marketing  experts  can  use 
our  extensive  information  system  to  quickly  ana- 
lyze various  rate,  equipment  and  service  combina- 
tions and  give  you  the  information  you  need  to 
respond  to  today's  rapidly  changing  marketplace." 

"Our  labor  unions  are  helping 
us  to  be  more  competitive." 

"We've  entered  into  a  new  era  of  cooperation  with 
our  labor  unions.  They  have  given  us  the  kind  of 
flexibility  that  leads  to  great  service,  such  as 
Conrail's  new  Mini-train  for  General  Motors. 

"GM  required  overnight  ser- 
vice from  Kalamazoo,  Mich., 
where  auto  parts  are  consolidated, 
to  Fisher  Body  and  Oldsmobile  in 
Lansing,  118  miles  away.  To  elimi- 
nate stocking  inventory  at  the 
plant,  GM  required  that  the  parts 
be  delivered  "just  in  time"  for  the 
first  morning  shift— not  early,  not 
late. 

"Auto  parts  that  once  moved 
by  truck  are  now  handled  by 
Conrail  overnight. 

"One  very  big  reason  behind 
our  ability  to  adapt  to  the  needs  of 
GM,  in  addition  to  our  price  and 
service  package,  is  an  agreement 
by  Conrail's  labor  unions  to 
improve  productivity  on  the  Mini- 
train  by  eliminating  a  crew  change 
stop.  Productivity  improvements 
such  as  this  are  the  key  to  making 
us  more  competitive  in  today's 
deregulated  marketplace." 


Kalamazoo,  6  p.m.. 

Conrail  Mini-train 
leaves  for  Lansing  with  auto  parts  needed 
by  GM  for  next  day  's  auto  production. 


nun  Lansing,  6  a.m.:  Monday  through  Friday,  parts 
shipped  overnight  by  Conrail  Mini-train  already 
placed  on  GM's  dock  before  start  of  first  shift. 

"For  the  second  year 
in  a  row,  Conrail  has  been  profitable." 

"Conrail  showed  a  $39  million  operating  profit  in 

1982.  This  financial  performance,  I'm  pleased  to 
say,  is  even  better  than  our  1981  record,  which  was 
one  of  the  most  dramatic  improvements  in  Ameri- 
can corporate  history! 

"REASON:  Conrail  can  now  make  price 
and  cost  decisions  like  any  other  business— 
and  do  it  in  a  rapidly  changing  economy. 
"We  look  forward  to  continuing  this  progress  in 

1983.  We  have  a  plant  that  is  in  superb  physical 
condition.  Our  tie  and  rail  renewals  are  up  to  snuff. 
The  supply  of  cars  and  locomotives  is  the  best  ever. 
And  to  ensure  continued  good  service  at  low  cost  in 
the  future,  we  just  ordered  100  very  efficient  new 
locomotives. 

"At  Conrail,  we  have  a  modern  freight  trans- 
portation system  that  is  second  to  none." 

"If you  have  a  problem, 
please  write  to  me." 

"Last  year,  we  promised  you  competitive  prices, 
innovative  service  and  on -time  delivery.  What  you 
just  read  demonstrates  how  seriously  we  took  our 
commitment,  And  I  promise  you  more  of  the  same 
this  year.  But  if  we  ever  fail  to  live  up  to  this  prom- 
ise, I  want  to  know  about  it  personally. 

"Write  to  me  at  6  Penn  Center  Plaza,  Room 
1040C,  Philadelphia,  PA  19104. 

"I'm  fighting  to  get  your  business— and  I'll  fight 
to  keep  it." 


Send  coupon  for  more  information,  including  a 
free  "Shipper's  Information  Kit"  (revised  for  1983) 
with  tips  on  how  to  get  the  most  out  of  Conrail's 
services. 


Mr.  L.  Stanley  Crane 
Chairman  and  CEO 
Conrail,  Room  1040C 
6  Penn  Center  Plaza 
Philadelphia,  PA  19104 

Please  send  the  "Shipper's  Information  Kit" 
and  other  materials  that  will  help  my  business. 

Name  


Firm. 


Address. 
City  


State. 


Phone. 


CONRAIL* 

"We've  got  to  be  competitive" 


ADVICE  THAT  CAN  SAVE  YOU 
THOUSANDS  OF  DOLLARS 
IN  DISTRIBUTION 
COSTS  DOESNT  COME  CHEAR 

IT  COMES  FREE. 

Saving  money  costs  money.  Because  every  minute 
you  spend  searching  for  cost-cutting  solutions 
cuts  into  any  profits  you'll  eventually  make. 
But  it  doesn't  have  to  be  that  way. 
At  Leaseway  Transportation,  we'll  give  you  prof- 
itable answers  quickly  Precisely  And  we'll  give  them 
to  you  free.  With  the  help  of  a  powerful  computer 
model  called  LANE  (Lane  Analysis  and  Network 
Evaluation). 

It's  unique  in  the  business  and  so  is  this  offer: 
our  experts  will  develop  a  LANE  profile  for  you,  free 
of  charge.  The  LANE  program  rapidly  and  accurately 
identifies  the  inherent  transportation  balances  within 
a  complete  distribution  network.  These  balances  not 
only  include  simple  fronthoxil/backhaul  pairs,  but  more  complex  configurations  as  well. 

All  you  do  is  provide  your  Leaseway  salesman  with  your  freight  flow  data.  The 
LANE  system  processes  the  information  by  applying  the  latest  in  computer  technology. 
Its  combination  of  sophisticated,  yet  practical  capabilities  will  help  you: 

•  Identify  balanced  lanes  as  well  as  difficult  imbalances-some  obvious,  many 
less  apparent.  •  Better  understand  lanes  in  terms  of  shipment  type,  size,  and  frequency. 

•  Evaluate  cost/benefit  of  alternative  transportation  methods  and  modes.  •  Perform 
mileage-based  analyses.  •  Analyze  the  effect  of  reconfiguring  transportation  networks. 

•  Evaluate  loaded  mile  efficiency.  •  Investigate  the  opportunities  for  matching  your 
imbalances  with  those  of  other  companies. 

From  this  information,  your  Leaseway  Transportation  salesman  will  formulate  a 
plan  of  action. 

This  means  you  can  spend  more  time  implementing  the  right  decisions  and  less 
time  investigating  infinite  possibilities.  And  we're  confident  your  LANE  profile  will 
show  you  one  more  thing:  how  profitable  it  can  be  to  do  business  with  us. 

If  you're  impressed  with  the  savings  from  our  profile,  we're  certain  you'll  be 
interested  in  the  next  steps  of  our  cost-cutting  program.  But  you  can't  start  saving  until 
you  call.  So  take  advantage  of  this  unique  offer.  You  have  absolutely  nothing  to  lose. 
Contact  Tom  Devine  at  Leaseway,  800-321-8970.  In  Ohio  call  216-464-3300. 
We  put  good  ideas  into  motion. 


Leaseway  Transportation 

3700  Park  East  Drive  Cleveland  OH  44122 


stocking  (possibly  in  the  field)  and 
last  transportation.  But  the  cost  of 
timely  response  must  be  bal- 
[;  anced  against  the  value  of  timely 
response.  The  factors  involved  are 
freight  costs,  storage  and  hand- 
ling costs,  production  costs, 
inventory  costs,  customer  service, 
market  share,  revenues  and  prof- 
its. The  question  is  not  simple,  but 
the  answer  may  be  crucial. 

The  new  logistics  manager 
must  also  understand  what  car- 
riers can  and  cannot  do  for  him 
and  how  carriers  can  provide  op- 
>  portunities  for  savings.  He  must  be 
I  fully  aware  of  how  his  actions  as 
:  a  snipper  (i.e.,  the  timing  of  ship- 
;  ments,  how  they  are  packaged 
.  and  consolidated,  the  characteris- 
tics of  loading  facilities,  etc.)  can 
affect  the  carrier's  costs.  With  the 
•  rigid  pricing  siructure  of  a  regu- 
lated transportation  environment, 
,  shippers  had  little  incentive  to 
tender  their  freight  to  carriers  in 
;  ways  that  minimized  carrier  costs. 
Today  however,  the  astute  shipper 
will  work  with  carriers  to  see  what 
joint  actions  might  be  taken  to 
rationalize  operations  and  pro- 
duce overall  system  economies 
that  lower  freight  costs  for  the 
shipper  and  produce  higher  prof- 
its for  the  carrier 

For  example,  an  East  Coast 
manufacturer  with  many  small 
shipments  to  make  to  West  Coast 
customers  has  several  options. 
One  is  to  tender  this  cargo  piece- 
meal to  a  less-than-truckload 
!  (LTL)  motor  carrier  for  pick-up 
and  sorting,  along  with  other 
freight,  into  full  trailers  for  over- 
the-road  movement  and  West 
Coast  breakdown  and  delivery 
■A  second  is  to  accumulate  con- 
signments until  a  full  truckload 
shipment  can  be  made  directly 
to  a  West  Coast  consolidator  for 
breakdown  and  delivery  at  one 
time.  Another  potential  area  for 
shipper/carrier  cooperation  is 
the  institution  of  "standby  freight 
services"  for  freight  with  less 
urgent  delivery  timing.  The 
key  to  making  any  arrangement 
work  is  the  willingness  with 


which  both  the  shipper  and 
carrier  mesh  their  operations  to 
achieve  mutual  support. 

Unique  service  arrangements 
with  carriers  are  not  the  only  ways 
by  which  effectively  managed 
companies  can  take  advantage 
of  a  broader  range  of  transporta- 
tion service  options.  Even  with 
more  conventional  arrange- 
ments, shrewd  shippers  will  seek 
economies  by  limiting  their  ship- 
ments to  fewer  carriers.  Other 
shippers  are  reexamining  their 
use  of  private  trucking  with  an  eye 
to  expanding  such  operations 
and  possibly  setting  up  trucking 
subsidiaries,  hiring  owner-opera- 


tors or  taking  other  actions 
formerly  limited  to  established 
common  carriers. 

Freight  tariffs  are  becoming  so 
competitive  and  volatile  that  ship- 
pers are  hard-pressed  to  keep  up 
with  the  changes  and  take  full 
advantage  of  them.  Fortunately 
specialized  computerized  tariff 
data  service  bureaus  can  be 
effective  resources.  The  abolition 
of  the  rate-making  authority  of 
motor  carrier  rating  bureaus,  the 
simplification  of  class  rate-struc- 
tures, and  the  greater  role  of 
computers  in  transportation  will 
lead  to  formula-based  tariff  sys- 
tems. Such  systems  will  simplify 
carrier  cost  comparisons  by  enab- 
ling examination  of  key  cost 
coefficients  rather  than  a  wide 
variety  of  individual  rates. 

Shippers,  carriers  and  con- 
signees are  increasingly  using 
computers  in  their  transactions.  In 
the  grocery  industry  for  example, 
the  Uniform  Communication  Sys- 
tem (UCS)  now  permits  purchase 
orders,  invoices  and  shipping  in- 
formation to  be  transmitted 
directly  between  the  computers  of 
manufacturers  and  distributors.  As 
the  benefits  of  EDI  become  more 
widely  appreciated,  shippers  will 
demand  it  of  their  carriers. 


Future  Trends  in 
Freight  Transportation 


he  freight  transporta- 
tion industry  of  the 
future  will  consist  of 
nationwide,  multi- 
modal megacarriers  and  special- 
ized carriers. 

The  breeding  ground  for 
megacarriers  most  likely  will  be 
transcontinental  mergers  of  cash- 
rich  rail  carriers.  Megacarriers, 
the  ultimate  in  transportation  con- 
glomerates, will  provide 
nationwide  and  international  ser- 
vices over  the  full  range  of  the 
transportation-product  spectrum. 


Initially  megacarriers  will  inte- 
grate the  marketing  functions  of 
railroad,  trucking,  air  freight  and 
possibly  ocean  shipping  subsidi- 
aries. But  they  will  approach 
operational  integration  with  cau- 
tion, applying  tests  similar  to  those 
they  use  in  dealing  with  interline 
carriers  other  than  their  own. 
Their  market  power,  single-line 
customer  service  and  full-spec- 
trum offerings  will  provide 
shippers  with  attractive  one-stop 
shopping  for  freight  services. 
A  key  physical  and  capital  asset 


it 


How  Megacarriers 
May  Emerge 

The  multimodal,  transcontinen- 
tal megacarriers  of  the  future  will 
probably  coalesce  around  the 
capital  assets  represented  by  to- 
day's major  railroad  rights-of-way 
With  these  rights-of-way  as  their 
core,  the  megacarriers  can  use 
trucking,  barging  and  air  freight 
operations  to  feed,  extend  and 
offer  higher-speed  alternatives  to 
their  rail  operations.  Alternatively 
some  megacarriers  may  succeed 
without  rail  or  barge  capabilities. 
They  might  exploit  the  less  capi- 
tal-intensive, more  flexible 
operations  that  characterize  na- 
tional trucking  and  air  freight 
carriers  and  forego  traffic  in  low- 
value  commodities. 

One  potential  megacarrier  is 
the  Norfolk  Southern.  Its  recent  ac- 
quisition of  a  5  percent  interest  in 
Santa  Fe  Industries  could  be  the 
first  step  toward  becoming  the 
country's  first  transcontinental  rail- 
road. Norfolk  Southern  also  has  a 
trucking  subsidiary  and  owns  a 
major  share  of  a  regional  airline. 
Subsequent  cross-modal  acquisi- 
tions of  national  trucking  opera- 
tions, barge  operations  and  air 
freight  carriers  would  be  logical 
extensions  of  such  a  carrier. 

Another  potential  megacarrier 
is  the  Burlington  Northern  Rail- 
road It  sold  off  its  air  freight 
business  to  avoid  the  capital  drain 
of  having  to  acquire  its  own  air- 
craft fleet  and  now  appears  to  be 
pursuing  a  low  capital-cost  route 
to  becoming  a  transcontinental 
rail  earner.  Burlington  Northern 
is  negotiating  the  acquisition  of 
rights  to  run  its  trains  over  the 
tracks  ol  Eastern  railroads  rather 
than  seeking  mergers  with  those 
railroads 

Megacarriers'  success  viil  re- 
quire the  commitment  k 
appropriate  marketing,  aa  pro- 
cessing and  managemen  t  inp!  ace 
to  make  the  enterprise  i  iean 
Goliath  rather  than  a  dinosaur. 


of  a  megacarrier  will  be  its  rail- 
road right-of-way  for  most  long 
hauls,  using  trucks  for  feeding  and 
distribution.  It  needs  a  nationwide 
trucking  network  for  ancillary 
transportation  services  and  as  a 
hedge  against  any  change  that 
might  tip  the  balance  in  favor  of 
trucking 

Via  acquisition  and  merger, 
most  megacarriers  will  offer  a  full 
spectrum  of  transportation  ser- 
vices to  all  major  geographic 
markets.  Integrated  origin-to-des- 
tination service  will  appeal 
primarily  to  shippers  with  multiple 
origin  points,  many  destination 
points,  multiple  products  and 
time-varying  freight  needs. 

To  counter  inevitable  market 
penetration  or  erosion  by  spe- 
cialized carriers  a  megacarrier 
must  be  able  to  respond  rapidly 
to  the  changing  needs  of  its  ship- 
pers. It  will  need  fully  developed 
operational  controls,  analysis  and 
planning  and,  above  all,  market- 
ing expertise.  Its  size  will  favor  its 
ability  to  develop  and  utilize  new 
technology 

The  megacarrier  will  want  to 
"lock  in"  each  shipper  by  adapt- 


ing to  that  shipper's  particular 
requirements  so  as  to  discourage 
the  shipper  from  experimenting 
with  services  offered  by  competi- 
tors. Strategies  may  include 
encouraging  the  shipper  to  ex- 
periment with  its  different  services 
offering  long-term  contracts,  in- 
stituting high-volume  discounts  or 
integrating  its  communications 
systems  into  the  shipper's  systems. 

Knowledge  of  an  individual 
shipper's  costs,  growth  rates  and 
facility  location  plans — and  how 
these  fit  into  a  carrier's  operating 
plans  and  costs — could  be  crucial 
in  the  long  run.  This  type  of  knowl- 
edge would  enable  the  mega- 
carrier to  become,  in  effect,  a  pari 
of  each  customer's  production 
and  sales  process,  and  to  respond 
immediately  to  any  change  in 
customer  needs 

Much  of  the  intercity  freight 
transportation  market  probably 
will  still  belong  to  specialized  car- 
riers. These  are  carriers  that  eithei 
transport  only  a  selected  number 
of  commodities,  serve  only  a  lim- 
ited geographic  region  or  carry 
only  certain-sized  shipments.  An 
excellent  example  of  the  value  of 


Specialized  Motor  Carriers  and  Services 


By  taking  different  types  of 
competitive  action,  some  spe- 
cialized motor  carriers  have 
escaped  the  recession  relatively 
unscathed. 

Schneider  Transport  of  Green 
Bay  Wisconsin,  has  expanded  its 
market  share  through  aggressive 
selling  and  obtaining  the  business 
of  manufacturers  who  no  longer 
maintain  private  fleets.  Bekins  Van 
Lines  has  entered  the  LTL  freight 
business  and  Overnite  Transpor- 
tation now  offers  transcontinental 
services.  Also,  transportation  bro- 
kers have  increased  from  about  a 
dozen  in  1972  to  over  4,000  today 

Leaseway  Transportation  has 
entered  the  LTL  motor  carrier 
business  with  the  formation  of 
Leaseway  Express.  Drawing  on  its 


experience  with  owner-operators 
in  the  truckload  business.  Lease- 
way  Express  has  developed  an 
LTL  service  in  major  traffic  lanes 
only  By  using  owner-operators  for 
over-the-road  transport  it  can 
price  its  services  competitively 
and  compete  head-to-head  with 
the  major  transcontinental  LTL 
motor  carriers. 

Consolidated  Freightways  (CF) 
has  established  CF  Forwarding,  a 
freight  forwarding  operation  that 
enables  it  to  offer  shippers  one- 
stop  access  to  all  modes  of  trans- 
portation. CF  also  has  formed  an 
air  freight  arm,  CF  Air  Freight, 
which  provides  services  in  com- 
petition with  Emery  Air  Freight 
and  other  large  air  freight 
carriers. 


o  market,  to  market 


Much  of  the  food  on  America's  tables  goes 
to  market  on  the  Santa  Fe  Railway.  During 
the  last  year  alone,  our  rail  transportation 
subsidiary  carried  more  than  36,000  trailer- 
loads  of  fresh  fruits  and  vegetables.  Stock- 
ing supermarkets  is  only  one  of  the  ways 
we're  helping  to  meet  vital  national  needs. 

In  four  basic  businesses— transportation, 
natural  resources,  forest  products,  and  real 
estate  and  construction— Santa  Fe  Industries 
plays  an  integral  part  in  Amenca's  eco- 
nomic life. 

To  find  out  more  about  what  we  are  doing, 
write  for  a  copy  of  our  1982  Annual  Report. 


Santa  Fe  Industries,  Inc. 
Department  333 
224  South  Michigan  Avenue 
Chicago,  IL  60604 


Transportation 


the  last  approach  is  UPS,  which 
has  grown  to  where  its  revenues 
are  approximately  tour  times 
those  of  the  largest  general  freight 
motor  carrier 

Most  specialized  carriers  will 
continue  to  be  truck  lines  or  air- 
lines, but  some  will  be  rail  carriers. 
The  Florida  East  Coast  Railway 
for  example,  should  survive  with- 
out joining  the  megacarrier 
networks. 

Many  of  the  success  elements 
that  apply  to  megacarriers  also 
apply  to  specialized  carriers. 
Sharpness  and  efficiency  in  meet- 
ing different  sets  of  customer 
requirements,  including  service 
and  price,  will  be  crucial  to  dis- 
couraging new  competitors, 
boosting  market  share,  reducing 
cost  and,  ultimately  increasing 


profits.  Working  with  a  multipur- 
pose carrier  or  megacarrier  may 
be  an  effective  way  to  accomplish 
some  of  these  objectives. 

Like  the  megacarrier,  the  spe- 
cialized carrier  will  seek  to  lock 
shippers  into  the  use  of  its  services 
with  long-term  contracts,  inte- 
grated communications,  shipper- 
financed  specialized  equipment 
and  other  appropriate  tactics. 

Most  importantly,  the  successful 
specialized  carrier  will  know  its 
customers  and  its  competition.  It 
will  expand  its  business  because  it 
offers  better  service  or  prices  than 
those  of  its  competitors,  both  spe- 
cialized and  megacarriers. 


In  Conclusion 


Deregulation's 
Backlash 

The  deregulation  of  transporta- 
tion is  not  without  its  opponents: 

•  Coal  companies  which  see  their 
margins  and  their  markets  for 
export  coal  seriously  eroded  by 
the  ICC  intention  to  exempt  export 
coal  rail  rates  from  regulation. 

•  Electric  utilities  and  their  coal 
supplierswhich  forecast  substan- 
tial increases  in  coal  transporta- 
tion costs  as  a  consequence  of 
the  ICC's  proposal  to  let  captive 
coal  shippers  gradually  pay 
what  rail  service  is  worthto  them 

•  The  Teamsters,  which  antici- 
pates losses  in  both  wages  and 
membership  as  the  trucking  in- 
dustry becomes  more  competi- 
tive internally  and  experiences 
more  severe  competition  from 
railroads  and  air  freight. 

•  Rail  shippers  on  little-used 
branch  lines,  which  face  an  end 
to  their  business  if  railroads  re- 
spond to  the  imperatives  of 
capital  markets  and  drop  un- 
profitable services. 

These  groups,  and  their  diverse 
constituencies,  are  lobbying  to  re- 
verse the  powerful  tide  of  eco- 
nomic deregulation  of  freight 
transportation.  Only  time  will  tell 
whether  they  stimulate  more  reg- 
ulation, further  deregulation  or 
little  additional  change. 


There  are  those  who 
believe  that  if  the 
United  States,  like 
  some  Western  na- 
tions, were  to  leave  its  freight 
transport  system  completely  un- 
regulated, the  railroads  would 
exact  monopoly  rates,  especially 
on  coal,  grain  and  a  few  other 
bulk  commodities.  Certainly  the 
potential  for  such  abuse  exists. 
Were  that  potential  to  become  a 
reality  it  could  cost  the  economy 
as  much  as  a  few  billion  dollars 
annually  and  would  probably  lead 
to  at  least  limited  re-regulation. 


On  the  other  hand,  unfettered 
competition  accompanied  by  the 
restructuring  and  productization 
of  freight  transportation  can  lead 
to  much  larger  annual  benefits  to 
the  economy  These  changes  al- 


ready have  wrung  a  lot  of  fat  out  of 
the  freight  transportation  industry; 
they  will  accomplish  more  in  the  de- 
cade ahead  The  principal  benefi- 
ciary will  be  the  consuming  public. 
The  net  gain  will  be  far  from  trivial. 


ABOUT  ARTHUR  D.  LITTLE,  INC. 

As  one  of  the  world's  leading  interna- 
tional research  and  management 
consulting  firms.  Arthur  D  Little,  Inc..  helps 
.ndustry.  institutions  and  governments 
manage  the  problems  and  opportunities 
area  ted  by  change.  It  is  a  talent-intensive 
com,,  ihy,  considered  unique  in  the  range 
.   ^presented  on  its  staff  and  in  its 
coordinate  the  particular  mix  of 
•  ■  .red  for  a  given  assignment. 


During  an  average  year.  Arthur  D.  Little's 
professional  staff  works  on  more  than  5,000 
assignments  in  some  65  countries.  The 
staff's  1.300  members  include  experts  in 
hundreds  of  different  disciplines  and  in- 
dustries, selected  for  their  ability  not  only 
to  solve  client  problems  quickly  but  to 
deal  with  complex  issues  involving  the 
interaction  of  technology  and  business 
management  with  broad  international  so- 
cial, political  and  economic  forces. 


jvstrak  Announces  Help  For  People 
With  Big  Shipping  Problems. 


»ur  Package  Express  Makes  Shipping 
Up  To  500  Pounds  Door-To-Door 
Nationwide  A  Lor  Easier  To  Handle. 

Amtrak  Package  Express  comes  through  just 
'hen  you  need  us  most. 

We  not  only  pick  up  your  shipment  of  up  to 
00  pounds  (up  to  75  lbs.  per  piece)  and  deliver 

door-to-door,  we've  also  expanded  our  service 
3  include  over  4,000  communities  nationwide. 

Our  trains  run  on  a  strict  schedule,  so  you'll 
now  when  your  shipment  arrives. 

You  can  rest  assured  that  bad  weather  won't 
top  Amtrak  from  getting  your  shipment  to  its 
ppointed  destination. 

And  while  other  carriers  charge  you  for  each 


package  separately,  Amtrak  only  charges  for  the 
total  weight  of  your  shipment.  An  improvement 
that's  worth  a  bundle  in  savings  to  you. 

So  the  next  time  a  job  seems  too  big  to  handle, 
call  1-800-368-8725.  Or  write  Amtrak  Package 
Express,  Dept.  J,  400  N.  Capitol  St.  NW,  Wash- 
ington, D.C.  20001. 

We'll  not  only 
take  your  shipment 
off  your  hands,  we'll 
also  take  the 
weight  off  your 
shoulders. 


As  I  See  It 


Shortages,  hoarding,  undisciplined  expan- 
sion, indulgent  bureaucrats — all  these 
help  to  retard  the  socialist  economies  abili- 
ty to  match  the  West. 

The  problem  with 
socialist  economies 

An  interview  with  Hungary's  Janos  Kornai 


By  Lawrence  Minard 


Why  don't  socialist  econo- 
mies work  very  well?  Will 
they  participate  in  the  indus- 
trial transformations  now  shaking  the 
West?  Or  will  they  remain  spectators 
at  the  West's  technological  feast? 

For  some  straight  answers  we  re- 
cently sought  out  Hungary's  great 
economist  Janos  Kornai  (pronounced 
yawn-osh  KORN-eye).  A  somber,  in- 
tense, candid  man  of  55,  fluent  in 
English  and  German,  Kornai  spoke 
his  mind  about  the  serious  dilemmas 


facing  the  socialists.  Kornai: 

"Technological  innovation  is  one  of 
the  most  crucial  problems  now  facing 
the  socialist  economies.  Maybe  it  is 
the  most  important.  My  feeling  is  we 
will  go  through  this  [technological 
transformation]  but  with  serious  lags 
and  very  significant  delays.  The  most 
important  reason  for  this,  in  my  eval- 
uation, is  that  the  socialist  economies 
are  shortage  economies.  I  find  an  ab- 
solutely strong  causal  relationship  be- 
tween shortage  and  slow  technologi- 
cal innovation." 
Kornai  is  a  celebrity  in  his  native 


Hungary,  where  he  has  played  a  cen- 
tral role  in  that  country's  economic 
reforms  (see  Forbes,  July  4).  Last 
spring  he  was  awarded  a  Hungarian 
state  prize  for  his  work.  The  Hungar- 
ian edition  of  his  recent  two-volume 
work,  The  Economics  of  Shortage  (Else- 
vier North  Holland,  $88.50),  sold  out 
8,500  copies  in  a  few  weeks,  the 
equivalent  in  per  capita  terms  of  a 
160,000-copy  U.S.  sale.  The  book  has 
since  changed  hands  at  three  times 
the  official  price  in  the  black  market. 

But  Kornai  is  only  slowly  winning 
the  recognition  he  deserves  in  the 
West.  He  is  a  leader  of  the  small  but 
increasingly  influential  band  of 
economists  who  are  bringing  a  new 
richness  and  sophistication  to  the 
profession.  "Kornai  is  an  absolutely 
outstanding  theoretician,"  says  Peter 
Albin,  the  City  University  of  New 
York  economics  professor  who  nomi- 
nated Kornai  for  a  Nobel  Prize  a  few 
years  back  for  his  critique  of  orthodox 
economic  theory. 

Albin  adds:  "Working  within  the 
orthodox  general  equilibrium  frame- 
work tends  to  put  blinders  on  econo- 
mists. They  assume  everything  in  the 
system  is  fundamentally  in  equilibri- 
um, and  they  often  can't  see  institu- 
tional conditions  that  are  critical — 
bureaucracy,  for  example,  is  outside 
the  orthodox  general  equilibrium  sys- 
tem. But  Kornai  makes  institutional 


Hungarian  economist  Janos  Kornai,  viewing  Buda  across  the  Dam/be  from  Pest 

"Why  should  Trabant  produce  a  modern  car  if  the  old  one  is  sold  out  a  whole  decade  in  advance?" 
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To  all  those  businessmen 
who  ike  to  gripe  about  Ma  Bell 
but  still  can't  cut  the  cord. 


Some  businessmen  seem  to 
:njoy  complaining  about  Ma  Bell.  But 
hey  can't  cut  the  cord  either.  It's  time 
businessmen  took  Ma  Bell  off  the 
100k.  And  called  us. 

We're  Executone?  the  nation's 
irgest  independent  designer  and 
jnarketer  of  business  telephone  sys- 
tems. We're  the  only  strictly-business 
I business  phone  company  that's  in  all 
10  states. 

We  install  little  systems  to  big 
j  |>nes.  And  we've  been  helping  com- 
s  panies  of  all  kinds  and  sizes  for  more 
pan  45  years. 

Today,  we  have  230  indepen- 
dent locations  where  you  can  get  an 
pbjective  appraisal  and  recommenda- 
pon  about  your  whole  phone  system. 

Let  Executone  show  you  how 
id  get  more  business  phone  for 
pur  money. 


Call  us  or  send  in  the  coupon 
right  now.  You  do  want  to  stop  com- 
plaining, don't  you??? 

800-645-1111 

Executone  inc. 

The  Nationwide  Business  Phone  Company  SM 

A  CONTIL  COMPANY 


■  Ok,  Executone.  Show  me  how  to 
I  save  money  and  own  a  better 

j  business  telephone  system. 

■  □  Please  send  descriptive 

brochure. 

□  Have  representative  phone  for 
appointment. 

Name  

|  Phone  #  

Firm  

No.  of  Phones  

Street  

City  State  Zip  

I  MAIL  TO:  Executone  inc. 

Two  Jericho  Plaza 
Jericho,  N.Y  1 1 753  F-83 

Executone®  Is  a  registered  trademark  ot  Executone  inc. 


As  I  See  It 


conditions  like  bureaucracy  and 
shortage  absolutely  strong,  integral 
elements  of  his  theory." 

Kornai  is  currently  widening  his 
Western  audience  as  a  visiting  lectur- 
er at  the  University  of  Munich  and 
will  widen  it  further  in  the  coming 
academic  year  as  a  resident  scholar  at 
Princeton's  Institute  for  Advanced 
Studies. 

Not  for  Kornai  is  orthodox  general 
equilibrium  theory — that  elegant  but 
unreal  Newtonian  world  in  which 
atomistic,  rational,  economic  man, 
left  on  his  own,  creates  an  optimally 
ordered  economic  universe. 
In  that  sense  Kornai  rejects 
Adam  Smith.  Equally  fantas- 
tic, he  believes,  is  the  Pan- 
glossian  world  of  socialist 
planners  who  claim  they  can 
allocate  resources  better 
than  an  impartial  market 
can.  In  that  sense  Kornai  is,  if 
not  rejecting  Karl  Marx,  at 
least  turning  his  back  on  the 
orthodox  socialist  vision. 
Theoreticians  of  both  camps, 
says  Kornai,  try  to  bend  eco- 
nomic reality  to  fit  their  the- 
ories: They  view  economic 
reality  as  they  think  it 
should  be,  not  as  it  really  is. 

Rather  than  ignore,  for  the 
sake  of  theoretical  elegance, 
such  unpleasant  but  undeni- 
able economic  imperfections 
as  bureaucracy  and  vested  in- 
terests, Kornai  builds  his 
models  around  the  imperfec- 
tions. The  world  is  not  per- 
fect, so  why  pretend  it  is? 
Like  physicians  tending  an 
ailing  patient,  economists 
should  approach  an  economy 
on  the  basis  that  it  is  funda- 
mentally sick,  not  well. 

"It  is  possible,"  said  Kornai  in 
Memphis  last  September,  when  he  ac- 
cepted the  coveted  Frank  E.  Seidman 
Distinguished  Award  in  Political 
Economy,  "that  the  real  decision  di- 
lemma facing  countries,  peoples,  par- 
ties, governments,  statesmen  and,  ul- 
timately, citizens,  is  'Which  kind  of 
[economic]  disease  do  you  choose  if 
perfect  health  is  unattainable?'  " 

So  Kornai  proposes  an  economics 
that  really  is  a  dismal  science.  Dis- 
mal, but  useful.  Here's  an  economist 
businessmen  can  appreciate. 

Why  doesn't  socialism  work  very 
well?  A  fundamental  reality  of  social- 
ist economies,  replies  Kornai,  looking 
out  over  the  Danube  from  high  up  in 
Budapest's  Forum  Hotel,  is  that  they 


are  characterized  by  shortage.  As  a 
result,  they  are  sellers'  markets  with 
scant  incentive  for  producers  to  inno- 
vate. Kornai  offers  the  example  of 
Eastern  Europe's  automobile  indus- 
try, which  he  and  two  colleagues  have 
recently  investigated.  Kornai: 

"Let's  take  a  car  like  the  Trabant, 
an  East  German  car  that  is  the  most 
common  in  Hungary  because  it  is  the 
cheapest.  Today  in  Hungary  there  is  a 
five-year  queue  for  Trabants.  In  East 
Germany  the  queue  is  eight  to  ten 
years.  In  Hungary  you  have  to  pay  half 
the  price  when  you  join  the  queue.  It 
is  forced  savings  in  effect. 

"Now  the  Trabant  is  a  car  of  the 
1950s.  Not  just  the  body  style,  the 


Kornai,  leaving  for  Munich 

"We  will  have  to  imitate  Western  innovation. 


whole  car  is  30  years  old.  Why  should 
the  Trabant  company  produce  a  mod- 
ern car  if  the  old  one  is  sold  out  for  a 
whole  decade  in  advance? 

"Now  compare  this  with  the  buy- 
ers' market  for  cars  you  have  in  the 
West — the  very  cruel  competition  be- 
tween Japanese,  German,  American, 
and  so  on,  cars  on  the  world  market. 
To  sell  in  this  buyers'  market,  you 
have  very  strong  incentives  to  devel- 
op new  technologies  in  fuel  savings 
and  pollution  controls — and  the  Tra- 
bant, by  the  way,  is  not  a  very  fuel-  or 
pollution-efficient  car." 

The  same  goes  for  the  socialist 
countries'  desperate  housing  short- 
age, "one  of  the  most  depressing  so- 
cial problems  that  arises  from  short- 


age," says  Kornai.  Even  in  relatively 
prosperous  Hungary,  the  wait  for  a 
subsidized,  state-built  apartment  is 
five  years.  "So  why  should  construc- 
tion firms  think  about  technological 
improvements  to  apartments — even 
simple  things  like  windows  and  doors 
that  close  properly  and  reduce  heat- 
loss — when  the  firm's  output  is  sold 
out  five  years  in  advance? 

"This  is  a  central  problem  of  social- 
ism: namely,  that  without  the  com- 
petitive pressure  of  a  buyers'  market, 
there  is  not  sufficient  motivation  for 
creative  product  innovation.  As  long 
as  we  don't  have  competitive  buyers' 
markets  to  force  producers  to  make 
creative  improvements,  we  will  have 
to  rely  on  imitating  Western 
innovation." 

Why  are  socialist  econo- 
mies plagued  by  shortage? 
Central  planning  is  supposed 
to  avoid  just  such  problems. 

Kornai  rejects  the  socialist 
planners'  apologetic  claim 
that  shortage  is  the  result  of 
human  error — that  bigger 
computers,  better  managers, 
harsher  worker  discipline 
will  solve  planning  prob- 
lems. "The  problem  is  not 
caused  by  independent  hu- 
man error,"  he  says.  "It  is 
systemic." 

Kornai  also  rejects  the 
orthodox  Western  econo- 
mists' claims  that  shortage  is 
the  result  of  excessive  con- 
sumer wages  chasing  inad- 
equately priced  goods.  "Con- 
sumer price  increases  will 
not  cure  shortage,"  Kornai 
says.  He  explains: 

"In  socialist  economies 
there  is  what  I  call  'invest- 
ment hunger'  and  'expansion 
drive.'  Everyone  in  a  socialist 
economy  wants  to  expand. 

  The  ministries  want  it.  Top 

leadership  wants  it.  Factory  managers 
want  it.  Expansion  is  the  main  eco- 
nomic drive  in  socialist  economies." 

But  surely  this  is  not  unique  to  so- 
cialism? Kornai  agrees: 

"Expansion  drive  is  common  to  all 
achievement-oriented  societies.  Gen- 
erals, companies,  universities,  bu- 
reaucracies— they  all  like  to  expand. 
But  in  a  strictly  private  capitalistic 
economy,  there  is  a  strong  counter- 
force  against  expansion  drive.  This 
force  is  what  I  call  the  hard  budget 
constraint.  If  a  capitalist  expands  and 
fails,  he  can  go  bankrupt.  He  doesn't 
expand  if  expansion  is  dangerous.  If 
no  one  will  bail  you  out  from  your 
mistakes,  if  you  must  rely  on  your 
own  income,  then  you  will  be  cau- 
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tious  in  your  undertakings.  It  is  a  mat- 
ter of  expectations." 

Kornai  recalls  an  early  film  by  the 
Polish  director  Andrzej  Wajda  to 
make  his  point:  "It  is  set  in  the  19th 
century.  New  textile  factories  are 
being  established  in  Poland,  and 
some  of  the  new  textile  capitalists  are 
former  aristocrats.  One  of  these  aris- 
tocrats gets  into  financial  trouble.  He 
goes  to  his  old  friends,  other  noble- 
men, looking  for  money.  They  refuse. 
He  cannot  pay  his  debts.  There  is  a 
very  traumatic  scene  where  he  kills 
himself  because  there  is  no  other  way 
out.  That  is  the  classical  hard  budget 
constraint." 

In  socialist  economies  the  budget 
constraints  are  soft:  The  fear  of  failing 
doesn't  exist.  The  State  acts  as  indul- 
gent father  to  its  undisciplined  bu- 
reaucrats and  managers.  Says  Kornai: 
"I'm  sure  that  most  American  mili- 
tary investments  are  based  on  the 
same  psychology.  You  ask  Congress 
for  $1  billion;  they  approve.  If  it  turns 
out  to  cost  $2  billion,  no  one  will  stop 
it  in  the  middle:  It  must  somehow  be 
finished.  So  the  first  thing  is  to  start. 
This  leads  you  to  this  expansionist 
behavior,  and  that  creates  insatiable 
producer  demand. 

"The  problem  with  the  modern  so- 
cialist state,"  Kornai  continues,  "is 
that  every  investment  is  a  comfort 
case  like  this.  The  manager  has  abso- 
lute safety.  He  is  sure  he  will  be  bailed 
out.  He  knows  the  state  will  act  as  a 
kind  father.  So  the  brake  on  expansion 
doesn't  operate.  He  says  to  himself: 
Why  not  ask  for  more  money?" 

In  such  an  environment  it  is  only 
logical  that  producers  will  compound 
the  shortage  problems  by  hoarding, 
which  begets  more  shortage  and  sell- 
ers' markets.  Kornai: 

"If  there  are  shortages,  supplies  are 
uncertain.  If  supplies  are  uncertain,  it 
is  only  rational  behavior  to  hoard  in- 
puts and  inventories.  If  you  are  hoard- 
ing, then  your  demand  will  be  ever 
increasing  because  you  don't  buy 
when  you  need  something,  you  buy 
when  you  can  get  it.  You  don't  fire 
workers  because  maybe  you  can't  find 
replacements  tomorrow.  This  is  the 
hoarding  mentality.  The  West  had  it 
during  wartime.  We  have  it  today.  It  is 
all  a  vicious  circle." 

Western  textbook  economics  offers 
a  simple  way  out:  Raise  prices.  Irrele- 
vant to  the  semimonetized  socialist 
economy,  says  Kornai: 

"Western  economists  trying  to  ex- 
plain the  shortage  phenomenon  al- 
ways focus  on  the  consumer  market, 
on  nominal  wages  and  consumer 
prices,  and  say  a  price  increase  will 
solve  shortage.  Price  increases  won't 


solve  it  because  they  do  not  reduce 
[the  firms']  demand  in  a  socialist 
economy." 

The  problem  is  that  soft  budget 
constraint:  Managers  who  feel  no  fear 
of  failing  will  simply  absorb  any  price 
increase  and  pass  the  cost  on  to  their 
customers.  Kornai: 

"Think  again  of  the  construction 
industry,  which  builds  both  produc- 
ers' factories  and  consumers'  apart- 
ments. There  is  a  great  shortage  of 
space.  So  suppose  you  raise  rents. 
Maybe  if  you  raise  them  by  five  times, 
I,  as  a  consumer,  would  move  out.  But 
the  company  with  a  soft  budget  con- 
straint can  easily  pay  five  times  more. 
He  won't  move  out.  On  the  contrary, 
if  the  consumer  moves  out,  the  com- 
pany will  eagerly  take  it  over.  A  Hun- 
garian citizen  cannot  afford  6,000  fo- 
rints  a  month  rent  [$150],  but  compa- 
nies with  soft  budget  constraints  can 
easily  pay  6,000  forints  out  of  pocket. 
This  is  why  I  say  a  company  that  is 
price-irresponsive  can  always  suck 
away  goods  released  by  an  increase  in 
consumer  prices." 

There  is  only  one  way  out  of  social- 
ism's vicious  circles:  Change  the  be- 
havior of  socialist  workers  and  man- 
agers. Harden  their  budget  con- 
straints. Instill  in  them  the  fear  of 
failure. 

"What  we  need,"  says  Kornai,  "is  to 
have  a  realistic  price  structure  where 
profit  really  means  something.  Then 
let  profitability  make  the  selection  of 
which  firms  should  survive.  If  a  firm 
is  not  profitable,  let  it  go  down." 

Kornai  anticipates  our  question:  "Is 
it  possible  to  have  bankruptcies  in  a 
socialist  economy?  This  is  very  diffi- 
cult. I  think  not,  as  long  as  you  have 
only  very  large  firms  with  one  firm 
monopolizing  almost  a  whole  indus- 
try. So  we  need  less  concentration. 

"I  think  bankruptcies  are  not  im- 
possible under  socialism.  But  it  leads 
to  very  deep  institutional  problems, 
to  the  paternalistic  relationship  be- 
tween the  State  and  the  State-owned 
firms.  This  relationship  must  be 
made  less  paternalistic.  Socialist 
firms  should  be  treated  as  grownups: 
Let  them  stand  on  their  own.  But  it  is 
all  a  matter  of  expectations  and  in- 
grained habits.  You  cannot  call  a  cabi- 
net meeting  on  Monday  and  say  we 
will  change  from  a  sellers'  market  to  a 
buyers'  market  on  Tuesday.  There  is  a 
given  situation." 

Food  for  thought.  Remember  Janos 
Kornai  the  next  time  a  politician 
wants  to  "rescue"  an  industry.  Re- 
member the  potential  consequences 
of  international  soft  budget  con- 
straints when  bankers  urge  bailing 
out  another  bankrupt  country.  ■ 
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mXXU.  COPIER  AND  FACSIMILE 
SNMSOI  Of  THE  1934  OLYMPICS 


A  Marathon 
with  many 
competitors 
but  no 
competition. 


Xerox  has  embarked  on  a  Marathon 
effort.  To  create  a  complete  line  of 
copiers  that  can  withstand  the  greates 
tests  of  endurance  and  stamina. 

Recently,  the  first  of  these  new 
copiers  emerged.  The  Xerox  1075  and 
1035  Marathons.  Now,  the  Xerox  1045 
joins  their  ranks,  ready  to  outrun 
every  one  of  its  competitors. 

Amongst  the  current  crowd  of 
compact  copiers,  the  Xerox  1045 
Marathon  stands  out  in  a  class  by  itsel 
It's  so  advanced  and  offers  so  many 
options  that  other  "comparable" 
copiers  simply  can't  compete  with  it. 

For  instance,  the  Xerox  1045 
Marathon  is  so  adaptable,  you  can  cu< 
torn  design  it  to  fit  your  needs,  choosi 
from  eight  possible  con-      «  mm 
figurations.  None  of  its  «^^|flH7E. 
competitors  offers  you  xerox 
such  a  choice.  ^4t\Tt  I 

And  with  options 
like  a  high-speed  docu-  *f  f\ 
ment  handler  and  a    Jjr  |IIlL|!1 
finisher  that  automatic-  jSathon 
ally  collates  and  staples  ■  m 

reports,  the  Xerox  1045  is  the  only  cor 
pact  copier  with  such  big  copier  featu  f 

But  what  makes  the  Xerox  1045  { 


XEROX 


Marathon  that  leaves  the  competition 
behind  is  how  it's  been  designed  to  run. 

Every  one  of  its  major  compo- 
nents has  passed  an  unprecedented 
array  of  stress  tests. 

And  with  the  help  of  sophisti- 
cated electronics,  no  other  compact 
copier  can  come  close  to  the  1045's 
ability  to  "think"  for  itself. 

In  fact,  the  Xerox  1045  is  so  intelli- 
gent, it  can  show  how  to  avoid  minor 


interruptions  and  help  you  through 
complex  copy  jobs. 

The  Xerox  1045  Marathon  copier. 
Built  to  shatter  the  record  for  endurance. 


For  more  information,  call  800-648-5888,  operator  650,  or  your  local  Xerox  office,  or  mail  in  this 

coupon:  Xerox  Corp.,  Box  24,  Rochester,  New  York  14692. 

□  Please  have  a  sales  representative  contact  me    □  Please 

send  me  more  information. 

NAME 

TITLE 

COMPANY 

ADDRESS 

CITY 

STATE  ZIP 

PHONE 

650 

152-8-1-83 

XEROX®,  Marathon,  1075, 1035  and  1045  are  trademarks  of  XEROX  CORPORATION. 


The  Up  &  Comers 


Health  care  and  communications-a  great 
combination.  But  for  American  Medical 
Buildings,  its  a  big  gamble. 


Will  it  fly? 


By  Jane  Sasseen 


Joe  Checota's  American  Medi- 
cal Buildings,  based  in  Milwau- 
kee, was  solidly  positioned  in 
the  health  care  industry  as  leading 
builder  of  outpatient  medical  facili- 
ties. But  in  1980,  as  construction 
spending  shrank  and  the  economy 
slipped  into  recession,  one  of  Ameri- 
can Medical's  big  contracts  was  can- 
celed, and  the  company  had  to  report 
a  loss  of  $96,000  on  revenues  of  $23 
million. 

Not  much,  but  humiliating  to  a 
company  that  was  in  a  great  industry 
and  had  been  earning 
close  to  20%  on  share- 
holders' equity.  It  was  a 
forceful  reminder  to  Che- 
cota,  the  company's 
founder  and  president, 
that  he  wasn't  quite  the 
master  of  his  fate.  "Our 
growth  was  dependent  on 
the  economy,  not  on  any- 
thing that  we  did,"  he 
says.  "We  had  $20  million 
in  cash  that  we  didn't 
need  for  operations,  so  we 
decided  to  put  that  money 
into  a  business  that  would 
make  us  a  $200  million 
company,  fast." 

In  Horace  Greeley's 
time  ambition  headed 
West.  Today  it  heads  for 
telecommunications.  But 
West  was  cheaper,  as  Che- 
cota  has  since  found  out. 
Checota  used  the  com- 
pany cash  to  start  The 
American  Network,  a 
closed-circuit  television 
hookup  for  the  nation's 


7,000  hospitals.  American  Medical  in- 
vested $10.5  million  in  a  satellite 
broadcast  channel  of  its  own,  and 
there  were  other  startup  costs.  Ameri- 
can Medical  is  no  longer  awash  in 
cash,  and  it  has  borrowed  heavily,  in- 
creasing its  debt  from  zero  in  1976  to 
$15.3  million  today.  That  means  that 
more  than  60%  of  its  capital  has  been 
borrowed.  And  American  Medical 
showed  a  1982  loss  of  $375,000,  de- 
spite having  construction  division 
earnings  of  $1.5  million. 

So  far  only  four  hospitals  have 
signed  up  for  Checota's  closed-circuit 
programming,  but  he  predicts  the 


Joe  Cbecota  of  American  Medical  Buildings 
Taking  a  gamble  to  master  his  fate. 


losses  will  end  this  year.  The  network 
began  programming  in  July.  "Hospi- 
tals are  inundated  with  information," 
Checota  says.  "They  spend  enormous 
amounts  of  time  and  money  keeping 
up  with  everything  from  new  surgical 
techniques  to  the  latest  in  federal  re- 
imbursement," Checota  says. 

The  American  Network  will  carry 
movies,  sports  and  news  for  patients, 
interspersed  with  brief  health  care 
programs.  For  medical  and  other  staff- 
ers, it  will  provide  training  films  and 
other  informational  programs.  The 
pitch  is  that  by  bringing  the  informa- 
tion to  the  hospitals,  it  will  help  them 
save  some  of  the  $100  million  a  year 
or  so  that  hospital  staffers  spend  on 
travel  and  education.  The  network 
will  also  program  teleconferences  on 
such  topics  as  cost  control  and  medi- 
cal recruitment. 

Checota,  now  selling  the  network 
hard,  needs  quick  signups  to  stem  his 
losses  and  get  a  jump  on  his  closest 
competitor.  That's  the  Hospital  Satel- 
lite Network,  based  in  Los  Angeles. 
Its  programming  is  to  begin  early  next 
year.  To  break  even,  The  American 
Network  needs  contracts  with  hospi- 
tals representing  around  80,000  beds. 
But  Checota  expects  to  reach  that  by 
September  and  has  told  analysts  that 
the  numbers  will  be  up  almost  four- 
fold, to  300,000  beds,  by  the  end  of  the 
year.  A  recent  deal  with  North  Ameri- 
can Philips  will  help.  NAP  has  in- 
stalled its  TV  sets  in  470 
hospitals,  with  a  total  of 
125,000  beds,  and  charges 
patients  for  their  use. 
NAP  will  defray  part  of 
the  cost  of  the  new  service 
for  its  hospital  customers 
in  the  hope  of  encouraging 
patients  to  use  the  sets 
more. 

That  cost  will  vary  with 
the  hospital's  size  and  the 
services  it  receives.  A  300- 
bed  hospital  may  typically 
pay  about  $30,000  a  year, 
a  figure  that  includes  the 
cost  of  receivers  and  other 
hardware.  Checota  argues 
most  hospitals  can  recoup 
their  cost  by  charging  pa- 
tients around  $3  a  day  for 
movies.  Thus  they  will 
get  the  rest  of  the  services 
virtually  free. 

Peter  Rapaport,  an  ana- 
lyst for  Prescott,  Ball  & 
Turben,  is  one  who  thinks 
Checota  will  probably 
succeed.  If  he  can  sign  up 
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Language  has  never  been  a  barrier  to  Daewoo. 

In  just  16  years,  we've  become  a  leading  multinational 
company  with  $3.35  billion  in  sales.  Because  from  the 
beginning,  we've  dedicated  ourselves  to  developing  the  talent, 
ideas  and  energy  of  our  people .  So  now,  when  a  company 
needs  the  help  of  experts,  we're  able  to  offer  them  what  they're 
looking  for. 

I'm  proud  to  be  Chairman  of  a  company  with  that  kind  of 
reputation.  If  the  contributions  we've  been  making  to  industry 
haven't  already  come  to  your  attention,  read  the  following 
pages.  They'll  tell  you  more  about  our  recent  ventures. 

You'll  see  how  Daewoo  people  have  earned  the  confidence 
of  a  wide  range  of  companies  around  the  world.  Because  whether 
you  speak  Korean,  English  or  any  other  language,  one  fact  is 
understood.  Good  people  make  good  partners. 


Woo-Choong  Kim 
Chairman 


Kim  I 


\ewoo  International  (America)  Corp.  (212)  909-8200 


DAEWOO 


BECAUSE  GOOD  PEOPLE  MAKE  GOOD  PARTNERS, 


The  Up  &  Comers 


hospitals  with  300,000  or  more  beds, 
Rapaport  says,  American  Medical  will 
earn  at  least  $2  a  share  in  1984,  in 
sharp  contrast  to  last  year's  1 1-cent-a- 
share  loss.  "Everything  is  in  their  fa- 
vor now,"  Rapaport  says.  "It  would 
take  a  colossal  screw-up  for  them  not 
to  sign  up  enough  beds  for  this  to 
work."  A  lot  of  investors  apparently 
agree.  From  about  $4  last  August,  the 
price  of  American  Medical  shares  has 
lumped  to  $24.50  recently. 

But  prospective  investors  should 
consider  a  second  opinion.  Most  hos- 
pitals view  The  American  Network 
contract  with  extreme  caution  be- 
cause of  costs  that  are  still  rising  and 
the  quick  pace  of  change  in  telecom- 
munications. Even  in  the  most  favor- 
able of  times,  hospitals  are  notorious- 
ly cautious  decision  makers.  "We're 
not  willing  to  dump  a  lot  of  money 
into  this  quickly,"  says  John  Fitzger- 
ald, vice  president  of  telecommunica- 
tions for  Hospital  Corp.  of  America 
(HCA),  a  365-hospital  chain.  "Next 
year,  costs  and  programming  will  be  a 
lot  clearer  than  they  are  today,  and  we 
have  nothing  to  lose  by  waiting." 

HCA  and  other  hospitals,  more- 
over, can  become  competitors.  HCA 
has  already  installed  satellite  dishes 
at  nine  of  its  hospitals  to  experiment 
with  its  own  video  teleconferencing. 
The  American  Hospital  Association 
broadcasts  free  and  paid  video  tele- 
conferences and  other  programming 
for  hospitals.  And  hospitals  in  a  score 
of  cities  are  creating  areawide  cable 
and  microwave  networks. 

One  of  the  local  networks  already 
broadcasting,  in  Cleveland,  charges 
hospitals  an  average  of  about  $12,000 
a  year  for  educational  programs  and 
teleconferences.  "Instead  of  offering 
their  programming  services  a  la  carte, 
American  Medical  is  making  every- 
one pay  for  a  full  meal. ".says  Richard 
Santich,  director  of  television  educa- 
tion for  the  Greater  Cleveland  Hospi- 
tal Association.  "I'm  not  sure  most 
hospitals  really  need  everything  they 
have  bundled  together."  Stay  tuned. 

Divide  sand  conquer 

In  the  best  of  all  possible  worlds, 
Arthur  H.  Stromberg  says,  he  never 
would  have  rid  himself  of  a  solidly 
profitable  business  merely  to  make 
his  URS  Corp.  so  simple  that  even  a 
securities  analyst  could  understand  it. 
URS,  after  all,  consistently  has  been 
one  of  the  fastest-growing  small  com- 
panies in  the  U.S.  and  a  member  of 
the  Forbes  list  of  Up  &  Comers.  But 


URS  Chairman  Arthur  II  Stromberg 
Spinning  off  a  winner. 


that's  what  he  did:  spin  off  from  URS 
its  computer  training  subsidiary,  Ad- 
vanced Systems,  Inc.,  by  giving  its 
shares  to  URS  shareholders.  And 
guess  what.  The  sum  of  the  parts  has 
become  greater  than  the  whole. 

The  spinoff,  last  February,  left  URS 
with  its  basic  engineering  consulting 
business.  The  company  specializes  in 
the  planning  and  design  of  transporta- 
tion, energy  and  health  care  projects. 
URS  shareholders  got  about  half  a 
share  of  Advanced  Systems  and  kept 
each  share  of  URS  they  already 
owned.  Before  the  spinoff,  a  share  of 
URS  traded  for  about  $11.  Since  then, 
the  price  has  risen  to  about  $17.  Ad- 
vanced Systems  sold  recently  for 
around  $30  a  share,  or  $15  a  half- 
share,  so  that  the  $11  URS  share  has 
become  worth  some  $32  in  URS  and 
Advanced  Systems  shares. 

Give  credit  to  the  crazy  market  in 
small-company  stocks  for  much  of 
the  gain,  but  credit  Stromberg's  spin- 
off, as  well. 

The  trouble  had  been  that,  despite 
URS'  impressive  earnings  perfor- 
mance, its  shares  had  sold  for  only 
about  8  times  earnings. 

"Erroneously,"  Stromberg  says,  "I 
used  to  figure  that  if  we  spent  our 
time  taking  care  of  our  business,  pro- 


ducing good  results,  the  people  who 
get  paid  to  find  good  businesses  would 
find  us,  and  then  everything  would  be 
wonderful." 

The  people  he  refers  to  are  securi- 
ties analysts.  In  fact,  URS  received 
many  calls  from  brokerage  houses, 
and  the  question  was  usually  the 
same:  "What  kind  of  analyst  should 
we  assign  to  cover  you?" 

"The  first  couple  of  times,"  Strom- 
berg recalls,  "I  said,  'Someone  with  an 
IQ  of  130  who  can  read  an  annual 
report.'  But  I  realized  analysts  are  like 
the  rest  of  us.  Give  them  something 
easy  to  understand,  and  they  will  go 
with  it.  We  had  made  it  tough  for 
them  .to  figure  us  out." 

Stromberg  professes  no  great  sur- 
prise that  his  two  companies  now 
have  attracted  more  investors.  "Ad- 
vanced Systems  is  growing  at  30% 
compound,  it  has  no  debt  and  it  has 
$14  million  in  the  bank,"  he  says. 
"How  many  other  growth  companies 
can  make  that  claim?  It's  simply  a 
great  little  company.  And  I  think  URS 
is  starting  to  get  some  recognition." 

URS  earnings  have  risen  steadily  of 
late,  and  government  spending  on  civ- 
il engineering  projects  to  rebuild  the 
nation's  infrastructure  has  enhanced 
the  company's  future.  Over  the  past 
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The  Up  &  Comers 

year  its  backlog  of  work  has  increased 
to  $40  million.  The  5-cent-a-gallon 
gasoline  tax  increase  that  went  into 
effect  Apr.  15  will  alone  produce  an 
additional  $5.5  billion  for  spending  on 
rebuilding  the  nation's  highways  and 
other  transportation  projects.  Projects 
like  these  are  one  of  URS'  consulting 


specialties. 

URS  has  32  offices  around  the  coun- 
try, where  employees  spend  a  great 
deal  of  time  with  state  and  local  au- 
thorities, learning  about  a  govern- 
ment's plans  for  future  construction 
and  offering  suggestions  that  they 
hope  will  lead  to  fees.  "People  talk 
about  the  infrastructure  in  general 
terms  and  say  it  is  a  multitrillion- 
dollar  market,"  Stromberg  says.  "But 


when  you  cut  through  all  the  big 
words  and  big  concepts,  most  of  the 
decisions  on  what  is  going  to  be  built 
or  fixed  are  made  on  the  local  level." 

Stromberg  would  have  preferred 
that  URS  hold  on  to  Advanced  Sys- 
tems. But  he  returns  to  his  theme:  It  is 
an  imperfect  world.  "In  a  perfect 
world,"  he  says  philosophically,  "I 
don't  even  know  if  we  would  be  pub- 
lic right  now." — Paul  B.  Brown 


Anderson,  Greenwood  &  Co., 
which  earned  $6.1  million  on  $61 
million  in  revenues  last  year,  is  a  lit- 
tle valve  company  dependent  on  ener- 
gy and  petrochemical  customers  for 
88%  of  its  sales.  Yet  this  year  the 
company  expects  earnings  to  decline 
by  only  15%  to  25%,  even  though  its 
most  important  markets — in  gas  pipe- 
lining, liquefied  natural  gas  and  elec- 
tric power  plants — remain  an  eco- 
nomic wasteland. 

The  secret  lies  largely  in  Ander- 
son's conservative  pricing  policy. 
When  most  oil  industry  suppliers 
were  raising  prices  with  abandon  dur- 
ing the  energy  boom,  Anderson  post- 
ed only  modest  increases,  because  it 
did  not  try  to  charge  what  the  market 
would  bear.  When  boom  turned  to 
bust,  the  competition  had  to  cut 
prices  sharply.  But  Anderson's  chief 
executive,  James  Elder  Jr.,  hasn't  dis- 
counted his  valves  at  all.  "We  thought 
carefully  about  how  to  price  them  in 
the  first  place,"  says  the  self-assured 


An  energy-business  standout 

Elder,  59.  "If  you  invite  competition 
by  raising  your  prices  when  the  mar- 
ket is  really  good,  people  see  opportu- 
nity for  growth  and  will  enter  your 
field."  Securities  analyst  Russell  Mil- 
ler of  Alex.  Brown  &  Sons  agrees. 
"Flat  prices  helped  it  retain  a  good 
position  in  many  valve  catalogs," 
Miller  says. 

Anderson's  product  line  is  about 
evenly  divided  between  safety-relief 
valves  and  valves  used  to  bleed  off 
pipeline  gas  into  instrument  clusters 
that  measure  pressure  and  flow  rates. 
Operating  temperatures  range  from 
near  absolute  zero  to  800  degrees 
Fahrenheit;  pressures,  up  to  10,000 
pounds  per  square  inch;  prices,  from 
$15  to  $100,000  a  valve. 

Anderson  knows  its  little  chunk  of 
the  $5  billion  worldwide  industrial 
valve  market  well.  But  it  took 
founders  Ben  Anderson  and  Marvin 
Greenwood  a  while  to  get  to  that  mar- 
ket. Boyhood  chums,  brothers-in-law 
and  fellow  ex-Boeing  engineers  from 


James  Elder  Jr.,  chairman  of  Anderson,  Greenwood  &  Co. 
Going  easy  in  the  boom,  sitting  pretty  in  the  bust. 


Houston,  they  founded  the  company 
in  1947  as  an  aircraft  manufacturer. 
They  managed  to  get  five  single-en- 
gine planes  off  the  ground  before  Ko- 
rean War  material  shortages  forced 
them  to  shut  down. 

But  the  war  also  brought  a  subcon- 
tract from  Boeing  for  safety-relief 
valves  for  oxygen  supply  tanks  on 
missiles.  Success  there  opened  mar- 
kets in  petrochemical  plants  and  oth- 
er high-pressure  systems. 

Anderson,  descendant  of  a  founder 
of  Houston's  Anderson,  Clayton  & 
Co.,  invested  $3  million  toward  ex- 
panding the  company,  while  his  part- 
ner, Marvin  Greenwood,  invested  his 
engineering  talent.  Greenwood  had 
pioneered  the  use  of  tighter-closing 
Teflon  seals  for  relief  valves,  as  well 
as  "pilot-controlled"  designs  in  which 
a  small  valve  triggers  a  much  larger 
one  to  let  off  steam.  But  the  partners' 
old  aviation  dream  lingered.  In  the 
early  1970s  Greenwood,  then  running 
the  company,  started  sinking  valve 
profits  into  designs  for  an  airplane  to 
be  built  by  a  company  in  Minnesota. 
The  venture  ended  disastrously  in 
1979  with  a  $5.6  million  pretax  write- 
down, Greenwood's  retirement  at  age 
65  and  Elder's  promotion.  Elder,  a  me- 
chanical engineer  by  training,  had 
been  with  the  company  for  33  years. 

By  1980,  when  Elder  took  over,  the 
company's  founders  had  drifted.  An- 
derson had  semiretired  in  1963  to  do 
civic  work,  and  Greenwood's  retire- 
ment found  him  in  his  garage  with 
blueprints  for  airplanes  that  fold  up 
onto  a  car  trailer.  Elder,  meanwhile, 
intends  to  make  the  company  only 
50%  energy-dependent  by  1985.  He 
has  the  cash  to  do  it:  The  company  is 
sitting  on  more  than  $10  million. 

Anderson,  Greenwood's  domi- 
nance in  its  markets  suggests  that 
the  company  eventually  will  manage 
to  resume  its  growth  of  20%  a  year 
in  sales,  even  without  breaking  into 
big  new  markets.  Ben  Anderson  and 
Marvin  Greenwood  never  did  realize 
their  aircraft  dreams,  but  they  cre- 
ated a  mighty  fine  company  all  the 
same. — Jessica  Greenbaum 
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When  the  petroleum  industry  takes  on 
the  Arctic,  Daewoo  breaks  the  ice. 

When  ARCO,  operator  of  the  eastern  half  of  Alaska's 
Prudhoc  Bay  field,  found  that  a  special  offshore  facility 
would  be  needed  to  increase  the  field  recovery,  it  was  cru- 
cial they  find  a  company  that  could  not  only  build  it  for 
them  — but  assure  delivery  by  August.  Any  later,  and  the 
Bering  Strait  would  become  impassable  for  another  year. 

That's  when  ARCO  asked  Daewoo  to  build  them  a 
first-of-a-kind  Seawater  Treating  Plant.  And  it  was 
ip?r"      *"^|  Daewoo's  S.  J.  Lee,  project  director,  who 
I.  JM|  1  made  sure  the  plant  was  completed  and  on 

■|flF     JjjM        S.J.  Lee  is  just  one  example  of  the  ex- 

■HMHIIv  ceptional  dedication  you'll  find  at  Daewoo, 
and  one  of  the  reasons  why  we're  becoming  a  favorite 
teammate  of  businesses  around  the  world. 
Because  no  matter  what  field  you're  in,  good  people  make 
good  partners. 

Daewoo  International  (America)  Corp.  (2|2)  909-8200 


BECAUSE  GOOD  PEOPLE  MAKE  GOOD  PARTNERS. 

It  walks  and  talks  like  a  corporation,  but  it  pays  no  corporate 
taxes.  Unless  the  IRS  can  figure  out  hoiD  to  stop  it. 


Disincorporating 
America 


By  Toni  Mack 


A geneticist  couldn't  have  engi- 
neered a  better  hybrid.  It  can  do 
\  almost  anything  a  corporation 
can  do,  but  it  isn't  a  corporation — not 
according  to  the  Internal  Revenue 
Service.  It's  a  toaster  limited  partner- 
ship, as  Dean  Witter  Reynolds  dubs  it, 
with  all  those  savory  tax  shelter  de- 
ductions and  no  corporate  income 
tax.  Chortles  one  master-partnership 
executive:  "We've  found  a 
way  to  disincorporate 
America." 

Master  partnerships — 
so  called  because  they  are 
widely  held  and  publicly 
traded — are  a  new  paper 
shuffle  meant  to  keep  Un- 
cle Sam's  hand  out  of  cor- 
porate pockets.  The  idea 
is  catching  on.  Apache  Pe- 
troleum Co.  was  the  first, 
2Vi  years  ago,  and  for  a 
while  the  game  was  con- 
fined to  the  oil  patch. 
Now  others  want  to  play, 
too.  Masonite  Corp.  spun 
off  its  timberlands  and 
sawmills  as  a  partnership 
last  August;  Newhall 
Land  &  Farming,  follow- 
ing Dillingham  Corp.'s 
1981  lead,  spun  off  its 
commercial  real  estate 
last  March.  Investment 
bankers  are  even  talking 
about  recreating  manufac- 
turing and  industrial  com- 
panies as  partnerships. 

Just  one  problem:  The 
more  the  trend  grows,  the 
more  incentive  the  IRS 
has  to  stop  it.  After  all,  the 
whole  point  is  to  elimi- 
nate corporate  taxes. 
"That's  the  sensitive  is- 


sue," admits  an  investment  banker. 
"There  is  no  way  General  Motors 
could  do  this.  It  would  be  too  visible, 
and  the  Treasury  would  lose  too 
much  revenue."  The  Internal  Rev- 
enue Service  has  already  quit  issuing 
letter  rulings  for  one  type  of  master 
partnership  while  it  studies  possible 
revenue  loss. 

Meanwhile,  euphoria  reigns.  "This 
idea  is  so  damn  good,  it's  hard  to  be- 
lieve," says  Bromley  DeMeritt,  vice 


president  of  McRae  Consolidated  Oil 
&  Gas  in  Houston.  McRae  plans  to 
liquidate  its  oil  and  gas  properties  into 
one  partnership,  its  Louisiana  gas 
pipeline  into  another.  "The  moment 
we  sent  off  our  proxy,  we  got  calls 
from  all  the  New  York  law  firms," 
says  DeMeritt.  "There's  going  to  be  a 
lot  more  of  this." 

The  master  partnership  originally 
created  by  Apache  Corp.  Chairman 
Raymond  Plank  was  a  cross  between 
two  oil-patch  maneuvers, 
the  rollup  and  the  royalty 
trust.  In  a  rollup,  limited 
partnership  interests  are 
exchanged  for  publicly 
traded  stock;  in  a  royalty 
trust,  shareholders  are 
assigned  direct  ownership 
of  oil  and  gas  royalties. 
Plank  wanted  to  find  a 
way  to  give  Apache 
Corp.'s  limited  partners 
liquidity  but  didn't  like 
the  double  taxation — on 
both  corporate  and  divi- 
dend income — that  came 
with  a  rollup  into  a  public 
corporation.  The  royalty 
trust  avoided  taxes  but 
was  restricted  to  passive 
investments  and  a  full 
payout  of  income.  Plank's 
brainstorm:  a  rollup  into  a 
publicly  traded  limited 
partnership. 

The  result,  Apache  Pe- 
troleum Co.,  is  a  corpora- 
tion in  almost  everything 
but  name.  It  reinvests 
about  50%  of  its  income, 
issues  equity  called  "de- 
positary units"  (which  are 
exactly  like  shares  of 
stock,  except  for  tax  pur- 
poses). The  partnership 
pays    annual  dividends, 
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tfhen  P&H  needs  cranes,  Daewoo  gears  up. 

When  P&H — Harnischfeger  International — needed  a 
:>mpany  that  could  build  them  36  state-of-the-art  mobile 
anes,  Daewoo  got  the  job.  There  were  other  companies  that 
>uld  have  handled  the  contract,  but  P&H  wanted  the  people 
'aewoo. 

People  like  J. P.  Kim,  head  foreman  for  the  P&H  project. 
In  3  years  of  building  cranes,  not  one 
has  come  back  for  repair.  Why? 
Kim  not  only  conducts  a  rigorous 
sequence  of  inspections  during 
construction,  he  sacrifices  time 
monitor  crane  performance  on  location, 
s  on  top  of  his  56-hour  workweek. 
At  Daewoo,  remarkable  commitment 
s  our  people  our  greatest  resource, 
we're  meeting  the  needs  of  a  wide 
;e  of  businesses  around  the 
odd—  because  good  people  make 
jod  partners. 

aewoo  International 
America)  Corp.  (212)  909-8200 


called  "distributions,"  on  these  units. 
It  borrows  money,  makes  acquisitions 
and  otherwise  behaves  like  any  nor- 
mal business.  The  only  thing  it 
doesn't  do  is  pay  corporate  income 
taxes.  Last  year  Apache  Petroleum 
paid  $402  million  for  Dow  Chemi- 
cal's oil  properties,  and  now  it  is  issu- 
ing $43  million  worth  of  units  with 
warrants  to  help  pay  off  the  debt.  The 
units  trade  on  the  New  York  Stock 
Exchange. 

Apache  Petroleum  and  its  oil  busi- 
ness clones  (there  have  been  five  so 
far)  are  a  hit  with  investors.  Here's 
why:  A  unit  of  Apache  bought  on  the 
Big  Board  for  $23  in  January  1982 
yielded  $2  cash  for  the  year,  or  about 
9%;  and  until  cumulative  distribu- 
tions and  losses  exceed  what  the  in- 
vestor paid  for  the  unit,  the  distribu- 
tions are  tax-free.  That's  not  all:  For 
tax  purposes,  Apache  reported  losses 
that  amounted  to  $1.85  per  unit;  this 
"loss"  the  investor  could  take  as  an 
offset  to  regular  income  on  his  tax 
return.  For  high-bracket  investors 
that  tax  offset  is  good  for  another  $1 
per  unit,  bringing  the  total  aftertax 
return  on  investment  to  13%.  A  hitch 
is  that,  on  sale  of  the  unit,  the  IRS 


By  Toni  Mack 

When  John  V.  (Jack)  James 
ends  his  13 -year  tenure  as 
Dresser  Industries  chief  ex- 
ecutive this  month,  what  will  his  suc- 
cessor inherit?  A  tidy  balance  sheet 
with  long-term  debt  at  only  21%  of 
capitalization.  But  the  new  chief  ex- 
ecutive— likely  to  be  John  J.  Murphy, 
a  31 -year  Dresser  veteran  whom 
James  named  president  a  year  ago — 
will  also  inherit  a  hodgepodge  of  prod- 
uct lines,  some  top-notch,  some  me- 


may  exact  capital  gains  taxes  and  re- 
capture some  deductions,  but  that 
seems  a  relatively  small  hitch."  All 
these  advantages  get  reflected  in  the 
market  price.  Dean  Witter  Reynolds 
finds  that  oil  and  gas  partnerships 
tend  to  trade  at  or  above  their  asset 
value,  which  is  uncommon  for  explo- 
ration companies.  May  Energy  Part- 
ners, for  example,  trades  at  20% 
above  its  estimated  asset  value.  May 
Petroleum,  the  corporation  that 
spawned  May  Energy,  trades  at  a 
steep  discount. 

New  varieties  of  partnerships  blos- 
som. There  are  liquidations:  McCor- 
mick  Oil  &  Gas,  which  was  formed  in 
1980  as  a  rollup  into  a  public  corpora- 
tion, now  plans  to  dissolve  itself  back 
into  a  partnership.  There  are  spinoffs: 
Masonite's  trees  and  Newhall's  office 
buildings  were  spun  off  to  sharehold- 
ers. Transco  Energy  Co.,  which  is 
turning  its  $1.2  billion  (assets)  explo- 
ration subsidiary  into  a  partnership, 
has  a  new  twist.  It  will  sell  10%  to  the 
public  and  keep  the  other  90%  under 
corporate  ownership. 

It's  a  heady  thing,  say  the  invest- 
ment bankers:  There's  no  reason  all 
kinds  of  companies  can't  disincorpor- 


diocre,  some  less  than  mediocre. 
Dresser  can  be  summed  up  as  a  good 
oil  service  company  with  some  ques- 
tionable diversification. 

For  most  of  James'  years  at  the 
helm,  the  oil  business  was  booming 
and  James  was  able  to  show  sparkling 
returns:  17%  or  better  on  equity  al- 
most every  year.  But  what  the  oil 
boom  gave,  the  oil  glut  takes  away. 
What  Murphy  will  be  taking  over  is  a 
company  that  sank  into  the  red  in  the 
first  half  of  1983  in  spite  of  some 
handy  tax  credits.  Dresser  will  be 


ate  into  partnerships,  as  long  as  some- 
one is  willing  to  take  liability  as  gen- 
eral partner.  Shearson/ American  Ex- 
press is  general  partner  for  McRae, 
which  is  a  guinea  pig  for  Shearson. 
(The  guinea  pig  may  die  an  untimely 
death;  the  founder's  ex-wife,  who 
owns  17.4%  of  the  stock,  balked  at 
the  last  minute,  and  the  issue  is  still 
in  doubt.) 

Shearson  Vice  President  Robert 
Minicucci  is  combing  through  manu- 
facturing and  industrial  outfits,  as 
well  as  natural  resource  companies, 
for  likely  candidates.  His  criteria: 
good,  predictable  cash  flow;  a  low  lev- 
el of  deferred  taxes  and  investment 
credits,  which  may  suffer  recapture 
on  conversion;  and  little  need  for 
growth  capital.  "It  can  be  just  about 
anything  that's  eligible  for  a  leveraged 
buyout,"  concludes  Minicucci. 

Most  economists  think  the  corpo- 
rate income  tax  is  a  monstrosity  that 
should  be  abolished.  It  leads  to  double 
taxation  for  shareholders  and  soaks 
up  money  that  would  otherwise  go  to 
capital  investment.  This  may  amount 
to  the  same  thing  as  abolishing  the 
tax,  but  it's  a  cumbersome  and  painful 
way  to  do  it.  ■ 


lucky  to  earn  50  cents  a  share  for  the 
full  year.  Everybody  in  oil  services  has 
been  hard  hit,  but  Dresser's  recession- 
sensitive  product  lines  have  only  ag- 
gravated the  problem. 

Diversification  made  sense  for 
Dresser  when  it  started  in  the  early 
Sixties.  At  the  time  its  traditional 
oilfield  market  was  tumbling  down 
a  17-year  decline.  James  and  his  pre- 
decessor, John  Lawrence,  presided 
over  a  raft  of  acquisitions  that 
brought  to  Dresser  products  ranging 
from  refractories  to  industrial  abra- 
sives, from  earthmovers  to  mechan- 
ics' hand  tools. 

Jack  James,  a  finance  man  with  a 
B.S.  in  economics  from  the  University 
of  Pennsylvania,  applied  to  Dresser's 
acquisitions  tight  financial  controls 
and  lofty  targets.  It's  useful  to  be  able 
to  gather  monthly  profit  figures  a  few 
days  after  the  end  of  the  month.  But 
good  business  sense  also  means  tak- 
ing cues — sometimes  inspired  ones — 
from  what  the  numbers  say.  And  tak- 
ing them  promptly. 

While  gathering  the  numbers, 
James  did  not  always  seem  to  listen  to 
what  they  said.  Consider  Harbison- 
Walker  Refractories.  Dresser  paid 
$150  million — a  40%  premium  to 
market  value — for  Harbison-Walker 
in  1967.  Primarily  because  the  steel 
industry  buys  60%  of  its  output,  its 
operating  profit   margin   has  been 


When  Jack  James  steps  down  as  Dresser 
Industries  chief,  he  will  leave  a  solid finan- 
cial foundation — and  a  diversification 
program  in  need  of  remodeling. 

The  house  that 
Jack  built 
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When  the  Sudan  needs  tires,  Daewoo  gets  rolling. 

When  the  Republic  of  the  Sudan  set  out  to  turn  a  useless 
desert  into  a  productive  tire  factory,  Daewoo  did  more  than 
design  the  plant.  They  financed  it,  constructed 
it,  equipped  it  and  trained  Sudanese  to  run  it — 
a  turnkey  operation.  All  with  Daewoo  resources. 

Thanks  to  Project  Manager  C  M.  Hong, 
5  Daewoo  divisions,  250  Daewoo  workers  living 
on-site  and  a  large  Sudanese  workforce  were  coordinated  so 
efficiently,  the  SudaVs  first  tire  plant  was  not  only  completed, 
but  operating  —  in  less  than  2  years. 

All  over  the  world,  the  search  tor  good  partners  is  leading 
business  to  Daewoo.  Because  people  like  CM.  Hong  see  to  it 
that  when  a  project  gels  done,  it  gets  done  right. 

Daewoo  International  (America)  Corp.  (212)  909-8200 


John  V  (Jack)  James,  chairman  of  Dresser  Industries 

Financial  controls  are  useful — if  you  listen  to  what  the  numbers  say. 


melting  away  for  the  last  eight  years. 
James  waited  until  three  months  ago 
before  concluding  that  the  refractor- 
ies business  was  due  for  revamping. 
Two  of  its  18  plants  will  close,  and 
eventually  20%  to  30%  of  its  total 
capacity  will  go.  But  why  didn't  James 
bite  this  particular  bullet  when  things 
were  going  well  elsewhere  in  the 
Dresser  empire? 

Then  there's  construction  and  min- 
ing equipment,  which  James  plunged 
into  with  a  $141  million  acquisition 
in  1974.  Its  profitability  has  dwindled 
since  1976,  turning  into  losses  in 
1981.  Far  from  cutting  his  losses,  an 
undiscouraged  James  paid  about  $85 
million  in  cash  last  November  for  In- 
ternational Harvester's  moneylosing 
construction  equipment  business.  It 
was  a  rock-bottom  price,  around  25% 
of  book  value.  Even  so,  this  may  not 
have  been  the  bargain  it  seems.  Con- 
sidering the  scarcity  of  other  cash 
bids,  it's  possible  Dresser  paid  more 
than  it  was  worth. 

James,  a  gruff  man  with  white  hair 
and  a  domineering  presence,  defends 


the  IH  acquisition.  He  believes  Dress- 
er will  benefit  in  two  ways:  by  getting 
additional  products  to  sell  to  Dress- 
er's mining  customers  and  through  an 
acquired  dealer  network,  70%  of 
which  already  carries  Dresser  con- 
struction equipment.  Fair  enough,  but 
construction  equipment  is  a  rough 
business.  Dresser  faces  the  likes  of 
Caterpillar,  John  Deere,  Tenneco's  J.I. 
Case  and  Komatsu  in  a  market  where 
recovery  will  be  slow.  Is  this  the  stuff 
of  top-notch  performance? 

Dresser,  fortunately,  does  have 
some  top-notch  performers.  Its  oil- 
field supply  operations,  which  in- 
clude products  like  Magcobar  drilling 
fluids  and  Security  drill  bits,  have 
maintained  a  reputation  for  high  qual- 
ity and  low  cost.  Here  James  gets  high 
marks.  He  didn't  let  the  oil  boom  go 
to  his  head.  He  expanded,  but  he  sub- 
contracted work  as  well — 55%  of 
Dresser's  rig-building  sales  in  1981, 
for  example.  In  drill  bits,  Dresser  con- 
sidered building  capacity  to  make 
tungsten  carbide  inserts,  but  conclud- 
ed buying  would  be  wiser.  That  Dress- 


er's oil  services  arc  now  in  the  red  has 
more  to  do  with  price  cutting  for 
much  of  the  product  line  than  with 
any  deficiency  of  performance. 

Dresser's  energy  processing  and 
conversion  division  also  sports  some 
winners.  Its  Clark  compressors  tend 
to  be  market  leaders,  especially  in 
high-pressure  applications — markets 
where  customization,  performance 
and  technology  win  the  day.  Yet  a 
former  Dresser  executive  suggests 
that  the  processing  group  succeeds  by 
flouting  James'  financial  controls: 
"When  they  decided  to  take  a  risk, 
they  didn't  necessarily  announce  it  to 
the  corporate  office,  and  they  didn't 
start  the  clock  on  return  on  invest- 
ment until  they  knew  the  project  was 
viable."  Indeed,  energy  processing  and 
conversion  is  the  only  one  of  Dress- 
er's five  divisions  to  be  profitable 
right  now. 

While  Dresser  was  expanding  over 
the  lot,  it  neglected  a  fine  opportunity 
in  its  own  backyard.  Dresser's  num- 
bers should  have  told  James  that  At- 
las, its  well-logging  subsidiary,  was  a 
good  bet.  Well-logging — making 
downhole  tests  for  indications  of  oil 
and  gas — is  a  $4  billion-a-year  market 
where  leader  Schlumberger  keeps  its 
operating  margins  around  50%  and 
only  in  the  last  few  months  has 
deigned  to  cut  prices.  Customers,  un- 
derstandably, are  happy  to  shunt  or- 
ders to  Schlumberger's  competitors. 
Dresser  has  owned  Atlas  since  1955 
but  didn't  begin  a  full-throttle  expan- 
sion until  two  years  before  the  mar- 
ket's downturn.  To  James'  credit,  he 
has  continued  expanding  Atlas  in  the 
face  of  the  downturn. 

Financial  Vice  President  Edward  R. 
Luter  denies  that  Dresser's  diversifi- 
cation is  problematic.  He  defends  the 
company's  acquisition  record,  saying 
that  management  is  constantly  exam- 
ining and  pruning,  and  points  out  that 
Dresser  has  sold  an  estimated  $100 
million  worth  of  assets  over  the  last 
ten  years.  "In  the  coming  years,"  he 
says,  "we'll  continue  to  prune  off 
things  we  don't  think  will  meet  our 
goals." 

It's  not  clear  what  plans  Murphy,  an 
engineer  who  got  an  M.B.A.  from 
Southern  Methodist  University  two 
years  ago,  and  James,  who  remains 
chairman,  have  for  Dresser  now.  Both 
decline  to  be  interviewed  until  Octo- 
ber, when  they  expect  to  be  able  to 
report  "better  news,"  according  to  a 
spokesman.  That  sounds  as  if  the 
company  expects  business  to  pick  up 
by  then,  and  the  economy  seems 
about  to  accommodate  it.  But  an  im- 
proving economy  by  itself  won't  solve 
all  of  Dresser's  problems.  ■ 
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What  makes  your  employees  exceptional 
is  what  makes  our  employees  exceptional. 


They  begin  with  the  best  education. 

Take  Chung-Hyun  Nam,  Vice  President  of  Daewoo 
Engineering.  He  has  a  Ph.D.  in  Civil  Engineering  from 
the  University  of  Wisconsin. 

And  Young-Kook  Kang,  Managing  Director  of 
Daewoo  Heavy  Industries.  He  has  a  Ph.D.  in  Electrical 
Engineering  from  Columbia  University. 

And  Keh-Sik  Min,  Managing  Director  of  Daewoo 
Shipbuilding,  earned  a  Ph.D.  in  Naval  Architecture  and 
Marine  Engineering  at  MIT. 

The  list  continues.  It's  one  reason  Daewoo  continues 
to  grow.  There  are  70,000  good  people  at  Daewoo.  Get  to 
know  a  few,  and  you  could  discover  what  a  lot  of  American 
companies  have  already. 

Daewoo  International  (America)  Corp.  (212)  909-8200 


BECAUSE  GOOD  PEOPLE  MAKE  GOOD  PARTNERS. 


Once  upon  a  time,  every  city  wanted  an  automobile  show.  But 
move  over,  General  Motors.  Here  come-  the  computer  shows. 


Meet  me  in 
Anaheim 


Software  retailers 


And  old-fashioned  show  biz 


All  get  together  at  Northeast  Exposition's  PC83  in  San  Francisco 


By  Kathleen  K.  Wiegner 

In  1979,  flying  home  to  Boston 
from  Chicago,  Sheldon  Adelson 
noticed  something.  The  comput- 
er magazine  he  was  reading  carried 
articles  aimed  at  independent  com- 
puter dealers.  What  the  world  needs 
and  doesn't  yet  have,  thought  Adel- 
son, was  a  computer  show  for  those 
dealers.  A  former  salesman,  venture 
capitalist  and  real  estate  developer, 
Adelson  knew  full  well  that  you  have 
to  move  fast  with  ideas  like  that. 
Only  two  months  after  that  ride, 
Adelson  had  announced  the  first 
Comdex  (for  Computer  Dealer  Expo- 
sition) show.  Thus  are  entrepreneur- 
ial fortunes  made.  This  year  Shelly 
Adelson,  50,  expects  to  gross  around 
$100  million  from  his  organization, 
The  Interface  Group,  Inc.  Interface 
runs  fall  and  spring  versions  of  Com- 
dex, regional  computer  shows  and  a 
special  show  for  those  who  sell  direct- 
ly to  the  federal  government. 

Adelson  has  plenty  of  company;  if 
there  is  a  business  more  vibrant  than 
the  computer  business  these  days,  it 
could  well  be  the  computer  show 
business  and  the  promoters  thereof. 

There's  San  Francisco's  Jim  Warren, 
47,  a  former  high  school  math  teacher 
who  'grew  interested  in  computers 
and  programming  in  the  late  1960s. 
While  editing  one  of  the  early  com- 
puter magazines,  Dr.  Dobbs Journal  of 
Computer  Calisthenics  and  Orthodontia, 
he  began  hearing  about  computer  fes- 
tivals popping  up  around  the  country. 
"Thirty-five  hundred  people  met  in 
Atlanta  in  the  summer  of  1976,"  ex- 
claims Warren.  "But  there  was  noth- 
ing going  on  here  on  the  West  Coast." 

So  in  1977  Warren  put  on  his  first 
West  Coast  Computer  Faire — bank- 
rolled with  $600,  the  deposit  on  the 
San  Francisco  Convention  Center.  At 
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$8  a  head,  12,800  people  turned  up, 
and  Warren  was  in  the  black.  This 
year's  Faire  (Warren  adds  the  "e"  to 
conjure  images  of  the  earthy,  commu- 
nal excitement  of  Renaissance  Faires) 
grossed  an  estimated  $1.5  million. 
Warren,  who  used  to  roller-skate 
around  the  exposition  halls,  recently 
sold  out  to  Prentice-Hall  for  a  sum  in 
the  multiples  of  millions 

Or  take  Gerald  Milden.  Milden  was 
producing  boat  shows  when  he  saw 
the  computer  crowd's  pulling  power. 
In  1979  he  put  on  a  personal  and  busi- 
ness computer  show  in  Boston  and 
never  looked  back.  Today  Milden's 
Boston-based  Northeast  Expositions 
produces  five  regional  computer 
shows,  shows  directed  solely  at  Apple 
users  called  Applefest,  and  an  IBM  PC 
show.  Next  February  Milden  will 
lease  the  Superdome  in  New  Orleans, 
where  he  has  already  sold  space  to 
more  than  1,000  computer  software 
companies  at  $16  a  square  foot. 

The  trade  show  is  probably  as  old  as 
trade  itself.  Just  as  the  Leipzig  fair 
once  served  in  Renaissance  times  as  a 
distribution  center  for  a  then-innova- 
tive product — books — so  today's  com- 
puter trade  shows  function  as  special- 
ized markets  where  buyers,  sellers 
and  gawkers  come  together  to  offer 
goods  and  services  or  to  be  enter- 
tained. Unlike  the  great  auto  shows  of 
the  past,  bikini-clad  models  do  not 
drape  themselves  over  the  latest  hot 
hardware.  Instead,  crowds  crane  their 
necks  for  a  peek  at  Apple's  Lisa.  The 
flashing  color  graphics  and  whirring 
disk  drives  offer  the  same  entertain- 
ment value  as  a  George  Lucas  flick. 

The  National  Hardware  Show  is 
still  the  largest  annual  U.S.  trade 
show  in  terms  of  paid  exhibition 
space  ($5.7  million  last  year)  accord- 
ing to  Tradeshoiv  Week  But  Adelson's 
four-year-old  fall  Comdex  show  has 
leapt  up  Tradeshow  Week's  charts  to 
the  number  20  spot,  with  several  oth- 
er computerfests  right  behind. 

There  are  regional  computer  shows, 
peripheral  shows  for  the  disk  drive 
and  printer  crowd,  office  automation 
shows,  even  whole  shows  devoted  to 
such  arcane  products  as  computer  op- 
erating systems  (software  that  con- 
trols the  overall  operations  of  a  com- 
puter). A  show  focused  on  Digital  Re- 
search's popular  CP/M  operating 
system  drew  50,000  devotees  to  San 
Francisco  this  year  for  three  days  of 
conferences  and  displays. 

Trade  shows  traditionally  have 
been  the  province  of  not-for-profit 
trade  associations.  But  as  befits  the 
entrepreneurial  nature  of  the  comput- 
er business,  computer  shows  are  in- 
creasingly run  by  profit-oriented  inde- 


pendents like  Adelson  and  Warren. 

Now  bigger  fish  are  moving  in.  Pub- 
lishers, in  particular,  see  computer 
shows  as  logical  extensions  of  their 
business,  particularly  if  they  publish 
magazines  for  the  computer  trade. 

"A  trade  show  is  a  magazine  in  the 
flesh,"  explains  Adelson,  who  once 
owned  a  trade  magazine  himself.  He 
proceeds  to  embellish  the  analogy. 
"The  editorial  is  the  conference  held 
in  conjunction  with  the  show,  the 
readers  are  the  attendees  and  the  ad- 
vertisers are  the  vendors  on  the  floor." 
Boston-based,  privately  held  Connors 
Publishing  runs  close  to  100  different 
trade  shows  worldwide.  Of  these, 
three  are  targeted  for  computer  buyers 
who  are  readers  of  Connors'  Mini-Mi- 
cro Systems  magazine.  CW  Communi- 
cations, publishers  of  Computer  World, 


also  has  a  series  of  shows,  including 
one  on  office  automation. 

Counting  revenues  just  from  selling 
exhibition  space  and  admissions, 
Forbes  estimates  that  U.S.  computer 
shows  could  rake  in  some  $500  mil- 
lion next  year.  New  shows  spring  up 
almost  as  quickly  as  new  computers. 
Jim  Warren,  whose  IBM  PC  show 
weighs  in  this  fall,  expects  around 
30,000  people,  each  paying  $10  for  the 
delight  of  viewing  all  the  software  and 
other  gear — everything  from  memory 
boards  to  modems — made  to  work 
with  IBM's  hit  product. 

The  business  of  putting  on  these 
shows  creates  opportunities  far  be- 
yond those  for  the  show  promoters 
themselves — something  to  remember 
the  next  time  you  hear  computers  de- 
stroy jobs.  Greyhound  Exposition  Ser- 


Customer  of  tomorrow  tries  his  band  at  ComputerLand  booth 


■  m 


Office  of  the  future' 


Modern  times 


The  compute}-  chef 
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Concentrated 
strength  reaches 
distant  objectives. 

Today,  your  international  bank  must  be 
strong.  Tomorrow's  financial  needs  will 
demand  that  long  term  assurance. 

Projects  based  on  complicated  finan- 
cial relationships  call  for  a  strong  partner 
to  collect  the  skills  and  resources  of  all 
involved  and  to  focus  them  correctly 

Deutsche  Bank  can  give  your  busi- 
ness the  strong  focus  it  requires:  through 
total  assets  of  more  than  US  $  83  billion, 
ranking  us  among  the  world's  ten 
largest  banks,  through  our  presence  in 
54  countries  around  the  world  and 
through  the  combined  experience  of  our 
staff.  Plus,  of  course,  our  Number  One 
position  in  Germany. 

Put  us  to  the  test. 


Deutsche  Bank 


Advanced  banking  for  more  than  a  century 

Central  Office  Frankfurt  am  Main/Dusseldorf  Branches  abroad:  Antwerp,  Asuncion. 
Barcelona.  Brussels,  Buenos  Aires,  Hong  Kong,  London,  Madrid.  Milan.  New  York.  Osaka, 
Paris.  S3o  Paulo.  Tokyo.  Representative  Offices  Bahrain.  Bogota.  Cairo.  Caracas.  Chicago. 
Costa  Rica.  Istanbul,  Johannesburg.  Lagos.  Los  Angeles.  Mexico.  Moscow.  Nagoya.  Nairobi. 
Peking.  Rio  de  Janeiro.  Santiago.  Sydney.  Tehran.  Tokyo.  Toronto,  Subsidiaries  Geneva, 
Hong  Kong.  London,  Luxembourg.  Singapore.  Toronto.  Zurich 


Unlike  the  great  auto 
shows,  bikini-clad  models 
do  not  drape  themselves 
over  the  hardware.  Instead, 
crowds  crane  for  a  peek  at 
Apple's  Lisa.  The  flashing 
color  graphics  and  whirring 
disk  drives  offer  the  same 
entertainment  value  as  a 
George  Lucas  flick. 


vices,  a  subsidiary  of  Greyhound 
Corp.,  offers  a  one-stop  service  for  ex- 
hibitors. Greyhound  will  lay  out  the 
floor  plan  and  provide  signs  as  well  as 
rental  items  like  carpeting,  potted 
plants  and  furniture.  Flashy  booths- 
Try  Giltspur  Exhibits,  a  subsidiary  of 
the  U.K.'s  Unigate  Ltd.,  which  designs 
booths  that  run  as  high  as  5250,000  for 
clients  like  Tandem  Computer,  Xerox 
and  Osborne  Computer.  An  English 
subsidiary  of  Giltspur  designed  the 
sets  for  The  Empire  Strikes  Back. 

New  specialties  breed  new  special- 
ists. Two  years  ago  Dianne  Emerson 
was  trade  show  manager  at  Intel  Corp. 
Today  she  runs  Los  Altos,  Calif. - 
based  Emerson  &  Associates,  a  five- 
person  computer  show  consulting 
group  that  helps  companies  such  as 
Xerox'  Diablo  Systems  decide  which 
shows  to  attend  and  what  kind  of 
booth  to  erect  and  even  arranges  to  set 
everything  up  in  time  for  opening  day. 

Computer  shows  were  once  elite 
affairs  for  serious  engineers  with  pens 
in  their  shirt  pockets  and  keys  on 
their  belts — data  processing  managers 
who  knew  their  bits  and  bytes.  Ex- 
hibitors were  makers  of  mainframes 
and  minicomputers,  whose  products 
changed  slowly.  Then  came  the  small 
computer  and  with  it  a  mass  audi- 
ence. Pushing  out  of  the  hall  base- 
ments and  outbuildings  where  they 
were  once  relegated,  the  Apples  and 
Osbornes  transformed  a  highbrow  af- 
fair into  a  democratic  free-for-all. 

The  oldest  of  the  computer  shows, 
the  show  of  shows  as  it  were,  is  the 
National  Computer  Conference,  run 
by  the  nonprofit  American  Federation 
of  Information  Processing  Societies 
lAFIPSl.  Last  May  100,000  people  de- 
scended on  Anaheim,  Calif,  for 
AFIPS'  tenth  annual  NCC  to  view  the 
wares  of  over  650  exhibitors.  Displays 
sprawled  out  of  the  convention  center 
into  airless  tents  where  heat-sensitive 
computers  failed  as  temperatures,  and 
tempers,  soared. 

Exhibiting  at  these  shows  is  not 
cheap.  AFIPS  charges  S15  a  square 
foot  for  exhibition  space.  An  estab- 
lished company  taking,  say,  1,600 
square  feet,  would  ante  up  S24,000 
well  in  advance  of  the  next  annual 
show.  Then  there's  the  booth,  which 
can  run  another  S  100,000  (although 
that  can  be  amortized  over  a  number 
of  shows).  And  transportation:  It  costs 
a  company  in  the  East  around  S24,000 
to  ship  its  computers  and  related 
equipment  to  the  West  Coast  and 
back,  plus  another,  say,  $4,000  just  to 
get  the  equipment  from  the  unloading 
docks  into  the  convention  hall.  Car- 
penter and  electrical  bills  add  another 
$8,000  or  so  to  the  tab.  Then  there  are 


hotel  rooms  for  the  people  working 
the  show,  hospitality  suites  for  meet- 
ing customers  (since  IRS  rules  prohib- 
it selling  on  the  floor  for  nonprofit 
associations)  and  parties  for  exhibi- 
tors, dealers  and  the  press.  A  "simple" 
cocktail  reception  could  run  S2,000. 
Whenever  an  AFIPS  show  is  in  Ana- 
heim, Apple  Computer  always  takes 
over  Disneyland  for  an  evening.  Cost: 
around  $50,000. 

"Excluding  our  S100,000  booth," 
says  Donald  Pate,  vice  president  of 
marketing  for  San  Jose-based  Atasi 
Corp.,  a  tiny  (under  $10  million  sales) 
maker  of  high-performance  disk 
drives,  "we  have  a  budget  of  $35,000 
for  each  show  we  attend.  We  will  go 
to  four  this  year.  I  could  go  to  a  show  a 
week  if  I  had  the  budget." 

To  a  large  extent  the  computer 
show  promoters  are  selling  to  exhibi- 
tors' fears.  "The  show  people  have 
done  a  great  marketing  job,"  says 
Richard  Cortese,  president  of  S29  mil- 
lion sales  Alpha  Microsystems,  grudg- 
ingly. "They  have  created  an  environ- 
ment where  you  are  noticed  by  your 
absence.  Not  to  appear  at  NCC  or 
Comdex,  the  two  most  important 
shows,  could  suggest  to  dealers  and 
potential  customers  that  a  company 
is  in  trouble — or  out  of  business.  So 
Alpha  Microsystems  will  be  at  NCC 
and  Comdex  next  year. 

But  this  year  Hewlett-Packard's 
management  will  not  be  there,  nor 
was  it  last  year.  H-P  has  started  pro- 
ducing its  own  shows  aimed  at  people 
specifically  interested  in  H-P  prod- 
ucts. This  year  H-P  rented  hotel  exhi- 
bition space  in  14  different  cities  for 
three-day  sessions  with  potential  cus- 
tomers. "We  find  this  a  very  cost- 
effective  way  of  working,"  says  an 
H-P  spokesman.  "If  you  go  to  the  big 
shows,  you  may  get  only  30  seconds 
with  a  customer." 

But  don't  expect  H-P's  defection  to 
sound  the  computer  show's  knell. 
Like  the  great  fairs  of  the  past,  com- 
puter shows  are  more  than  just  places 
where  hardware  is  sold.  Arthur  An- 
dersen, the  Big  Eight  accounting  firm, 
has  had  a  booth  at  NCC  for  the  last 
three  years  to  explain  that  firm's  com- 
puter consulting  services.  Book  pub- 
lishers, who  are  finding  computer 
books  increasingly  important  to  their 
business,  also  show  their  wares.  Engi- 
neers meet  prowling  headhunters, 
would-be  entrepreneurs  drink  with 
venture  capitalists,  small  outfits  meet 
the  press  from  all  over  the  world  and 
everyone  gets  a  good  look  at  the  com- 
petition. And  for  the  guy  off  the  street 
who  just  wants  to  see  what  all  the 
fuss  is  about,  the  big  shows  are  a  look 
into  the  future.  ■ 
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Office  condominiums  were  to  have  been  a 
lucrative  new  wrinkle  for  the  country's 
commercial  property  developers.  But  guess 
who's  holding  the  bag? 


Condo  bust 


By  Ellen  Paris 


A Los  Angeles  friend's  three- 
year-old  daughter  is  playing 
k  house  in  a  discarded  appliance 
carton.  "Nice  playhouse,"  says  a  visi- 
tor. "This  isn't  my  house,"  replies  the 
offended  child.  "This  is  my  condo." 

Now  meet  the  latest  by-product  of 
California's — and  increasingly  the  na- 
tion's— condomania:  the  office  condo- 


minium. What  a  compelling  concept. 
Rather  than  rent  space  to  individual 
tenants,  the  developer  would  sell  it  to 
them.  The  tenant  becomes  his  own 
landlord,  thereby  protecting  himself 
against  crippling  rent  hikes  and  grab- 
bing his  share  of  the  building's  depre- 
ciation and  other  tax-sheltering  ex- 
penses. The  developer  quickly  un- 
loads the  building  at  about  a  75% 
markup  over  construction  costs.  The 


only  loser  in  the  deal  would  be  the 
Internal  Revenue  Service. 

But  with  few  exceptions  office  con- 
domania is  a  bust.  No  one  knows  how 
many  office  condos  now  stand  empty. 
But  in  the  Los  Angeles  area,  builders 
are  sitting  on  at  least  a  dozen  30,000- 
to-60,000-square-foot  buildings  that 
were  to  be  sold  to  tenants.  They  are 
now  either  empty  or  quietly  being  put 
on  short-term  leases. 

Part  of  that  overhang  is  a  recently 
completed  60,000-square-foot  build- 
ing in  Westlake  Village,  30  miles 
north  of  Los  Angeles.  "We  have  tem- 
porarily taken  it  off  the  market  as 
condos,"  admits  Richard  Darling, 
president  of  Los  Angeles'  City  Equi- 
ties, the  developer.  "We're  leasing  it 
now.  We  won't  even  attempt  to  sell  it 
as  condos  until  the  market  perks  up." 

But  will  the  market  ever  perk  up?  A 
little  reflection  suggests  that  the  of- 
fice condo's  potential  customer  pool 
is  pretty  shallow.  Large  companies 
don't  need  office  condos;  they  can  af- 
ford to  build  their  own  buildings  or 
sign  long-term  leases  with  equity  par- 
ticipation— commercial  real  estate's 
newest  gimmick.  That  leaves  sole 
proprietorships  or  small  professional 
practices.  But  then  again:  What  small 


A  Wilshire  Boulevard  condo  for  lease 
"We  think,  of  it  as  inventory." 


FORBES,  AUGUST  I,  1983 


87 


A  commitment 
to  provide  advanced 
systems,  products, 
and  services  meeting  the 
highest  standards 
of  performance  and 
cost-effectiveness. 


NTMENT: 


AN  ITT  TELECOMMITMENT 

SYSTEM  3100 

[he  ITT  digital  business  com- 
munications System  3100  is 
ailored  for  growing  busi- 
nesses. This  modular  system 
grows  easily  and  inexpen- 
sively as  business  needs  ex- 
pand. Its  unique  combination 
of  digital  technology  modu- 
ar  design,  programmability 
and  use  of  multi-button  and/ 
\y  single-line  phones  gives  you 
maximum  flexibility.  You  can 
ailor  the  system  to  meet  the 
specific  needs  of  your  com- 
Dany,  each  department  and 
jser.  And  you  choose  from  an 
extensive  list  of  features. 

System  3100  can  handle 
3  wide  range  of  telephone 
raffle  and  is  designed  to  pro- 
/ide  a  future  communications 
ink  with  computers,  word  proc- 
3Ssors,  high-speed  printers 
and  electronic  mail  systems. 
System  3100:  a  digital  com- 
munications system  that 
esponds  to  the  sophisticated 
yoice  requirements  of  today 
and  to  the  developing  data 
equirements  of  tomorrow. 


AN  ITT  TELECOMMITMENT 

SYSTEM  FTS-3C 
FIBER  OPTICS 

designed  for  economical, 
ast,  error-free  transmission  of 


data-ITT's  FTS-3C  Optical 
Span  Line  embodies  the  most 
advanced  fiber  optics  con- 
cepts. Intended  for  high- 
density  inter-office/intercity 
trunking  applications  and  as 
an  entrance  link  to  digital 
microwave  radio  systems,  it 
applies  up  to  1344  channels  to 
a  single  pair  of  hair-thin  opti- 
cal fibers.  Immune  to  electro- 
magnetic or  radio  frequency 
interference,  FTS-3C  ushers  in 
a  new  era  of  modern  com- 
munications. Used  with  ITT's 
new  M13  high-order  multi- 
plexer, you  get  a  complete 
transmission  system  that  is 
cost-effective  and  reliable. 


I  AN  ITT  TELECOMMITMENT 

CELLTREX 

CELLTREX  revolutionizes  the 
cellular  radio-telephone  mar- 
ket. Remote  cell  site  switching 
and  radio  units  combine  with 
a  digital  host  Network  Control 
System  to  serve  subscriber 
community  clusters  at  low 
capital  investment. 

ITT's  unique  decentralized 
Remote  Switch  Group  ap- 
proach enables  calls  to  be 
processed  from  remote  sites 
with  no  costly  routing  through 
the  central  control.  CELLTREX 
offers  cost-effective  full  cel- 
lular service  for  iarge  cities, 
and  communities  once  con- 
sidered too  small  or  isolated. 


AN  ITT  TELECOMMITMENT 

NETWORK  2000 

Network  2000  is  here-ITT  Tele- 
com's total  system  approach 
to  optimize  the  access  and 
transport  of  information.  It  be- 
gan with  1210,  ITT's  first  digital 
switch.  The  1210  is  still  evolving 
with  integrated  loop  electron- 
ics, capacity  improvements, 
and  ultra-sophisticated  main- 
tenance and  system  safe- 
guards coming  on  line.  Plus, 
the  1210  is  inter-operable  with 
the  ITT  1240,  the  world's  most 
advanced  digital  system.  In 
1240,  unique  patented,  fully- 
distributed  interactive  software 
in  each  modular  element  re- 
places conventional  central 
processor  control.  This  virtually 
eliminates  major  outages, 
internal  congestion  and  system 
reprogramming.  1240  fits  any 
initial  requirement;  yet  capa- 
city, features  and  capabilities 
expand  simply  and  econom- 
ically. The  1210/ 1240  combi- 
nation provides  a  transition  to 
the  more  sophisticated  high- 
tech voice/data  networks 
of  the  future . . .  Network  2000. 

For  prompt  response,  please  call 
this  toll-free  numPer: 

1-800-742-1240 

Orwrite:  ITTTelecom,  3100  Highwoods 
Blvd., Dept.  F  Raleigh,  NC  27604 

ITTTelecom 


Det  eloper  George  Woo 

Ethnics  are  as  important  as  economics:  Now  on  his  second 
commercial  condo  project.  Woo  aims  at  Asian  customers. 


businessman  or  professional  wants  to 
limit  his  earning  power  by  limiting, 
over  many  years,  the  size  of  his  office? 

"In  an  office  condo  you  have  a  finite 
amount  of  space,"  explains  Ron 
Thacker,  senior  vice  president  of  the 
real  estate  loan  administration  at  Los 
Angeles'  Metrobank,  which  has  made 
no  office  condo  loans.  "An  office  con- 
dominium is  really  only  good  for  a 
business  that  will  stay  the  same  size." 
And  what  kind  of  business  would  ad- 
mit that  to  itself? 

Beyond  that,  salesmen  have  to 
make  some  pretty  heroic  inflation  as- 
sumptions to  make  the  arithmetic  fa- 
vor buying  over  renting.  In  the  Los 
Angeles  area,  office  condos  are  listed 
for  sale  at  an  average  of  about  S200  per 
square  foot — around  S300,000  for  a 
well-apportioned  three-office  suite — 
versus  monthly  rents  of  about  $1.75 
per  square  foot.  Suppose  you  put 
down  20%  and  finance  the  balance  of 
your  S300.000  office  condo  at  15% 
over  20  years.  Monthly  payments: 
S3, 160.  Monthly  depreciation:  SI, 667. 
Monthly  expenses:  about  S625.  Esti- 
mated aftertax  buying  cost  to  a  tax- 
payer in  the  50%  bracket:  SI, 089  a 
month.  Figure  an  additional  S375  or 
so  a  month  for  the  opportunity  cost  of 
your  down  payment,  and  your  month- 
ly cost  is  about  SI, 464.  But  leasing  the 
same  space  would  come  to  only 
S2,625,  or  $1,313  after  taxes. 

What  the  salesmen  play  on,  though, 
is  that  this  situation  won't  last,  that 
big  inflation  will  return.  Maybe  it 
will,  but  the  customers  aren't  buying 
the  argument. 

In  a  world  where  success  breeds 
success  and  failure  breeds  failure,  of- 
fice condos  have  become  today's  bad 
news.  "We  have  not  made  any  office 
condo  loans — neither  construction 
loans  nor  permanent  financing — be- 
cause we  are  leery  of  the  lack  of  suc- 
cess other  lenders  have  had,"  reports 
Ralph  Rivet,  director  of  public  infor- 
mation for  Beverly  Hills-based  Great 
Western  Savings.  Rivet  adds:  "We  are 
waiting  for  someone  to  come  up  with 
a  successful  formula." 

The  few  lenders  who  are  making 
construction  loans  have  generally 
done  so  only  if  the  developer  can  pre- 
sell  40%  to  50%  of  the  project.  What 
that  means,  of  course,  is  that  an  early 
buyer  could  wait  months,  perhaps 
years,  before  taking  possession  of  his 
office. 

The  developers  could  broaden  the 
market  and  move  some  merchandise 
simply  by  slashing  selling  pnces.  In- 
stead, they  are  trying  to  cover  carrying 
costs  by  putting  their  condos  on  one- 
to  five-year  leases.  Take  Let  Frey. 
Frey  is  president  of  Los  Angeles' 


Condo  West  and  is  completing  a 
41 ,000-square-foot  office  condomin- 
ium on  Wilshire  Boulevard.  Frey  had 
hoped  to  sell  the  space  at  S 1 70  to  S264 
per  square  foot.  But  with  only  3,200 
square  feet  of  the  project  sold — and 
unwilling  to  cut  pnces — he  has  been 
forced  to  put  his  space  on  the  rental 
market  at  $1.70  to  $2  a  foot.  "We're 
thinking  of  it  as  inventory  on  the 
shelf  that  will  be  there  when  the  mar- 
ket's ready,"  says  Frey.  He  says  he  has 
been  forced  to  do  likewise  with  a 
building  in  Phoenix. 

Where  office  condominium  devel- 
opments have  succeeded,  the  reasons 
are  as  much  ethnic  as  economic.  In 
1981  Los  Angeles  developer  George 
Woo  sold  out  a  28,000-square-foot 
complex  of  retail  condominiums 
within  nine  months  of  completion. 
Woo  is  now  on  his  second  commercial 


condo  project:  a  five-story,  58,000- 
square-foot  combination  of  offices 
and  shops.  Woo  says  he  presold  40% 
of  the  new  building  before  beginning 
construction.  But  Woo's  projects  are 
situated  in  Los  Angeles'  Chinatown 
and  are  aimed  at  Asian  customers. 
Asians,  Woo  explains,  traditionally 
tend  to  place  a  far  higher  premium  on 
owning  their  business  premises  than 
their  homes.  Los  Angeles  developer 
Richard  Hoag  says  he  is  ready  to  start 
construction  on  50,000  square  feet  of 
office  condos  in  the  city  of  South  San 
Francisco's  Filipino  district.  And  of- 
fice condo  developers  in  Miami  report 
strong  sales  to  that  city's  South  Amer- 
ican businessmen  and  investors, 
many  of  whom  are  cash  buyers. 

By  and  large,  though,  office  condos 
are  an  idea  whose  time  hasn't  come 
and  may  never  come.  ■ 
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The  personal  computer 
revolution  began  with  easv^c 
use  computers  and  ready-to-use 


use  computers  and  ready-to-use 
programs  that  made  it  possible 
v  for  just  about  anyone  to  master 
personal  computing  in  20-40 
^   hours.  . 

Still, Inats  more  time 
than  many/people  can  afford. 
2JT  Especj^il^gt'ople  who  need 
p.ersoffal  computers  most  — 
executives,  managers  and  small 
business  owners. 

But  now  there's  Lisa'M  by 
Apple. 

Its  hardware  alone  makes  it 
the  most  powerful  personal 
computer  available: 

32/16-bit  MC68000  micro- 
processor. 364  x  720  bit-map 
display.  1-Megabyte  of  internal 
memory.  Dual  860-K  disk  drives 
plus  a  5-Megabyte  ProFile" 
hard  disk. 

But  the  real  story  is  the  way 
Lisa  puts  all  that  power  in  your 
hands: 

Its  the  first  personal  com- 
puter that's  as  easy  to  understand 
as  your  desktop. 

Because  that's  precisely  the 
way  Lisa  works. 


run 
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To  use  a  conventional  per- 
sonal computer,  you  first  have 
to  program  yourself  by  studying 
the  manual  and  learning  a 
complex  set  of  computer  com- 
mands that  vary  widely  from 
program  to  program. 

Lisa  replaces  those 
commands  with  familiar  pic- 
tures that  work  the  same  way 
from  program  to  program.  Files 
look  like  file  folders.  There's  a 


calculator,  stationery,  even  a 
wastebasket.  So  you  can  work 
with  Lisa  the  same  familiar  way 
you  work  at  your  desk. 

lb  tell  Lisa  what  to  do,  all 
you  have  to  do  is  point  to  the 
appropriate  picture  using  a 
clever  palm-sized  device  called 
a"mouse!'  As  you  move  the 
mouse  on  your  desk,  the  pointer 
moves  on  Lisas  screen. 

Lisas  extraordinarily  power- 
ful software  takes  care  of  all  the 
details.  So  you  can  work  with  the 
system  intuitively,  right  from 


the  stan. 

You  can  shape  any  kind  ( 
information  you  need  —  grapl 
numbers,  words,  even  picture 
and  see  it  all  side-by-side. 

And  you  can  transform  tr 
information  in  ways  simply  n 
possible  with  any  other  persoi 
computer. 

You  concentrate  your  effc 
on  what  you  want  done  —  not' 
how  to  get  the  computer  to  dc 


k  know  how  to  use  it. 


File/Print    Edit    V\zw  Disk 


\tell  Lisa  what  to  do,  all  you  have  to  do  is  point.  You  control  the 
\nter  on  Lisa's  screen  by  moving  the  "mouse" on  your  desktop. 

File/Print    Edit    Hete  Disk 
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7b  open  a  Lisa  "file  drawer','  you  simply  point  to  it  by  moving 
the  mouse. 
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e"file  drawer" opens  and  shows  you  all  the  documents  inside. 
<w  you  can  select  one  or  more  to  work  with. 


You  can  stack  documents  as  you  would  on  your  desk.  Each  becomes 
a  "window'  that  lets  you  scan  over  a  huge  workspace. 


All  Lisa  functions  are 
selected  with  the  pointer 
from  pull-down  menus 
in  the  Menu  Bar,  so  you 
don't  have  to  search 
through  a  manual. 

By  pointing  to  the 
arrows,  you  can  scan  left 
or  right,  up  or  down. 

More  than  one 
document  can  be  on  the 
screen  at  once.  In  most 
cases,  you  can  "cut 
information  from  one  and 
"paste  "it  into  another. 

Familiar  symbols 
simulate  the  way  you 
work  at  your  desk. 


It  took  200 


Lisa's  software  represents 
over  200  person-years  of  research, 
development  and  testing. 

But  the  sole  objective  of  all 
that  effort  was  to  make  the  most 
powerful  office  tools  immedi- 
ately accessible. 

So  you  can  begin  producing 
useful  work  with  a  Lisa  program 
in  less  than  half  an  hour. 

Lisa  is  available  with  six 


programs  you  c 
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your  timely  input  ano  regional  coordination  efforts 


(Sales 


Northeast  total 
Southeast  total 
Midwest  total 
Mountain  total 
Grand  total 


1st  Qtr  znd  Otr  3rd  Qtr  4th  Qtr  Totals 

$     ?65  S  5  646  $  5  849  $  2  546  $14  806 
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integrated  software  packages 
covering  every  major  business 
application: 

LisaCalc  electronic  spread- 
sheet, LisaList  electronic 
personal  database,  LisaWrite 
executive  word  processing, 
LisaGraph  business  graphics, 
LisaDraw  design  graphics  and 
LisaProject  electronic  project 
management. 
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LisaProject 


Taken  individually,  each 
Lisa  application  is  a 
powerful  profes- 
sional office  tool. 

Taken  together,  they 
allow  you  to  do  things  that 
simply  weren't  possible  befor 

Because  Lisas  application 
work  harder  by  working 
together—  information  can  q 
"cut "from  one  and  "pasted" 
directly  into  another.  So  you  ^ 
effortlessly  turn  figures  into 
graphs,  paste  spreadsheets  iij 
a  report,  and  print  it  all  out 
while  you  move  on  to  anothe 
task. 

In  the  near  future,  with  Lii 
designed-in  networking  caps 
bilities,  you'll  be  able  to  creal 
a  powerful  network  of  Lisa 
workstations  that  can  grow  frj 
one  department  to  your  who 
organization. 

And  you'll  also  be 
able  to  communi- 
cate with  other 
computers  with 
Lisa  terminal  applica-^ 
tions,  so  you  can  access 
valuable  commercial  data 
libraries  like  Dow  Jones  New 
and  Quotes™  or  The  Source? 
link  with  your  company's  owj 
mainframe  computers. 

Of  course,  the  only  way  t 
appreciate  everything  Lisa  c^ 
bring  to  your  office  is  to  exp^ 
ence  Lisa  for  yourself. 

So  give  an  Apple  Person^ 
Office  Systems  Dealer  half  aj 
hour  of  your  time. 

And  he'll  give  you  200  yej 
of  ours. 
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Now  thaf^xi  know  where  the  world's  going, 
consider  the  advantages  of  getting  there  first 

For  more  information  on  Lisa,       Or,  for  the  location  of  the  autho- 
the  personal  computer  for  the       rized  Apple  Personal  Office  Systems 
oft  ice,  write  Apple  Computer  Inc.,  dealer  nearest  you,  or  for  infor- 
Dept.  L,  20525  Mariani  Avenue,     mation  on  our  National  Account 
Cui  jertino,  California  95014.         Program,  call  800-538-9696. 

The  most  personal  computer,  ^ppplG 


Lisa.  Since  you  already  know  how  to  use  it, 
you  might  like  to  know  where  to  find  it. 


ALABAMA 
Birmingham 

AC  3  Computing  Products  Center 
205-822-2533 

Huntsville 

Anderson  Computers 
205-539-3444 

ARIZONA 
Phoenix 

DataPIace  Computet  Store 
602-266-6111 

Tucson 

Simutek  Computer  Products,  Inc 
602-323-9391 

CALIFORNIA 
Anaheim 

Powers  Computer  Company 
714-778-6021 

El  Toro 

Wabash  Apple 
714-768-3236 

Glendale 

Love  Computers 
213-240-3600 

Huntington  Beach 

Gateway  Computers 
714-895-3931 

Los  Angeles 

Computique 
213-629-0121 

Northridge 

Rainbow  Computers 
213-349-5560 

Orange 

Computer  Ciry 
714-974-3082 

Palo  Alto 

Mission  Computer 
415-326-9689 

Riverside 

Computer  Kingdom 
714-787-1142 

Sacramento 

Capitol  Computer  Systems 
916-446-3101 

San  Diego 

Computer  City 
619-270-3100 

San  Francisco 

Quest  Computer  Store 
415-982-3753 

San  Jose 

RAC  Products 
408-274-1915 

Santa  Barbara 

Computer  Plaza 
805-687-9391 

Sunnyvale 

Computer  Plus 
408-735-1199 

Walnut  Creek 

Infomax  Computers 
415-935-5153 

COLORADO 
Denver 

Idex  Business  Computer  Center 
303-293-2299 

CONNECTICUT 
E.  Hartford 

ComputerEase 
203-278-1080 

Westport 

Computerworks 
203-255-9096 

FLORIDA 
Ft.  Lauderdale 

The  Computer  Works 
305-491-8600 

Miami 

Kendall  Computers 
305-274-6312 


North  Palm  Beach  Baltimore 

Computer  Center  of  Palm  Beach  Balance  Computer  Center  Inc. 
305-848-3801  301-625-1100 


Tampa 

AMF  Microcomputer  Center 
813-963-1504 

Winter  Park 

Atlantic  Business  Computer,  Inc. 
305-677-7585 

GEORGIA 
Atlanta 

Compushop  of  Georgia,  Inc 
404-252-9611 

Atlanta 

Southeastern  Computer  Center 
404-457-8465 

ILLINOIS 
Champaign 

Byte  Shop 
217-352-2308 

Chicago 

System  Source 
312-726-7879 

Northbrook 

Northbrook  Computers 
312-480-9190 

Oak  Brook  Terrace 

Oak  Brook  Computer  Center 
312-941-9005 

Schaumberg 

Data  Domain 
312-397-8700 

Villa  Park 

Farnsworth  Computer  Center 
312-833-7100 

INDIANA 
Indianapolis 

Graham  Electronics  Computer  Ct 

317-  263-6296 

South  Bend 

General  Microcomputer 
219-277-4972 

IOWA 

Ames 

Beacon  MicroCenter,  Inc. 
515-233-4807 

Bettendorf 

Memory  Bank 
319-355-6401 

Waterloo 

Team  Electronics  #20 
319-235-6507 

KANSAS 
Overland  Park 

Personal  Computer  Center 
913-381-1155 

Wichita 

Hitech  Computer  Center 
316-685-1131 

KENTUCKY 
Louisville 

Computer  Emporium  #1 
502-589-9482 

LOUISIANA 
Baton  Rouge 

The  Computer  Place 
504-926-4630 

New  Orleans 

Calculator  6*  Computer  Center 
504-522-7332 

Shreveport 

Micro  Business  Systems.  Inc. 

318-  226-8848 

MARYLAND 
Baltimore 

The  Logical  Choice  Inc. 
301-625-1050 


Pikesville 

The  Logical  Choice  Inc 
301-653-3410 

MASSACHUSETTS 
Springfield 

Marketplace  Computer  Inc. 
413-737-2002 

Watertown 

MicroSource/  Financial 
617-924-5500 

Wellesley 

Sherman  Howe  Computer  Center 
617-237-2122 

Worcester 

The  Computer  Place 
617-755-5387 

MICHIGAN 
East  Lansing 

Computer  Mart  of  Lansing 
517-351-1777 

Flint 

Computer  Mart  Inc. 
313-234-0161 

Troy 

Computer  Mart 

313-  649-0918 

MINNESOTA 
Minneapolis 

Computer  Professionals 
612-341-8297 

Minneapolis 

Team  Electronics  #1 
612-377-3853 

MISSOURI 
Jefferson  City 

Century  Next  Computers 

314-  636-6502 

St.  Louis 

Forsythe  Computers 
314-231-6655 

MONTANA 
Great  Falls 

Emery  Computer 
406-761-8954 

NEBRASKA 
Lincoln 

Computer  Systems,  Inc 
402-467-5571 

Omaha 

Database  Systems  Corp. 
402-330-3600 

NEW  JERSEY 
Englewood 

American  Business  Products 
201-569-0853 

Iselin 

Prodigy  Computer  Center 
201-283-0600 

Marlton 

Jonathan's  Computer  Center 
609-983-0668 

Parsippany 

The  Computer  Nook 
201-575-9468 

Princeton 

Clancy-Paul 
609-683-0068 

Summit 

Stonehendge  Computer  Shop 
201-277-1020 
Union 

Transnet  Computer  Store 
201-688-7800 

NEW  MEXICO 
Albuquerque 

Computer  Technology  Associates 
505-298-2140 


NEW  YORK 
Melville 

Future  Visions  Computer  Store 
516-423-7820 

New  Rochelle 

Calculator  (St.  Computer  Center 
914-576-3610 

New  York 

Future  Information  Systems 
212-732-3905 

New  York 

Morris  Decision  Systems 
212-742-9590 

New  York 

The  Computer  Factory 
212-687-5000 

Rochester 

The  Computer  Store 
716-244-5000 

Syracuse 

Omnifax 
315-446-1284 

NORTH  CAROLINA 
Charlotte 

AMS  Computer  Store 
704-366-8492 

Greensboro 

Computer  Shoppe 
919-299-4843 

OHIO 
Bay  Village 

North  Coast  Computers 
216-835-4345 

Cincinnati 

Abacus  Computer  Store 
513-421-5900 

Cleveland 

Basic  Computer  Shop 
216-241-0038 

Columbus 

Micro  Center 
614-481-8041 

Dayton 

Micro  Computer  Center 
513-435-9355 

Toledo 

Abacus  II  Microcomputer 
419-865-1009 

OKLAHOMA 
Midwest  City 

Computer  Solutions  Inc. 
405-733-9556 

Oklahoma  City 

Computer  Connections 
405-755-9220 

Tulsa 

Computer  Connections 
918-663-6342 

OREGON 
Eugene 

The  Computer  Store  of  Eugene 
503-343-1434 

PENNSYLVANIA 
Allentown-Whitehall 

Computerland  of  Allentown 
215-776-0202 

Monroeville 

Computer  Workshoppe 
412-823-6722 

Pittsburgh 

Business  Equipment  Sales 
412-923-2533 

RHODE  ISLAND 
Providence 

Unicom,  Div.  of  United  Camera 
401-467-5600 


SOUTH  CAROLINA 
Charleston 

Computer  Source 

803-  571-1452 

TENNESSEE 
Jackson 

Computerlab  of  Jackson 
901-668-9282 

Memphis 

Computerlab  of  Memphis 
901-761-4743 

TEXAS 

Dallas 

SIMTEC 
214-484-3311 

Dallas 

Compco  Computer  Center 
214-969-0123 

El  Paso 

Mnemonics  Computer  Store 
915-778-2708 

Ft.  Worth 

Computer  Pro 
817-429-9021 

Houston 

ComputerCraft 
713-527-8088 

Houston 

SIMTEC 
713-850-9797 

Irving 

ComputerCraft 
214-258-0080 

San  Antonio 

Computer  Solutions 
512-341-8851 

UTAH 
Salt  Lake  City 

Personal  Business  Computers 
801-486-4839 

VIRGINIA 
Alexandria 

Universal  Computers  Iric. 
703-379-0367 

Charlottesville 

Universal  Computers/  Charlott 

804-  971-6771 

Reston 

Universal  Computers/ Reston 
703-620-6160 

Richmond 

First  Step  Computers 
804-320-6496 

WASHINGTON 
Bellevue 

Swan  Computers 
206-454-6272 

Seattle 

Computerland 
206-223-1075 

Spokane 

Computer  Store  of  Spokane 
509-747-8700 

Tukwila 

Computershop  Business  Centers 
206-575-1026 

WISCONSIN 
Milwaukee 

Computers  Unlimited  of  Wise. 
414-355-5206 

Neenah 

Office  Technology  Inc 
414-725-3256 


tippkz 


They're  deregulating  the  bus  business.  Does 
that  mean  we  will  see  bankruptcies,  price 
wars  and  drastic  service  cutbacks,  as  in  the 
airlines?  It  doesn't  seem  likely. 


Leave  the  driving 
to  Adam  Smith 


By  Jeff  Blyskal 


Intercity  buses  at  New  York's  Foil  Authority  terminal 
Rolling  up  to  the  free  market. 


If  you  have  been  following  the 
story,  bus  deregulation  probably 
looks  like  this  to  you:  Thousands 
of  little  old  ladies  in  out-of-the-way 
spots  like  Boonville,  N.Y.,  Bushnell, 
Fla.  and  Walton,  W.Va.  are  about  to 
have  their  only  link  to  medical  help — 
bus  service — eliminated. 

It  is  classic  "Big  Business  Steps  on 
the  Individual"  journalism.  But  the 
truth  lies  elsewhere.  Deregulation  of 
bus  services  promises  to  benefit  both 
the  industry  and  the  public. 

To  understand  why,  one  must  real- 
ize that  the  bus  business  is  made  up  of 
two  distinct  markets.  Last  year  only 
44%  of  the  industry's  375  million  pas- 
senger trips  came  from  regular  route 
service.  Greyhound  and  Trailways 
dominate  80%  of  that  market. 

But  the  other  56%  of  the  travel  was 
on  tour  and  charter  buses.  Of  some 
1,200  applications  for  new  routes 
since  the  Bus  Regulatory  Reform  Act 
of  1982  took  effect  last  November, 
1,070  are  for  tour  and  charter  service. 

That's  important,  because  tour  and 
charter  is  highly  flexible  and  more 
profitable  than  regular  route  service. 
Why  more  profitable?  Because  if  no 
one  wants  to  ride,  there's  no  need  to 
run  an  empty  bus  down  the  road,  as 
Greyhound  must  do  on  its  regular 
route  service. 

Since  competition  is  minimal  be- 
tween regular  route  and  charters,  few 
are  worried  about  $1  billion-a-year 
Greyhound  driving  small  charter  bus 
companies  off  the  road  under  dereg- 
ulation. The  industry's  top  dog,  Grey- 
hound, does  about  $100  million  in 
charters.  But  "we  can't  compete  with 
these  small  guys,"  says  Frank  Na- 
geotte,  chief  executive  of  Grey- 
hound's transportation  group.  Why 
not?  Blame  Greyhound's  high-priced 
union  drivers.  Although  most  drivers 
in  the  industry  are  unionized,  Grey- 
hound drivers — who  have  strength  in 
numbers — get  paid  about  $2,000  more 
per  year  than  the  average. 

Of  course,  tour  and  charter  is  not  all 
a  picnic.  Plenty  of  new  operators  are 
crowding  in,  and  some  are  being 
crowded  out.  But  even  the  American 
Bus  Association  projects  that  this  in- 
dustry's profits  will  rise  50%,  to  S75 
million,  in  1983,  on  10%  higher  rev- 
enues of  $2.3  billion. 

Since  most  smaller  bus  companies 
depend  on  charter  rather  than  regular 
route  service,  the  brunt  of  any  price- 
and  route-cutting  that  may  follow  de- 
regulation will  fall  on  Greyhound, 
Trailways  and  some  large  regional  car- 
riers. Last  summer  Trailways  started  a 
price  war  by  reducing  fares  as  much  as 
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Some  of  the  loudest  grumbling 
over  bus  deregulation  involves 
New  Jersey  Transit.  This  state 
agency  operates  2,200  buses  and 
nine  rail  lines  that  carry  450,000 
suburban  commuters  within  New 
Jersey  and  to  and  from  work  in 
New  York  and  Philadelphia.  NJT  is 
currently  improving  its  rail  service 
and  buying  1,600  new  buses — 700 
of  them  from  Greyhound's  Motor 
Coach  Industries,  the  largest  com- 
muter bus  acquisition  ever.  All 
this  costs  roughly  $1  billion,  fi- 
nanced with  taxpayer  money  from 
the  New  York/New  Jersey  Port 
Authority  and  matching  federal 
funds  provided  by  the  Urban  Mass 
Transit  Administration. 

The  problem  is  that  NJT  is  doing 
more  than  merely  hauling  com- 
muters. "Their  [cbarter]  buses  are 
down  here  in  droves,"  complains 
Norman  Sherlock,  head  of  the 
American  Bus  Association  in 
Washington,  D.C.  Operators  from 
as  far  away  as  Florida  are  up  in 
arms  about  NJT,  too.  "It  was  never 
the  intent  of  deregulation  to  allow 
subsidized  transit  companies  to 


60%,  and  both  companies  took  a  bath. 
After  deregulation,  which  made  hik- 
ing fares  easier,  "price-cutting  has 
been  isolated,  not  widespread,"  says 
Harold  Morgan,  the  ABA's  director  of 
research. 

However  you  slice  it,  bus  deregula- 
tion is  unlikely  to  bring  the  chaos, 
confusion  and  heavy  operating  losses 
deregulation  brought  to  the  airlines. 
Competition  may  heat  up  in  specific 
routes.  Before  deregulation  Trailways 
was  barred  from  many  of  Grey- 
hound's lucrative  routes.  Now  it  has 
access  to  them.  That  will  make 
Trailways  more  of  a  threat  to  Grey- 
hound, rather  than  the  other  way 
around.  "We  probably  won't  go  after 
many  of  Trailways'  routes,"  says 
Greyhound's  Nageotte.  "Not  because 
we're  good  guys,  but  they  don't  have 
much  that  we  want."  Not  that  all  is 
sweetness  and  light  between  the  two 
big  competitors.  Scenic  Trailways,  a 
Trailways  affiliate,  recently  sued 
Greyhound,  alleging  that  the  big  car- 
rier shut  Scenic  out  of  terminals  in 
Wisconsin. 

What  about  small  bus  companies 
nipping  at  Greyhound's  and  Trail- 
ways'  good  routes?  Deregulation  will 
open  some  doors  to  them,  to  be  sure. 
Blue  Bird  Bus  Co.  of  Olcan,  N.Y.  is 
one  of  many  eager  competitors.  It 


Two-way  street 


ANeiv Jersey  Transit  intercity  bus 
Newark,  Trenton,  Disney  World. 


engage  in  widespread  tour  and 
charter  business  against  private 
carriers,"  says  Sherlock. 

NJT  takes  in  about  $6  million 
annually  from  tours  and  charters. 
But  its  managers  point  out  that 
buses  purchased  with  UMTA  mon- 
ey can  only  be  chartered  when 
commuters   aren't   using  them, 


plans  to  go  against  Greyhound  be- 
tween New  York  City,  Buffalo,  Roch- 
ester, Syracuse  and  other  upstate 
points.  "I  want  to  give  it  a  try,"  says 
Louis  Menano,  Blue  Bird's  owner. 

Greyhound  now  charges  $50  to  go 
from  Buffalo  to  New  York.  Menano, 
who  needs  $1 .80  per  mile  (about  $700 
to  cover  costs  to  Buffalo)  is  charging 
$30  and  breaks  even  at  $20.  "I  can  be 
very  competitive,"  he  says.  Mean- 
while, Blue  Bird's  downside  risk  is 
nominal:  94%  of  its  business  is  in 
tour  and  charter. 

But  Blue  Bird  is  something  of  an 
exception.  Few  independents  are  will- 
ing to  risk  the  capital  to  go  against  the 
established  giants. 

If  competition  in  the  bus  business 
does  hurt  profits,  analysts  think  that 
operating  efficiencies  will  offset  the 
negative  effect.  The  new  rules  make 
scheduling  more  flexible  and  enable 
carriers  to  react  quickly  to  market  and 
seasonal  conditions.  Intrastate  rates, 
long  held  down  by  many  state  regula- 
tors pandering  to  consumers,  are  now 
moving  toward  equality  with  inter- 
state rates.  And  Greyhound  has  been 
able  to  unload  a  lot  of  junk  from  its 
route  system.  It  has  applied  to  aban- 
don 1,500  stops  that  are  unprofitable 
because  of  low  ridership  or  out-of-the- 
way  locations. 


which  limits  their  tour  and  charter 
duty  to  weekends,  holidays  and 
off-peak  hours.  Longer  trips  by 
NJT's  New  Jersey  Tours  subsid- 
iary, which  goes  as  far  afield  as 
Nova  Scotia,  Disney  World  and 
Yellowstone  National  Park,  use  39 
special  buses  that  were  paid  for 
through  the  sale  of  state  bonds. 
"We  have  authority  to  serve  48 
states,  and  we  are  complying  with 
our  tariffs  and  UMTA  restric- 
tions," says  Albert  Hasbrouck, 
NJT's  assistant  executive  director 
for  compliance. 

Despite  its  free-enterprising 
ways,  NJT  knows  the  value  of  gov- 
ernment protection.  The  firm  lob- 
bied to  make  sure  that  federal  de- 
regulation didn't  open  the  door  to 
allow  interstate  operators  to  make 
the  lucrative  runs  between  points 
in  New  Jersey  and  Atlantic  City. 
At  the  moment,  however,  private 
carriers  and  the  ICC  are  ignoring 
that  limitation — and  Hasbrouck 
isn't  happy.  "We  don't  feel  compe- 
tition in  the  bus  industry  is  good 
for  New  Jersey,"  he  says — meaning 
it  isn't  good  for  his  agency. — J.B. 


That  does  have  some  of  rural  Amer- 
ica up  in  arms.  Greyhound,  however, 
is  not  eliminating  whole  routes  but 
merely  stops  along  those  routes.  That 
can  save  big  money,  since  many  of  the 
abandonments  have  very  little  traffic. 
A  bus  may  have  to  get  off  the  highway 
and  travel  ten  miles,  only  to  find  no 
one  at  a  remote  stop. Take  the  Water- 
town  to  Utica,  N.Y.  bus  run,  which 
goes  through  Boonville.  "Sometimes 
you  might  have  seven  people  riding 
that  bus,"  says  Barnett  Rukin,  presi- 
dent of  New  Jersey's  Short  Line  Bus 
Co.  If  the  real  cost  of  riding  the  bus 
came  out  of  those  seven  people's  own 
pockets,  how  long  would  it  be  before 
they  all  decided  to  walk? 

And  they  probably  won't  have  to 
walk.  Small  commuter  carriers  filled 
voids  left  when  trunk  lines  pulled  out 
of  low-traffic  airports.  Limousines  or 
vans  could  do  the  same  on  the  ground. 
Just  as  a  727  isn't  the  only  way  to  fly, 
a  $155,000  intercity  bus  isn't  the  only 
way  to  ride.  Shuttles  and  taxi  services 
could  fill  much  of  the  gap. 

Folks  in  Boonville,  meanwhile, 
needn't  despair.  New  York  State  is 
searching  for  a  contractor  to  provide 
essential  service  there.  "They'll  prob- 
ably pay  someone  a  $75,000-a-year 
subsidy,"  says  Rukin. 

What  deregulation  giveth.  .  ■ 
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III. 


Margaret  Thatcher's  huge  majority  is  a 
powerf  ul  five-year  license  to  combat  the 
trade  union  abuses  that  have  all  but  crip- 
pled British  business. . . . 

Taming  the 
"bullyBoy" 


By  Rosemary  Brady 

Blackmail  and  intimidation," 
muttered  the  trade  union  leader 
outside  a  British  Leyland  car 
plan i.  near  Oxford.  There  just  had  to  be 
a  plot  somewhere:  5,000  BL  workers 
had  voted  down  his  call  to  go  out  on 
strike  m  order  to  preserve  three  min- 
utes of  end-of-the-shift  wash-up  time. 

In  April  those  same  5,000  workeis 
had  closed  the  BL  plant  for  four  weeks 
over  the  wash-up  time,  costing  BL  an 
estimated  $150  million  in  lost  car 
sales.  But  in  July  they  voted  to  take  a 
one-payment  settlement  of  $80  and  to 
forget  about  the  wash-up  time. 

Give  some  credit  to  Margaret 
Thatcher's  stunning  reelection  mar- 
gin. Change  is  in  the  air,  and  even  the 
unions  know  it.  The  workers  are  less 
in  awe  of  the  union  bosses  and  slower 
to  do  their  bidding.  In  1979,  Thatch- 
er's first  year,  British  industry  lost 
29.5  million  working  days  through 
strikes.  Last  year  it  lost  only  5.2  mil- 
lion days.  Labor  productivity  has 
sharply  improved,  and  pay  raises 
dropped  from  the  18%-to-20%  range 
to  around  6%. 

"The  whole  climate  of  industrial 
relations  in  Britain  is  changing,"  says 
Stephen  Wood,  lecturer  in  industrial 
relations  at  the  London  School  of 
Economics. 

Thatcher  took  the  offensive  again 
late  in  June  in  her  opening  speech  to 
the  reassembled  House  of  Commons, 
with  its  144-seat  Conservative  major- 
ity. "All  too  often  wc  hear  trade  union 
leaders  defending  overmanning  and 
inefficient  working  practices  as  if 
they  were  defending  their  members' 
jobs.  The  truth  is,  the  unions  are  de- 
stroying the  very  jobs  they  claim  to 
defend." 

Step  by  step  her  Con.  rv3tive  gov- 
ernment is  building  a  framework  of 


laws  that  make  union  leaders  answer- 
able to  their  members  and  open  union 
funds  to  civil  lawsuit. 

In  her  first  four  years  as  prime  minis- 
ter, Thatcher  outlawed  secondary 
picketing  and  sympathy  strikes,  made 
it  possible  for  employers  to  sue  union 
funds  for  civil  damages  and  made  a  dent 
in  the  powerful  closed  shops  dominat- 
ing many  work  places.  Beginning  No- 
vember 1984,  all  union  members  in 
closed  shops  will  have  to  vote  to  decide 
whether  their  jobs  should  remain 
available  only  to  union  members. 

Now  she  is  pushing  for  "freedom  of 
the  individual  union  member."  Em- 
ployment Minister  Norman  Tebbit 
has  released  proposals  for  promoting 
"democracy"  within  the  trade  union 
movement.  Union  members  will  be 
granted  the  secret  ballot  to  elect  gov- 
erning bodies.  Unions  would  also  be 
liable  for  damages  if  leaders  call 
strikes  without  first  polling  members. 
"The  ballot  box,  not  the  bullyboy, 
shall  prevail,"  Thatcher  declares. 

All  this  has  Labor's  left  wing  wav- 
ing the  bloody  flag.  "Mrs.  Thatcher  is 
interfering  with  the  rights  our  forefa- 
thers fought  for,"  declares  Britain's 
most  militant  union  leader,  National 
Union  of  Mineworkers'  President  Ar- 
thur Scargill.  "My  advice  to  the  trade 
union  movement  is  to  take  extrapar- 
liamentary  action  to  defy  the  govern- 
ment's legislation." 

But  not  all  of  the  union  leaders 
echo  this  thinly  disguised  call  for 
violence.  More  moderate  leaders, 
such  as  Len  Murray,  general  secre- 
tary of  the  Trades  Union  Congress 
(Britain's  equivalent  of  the  AFL- 
CIO),  say  Scargill's  suggestions  are 
"plain  daft."  Most  union  members 
seem  to  agree.  Scargill's  own  mem- 
bers twice  rejected  calls  for  nation- 
wide miners'  strikes  this  past  year. 
His  chances  of  riding  to  power  on  a 


wave  of  working  class  indignation 
seem  very  thin. 

Is  unemployment  making  British 
labor  more  docile?  The  12.5%  jobless 
rate  may  make  workers  cautious,  but 
the  cause  of  labor's  decline  seems  to 
lie  elsewhere.  In  fact,  more  and  more 
workers  consider  themselves  middle 
class,  not  working  class.  More  and 
more  workers  have  highly  skilled 
jobs,  take  European  holidays,  own 
homes,  pay  mortgages.  Some  47%  of 
homeowning  workers  voted  Tory  in 
this  year's  elections. 

Yet,  British  unions  still  wield  enor- 
mous power.  As  things  now  stand, 
collective  bargaining  agreements  are 
not  legally  enforceable  in  Britain,  as 
they  are  in  the  U.S.;  unions  can  give 
their  word,  then  break  it  with  impuni- 
ty. So  far,  Thatcher  has  not  been  will- 
ing to  tackle  the  unions  on  this  one. 

The  Financial  Times,  one  of  the 
world's  great  newspapers,  has  been 
closed  for  a  month  over  a  pay  dispute 
involving  24  print  machine  minders. 
The  striking  National  Graphical  As- 
sociation stubbornly  refused  to  stick 
to  an  agreement  to  accept  a  media- 
tor's ruling,  even  though  the  agree- 
ment was  reached  after  several  days  of 
negotiations  and  underwritten  by  the 
Trades  Union  Congress. 

Another  big  problem  is  strikes  in 
the  public  sector,  where  big  unions  in 
state-controlled  industries  crush  ef- 
forts to  hold  down  pay  boosts.  Earlier 
this  year  28,000  water  workers  forced 
the  entire  population  to  flush  their 
toilets  sparingly  until  the  union  could 
wring  a  10%  average  pay  raise  from 
the  government.  Some  employers 
want  the  government  to  ban  strikes  in 
the  public  services. 

But  Mrs.  Thatcher  is  smart  enough 
to  move  step  by  step.  One  of  her  pre- 
decessors, Conservative  Prime  Minis- 
ter Edward  Heath,  learned  the  lesson 
of  doing  too  much  too  fast  in  1971. 
Virtually  overnight,  he  radically  re- 
formed industrial  relations  in  Britain 
through  an  omnibus  bill  modeled 
after  the  Taft-Hartley  Act.  Strikes 
against  the  new  act  and  his  pay  poli- 
cies drove  him  to  call  a  general  elec- 
tion in  1974,  which  he  lost.  His  Labor 
Party  successor  repealed  the  act. 

What  Thatcher  aims  to  do  is  not 
only  pass  laws  but  also  convince  the 
British  people,  workers  and  managers, 
that  change  is  for  the  good. 

At  the  Vauxhall  Motors  car  plant 
outside  London  the  work  force  has 
dropped  from  16,000  to  9,700,  but 
each  worker  is  producing  twice  as 
many  cars.  Sam  Price,  the  Vauxhall 
plant  manager,  sees  it  like  this:  "It's 
not  all  strawberries  and  cream.  But  it 
is  more  of  a  winning  act."  ■ 
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HOW  TO  BEAT  THE 
HIRE/LAYOFF  CYCLE. 


CALL  KELLY  SERVICES. 

Your  business  seems  to  be  beginning  to 
pick  up. 

For  the  first  time  in  a  long  time,  you're 
looking  to  hire. 

But  you  hesitate.  Is  now  really  the  time  to 
hire  full-time?  What  if  that  "growth"  doesn't 
really  materialize?  Will  today's  hiring  merely 
trigger  layoffs  tomorrow? 

Kelly  Services  can  be  a  safeguard 
in  these  unpredictable  times. 

Because  with  qualified  help  in  over  100  job 
categories,  Kelly  can  match  the  right  person 
to  your  particular  job  requirement.  And  it's 
guaranteed  100%. 

So  if  it  turns  out  the  upswing  is  for  real  and 
you  can  begin  hiring  full-time  help  with  confi- 
dence-terrific. Having  a  Kelly  temporary  will 
give  you  the  time  to  find  out  for  sure.  And  the 
time  you  need  to  find  the  right  person.  (You 
won't  have  to  hire  the  first  applicant.) 

Until  you're  sure  about  your  business 
cycle,  don't  be  caught  in  the  hire/ 
layoff  cycle.  Give  your 
local  Kelly  office  a 
call  today. 


The 
Kelly  Girl 
People 


SERVICES 


1983  Kelly  Services.  Inc 


At  Mazda's  daily 
Morning  Market,  a  full 
assembled  engine  is 
selected  at  random  and 
broken  down  for  a 
detailed  quality  inspei 
tion  by  foremen  and 
other  workers. 


QUALITY  IS  NOW  THE  GOAL  OF  ALL  AUTOMAKERS. 
WHAT  MAKES  MAZDA  QUALITY  UNIQUE  IS 
THE  PROFOUND  COMMITMENT  OF  THE  PEOPLE  BEHIND  IT 

THE  EVOLUTO 
QUALITY 


An  automobile's  quality  is  only 
as  high  as  the  quality  of  work 
that  goes  into  it. 

This  is  a  singularly  appeal- 
ing thought  if  vou  are  now  con- 
sider;! ■       ying  a  Mazda. 

Because  over  the  years,  our 
people  hav  de  rnonstrated  a 
deep  and  ai>       5  sense  of 
commitment  to  the  quality  of 
their  work. 

And  this  cw.    n,  mentis 
clearly  eviden'  ;n  both  the  high 
quality  arid reasonable  cost  of 
our  automobile 


DETERMINING  THE 
COST  OF  QUALITY. 

The  quality  and  cost  of  a  Mazda 
automobile  is  largely  deter- 
mined "upstream,"  by  research, 
planning  and  design. 

It  is  here  that  a  design  con- 
cept called  Group  Value  Engineer- 
ing proves  invaluable. 

A  typical  Mazda  G.V.E. 
project  team  will  include 
people  from  a  variety  of  dis- 
ciplines— engineers,  designers, 
layout  planners,  and  people 


from  cost  control  and  pur- 
chasing, for  example. 
Their  job  is  to  analyze  and 
compare  various  design  alter- 
natives. And  to  arrive  at  the 
one  design  which  best  meets 
specific  development  objectives 
while  also  providing  the  high- 
est possible  quality  at  the 
lowest  possible  cost. 

MAZDA'S  QUALITY 
EVOLUTION. 

A  Mazda's  quality  and  cost  is 
also  determined  "downstream," 


unng  pro- 
.  uction. 

Here  our 
eople,  work- 
:rs  and  man- 
gement  alike, 
;»rovide  an 
(dge  in  quality 
hat  is  difficult 
tD  come  by. 

By  adher- 
ng  to  thou- 
iands  of  qual- 
ity standards 
hat  we've 
!  stablished  for 
he  work  that 
;oes  into  a 
vlazda,  our 
>eople  build 
[uality  into  our  automobiles  at 
•ach  step  in  the  production 
>rocess. 

In  a  sense,  they  treat  each 
>ther  as  customers.  For  just  as 
ve  will  not  sell  an  automobile 
hat  hasn't  met  quality  stan- 
iards,  they  will  not  allow  sub- 
tandard  work  to  move  forward 
o  the  next  person  on  the 
issembly  line.  In  fact,  workers 
an  bring  the  assembly  line  to  a 


By  pressing  a 
button,  work- 
ers can  call  for 
assistance  or 
even  halt  the 
assembly  line. 


meet  in  small  groups  to  solve  a 
variety  of  job-related  problems. 
In  the  process,  they  gain  a 
strong  sense  of  personal 
accomplishment  and  mutual 
respect  for  fellow  workers. 
Moreover,  their  involvement 
results  in  the  continuous  evolu- 
tion of  the  quality  of  work 
at  Mazda. 

FEWER  STEPS  ON  THE 
ASSEMBLY  LINE. 

Consider  how  the  ten  members 
of  the  Young  Craftsmanship  MQ 
Circle  improved  the  quality  of 
their  work,  and  their  work 
environment. 

Their  objective  was  decep- 
tively simple:  to  reduce  the 
walking  distance  between  their 
supplies  of  parts  and 
the  points  on  the 
assembly  line  where  the 
parts  are  used. 

The  distance  wasn't 
far.  A  little  more  than 
eleven  steps.  But  over3V2 
months,  Circle  members,  work- 
ing with  their  supervisor, 
succeeded  in  reducing  the  dis- 
tance to  fewer  than  seven  steps. 


)F  MAZDA 


ialt  simply  by  pressing  a  but 
on  should  the  situation  war- 
ant  it. 

Our  people 
lave  also  assumed 
•esponsibility  for 
mproving  the 
quality  of  the  work 
procedures  used 
:o  meet  produc- 
ion  standards. 

More  than 
18,000  Mazda 
people  demon- 
strate this  respon- 
sibility through 
/oluntary  parti- 
zipation  in  Mazda 
Quality  Circles. 
lircle  members 


VEHICLES  PRODUCED 
PER  EMPLOYEE 


And  reduced  a  walk  of  about  six 
miles  a  day  to  one  of  only  about 
3V2  miles. 


«1 
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Mazda  productivity  has  risen 
126.4%  over  the  past  seven  years. 


ANOTHER 
QUALITY 

EDGE  FOR 
MAZDA. 

But  a  shorter 
walk  isn't  all 
that  was  accom- 
plished. Circle 
members  contri- 
buted more 
than  240  ideas 
aimed  at  improv- 
ing the  quality  of 
their  work.  And 
the  adoption  of 
their  ideas  had 


dramatic  results. 

For  example,  a  tighter  bunch- 
ing of  parts  supplies  eliminated 
two  assembly  line  work  stations 
and  freed  space  for  future 
operations. 

Also,  as  the  result  of  more 
precisely  standardized  assem- 
bly procedures  developed  by 
Circle  members,  the  per  vehicle 


ijk: 


By  meeting  quality  standards,  our 
people  build  quality  into  our  automo- 
biles at  each  step  in  production. 

defect  rate— .0078  to  start 
with— was  further  reduced  by 
48.7%.  Which  provides  another 
edge  in  quality  for  Mazda. 

By  meeting  quality  stan- 
dards, and  actively  seeking 
ways  to  improve  work  pro- 
cedures, our  people  continue  to 
prove  that  commitment  to  quality 
isn't  just  an  abstract  concept. 

It's  a  tangible  part  of  every 
Mazda— an  expression  of  con- 
science on  the  part  of  people 
who  care  enough  to  achieve  the 
highest  quality  possible. 


FREE  1982  ANNUAL  REPORT 

We'd  like  you  to  know  more  about  Mazda. 
For  a  free  copy  of  our  1982  Annual  Report, 
just  send  your  name,  address,  city,  state 
and  zip  code  to  the  address  shown. 
Mailing  &  Marketing  Inc. 
Box  5960,  Orange,  CA  92668 
Attn:  Mazda  Annual  Report  Offer 


Two  things  make  Peter  Kiewit  Sons'  unique 
among  giant  companies  these  days:  It  is 
employee-owned,  and  it  is  sitting  on  a 
mountain  of  cash. 


The  ultimate 
meritocracy 


By  Jill  Bettner 


In  the  megabucks  construction 
business,  the  contracts  aren't 
coming  in  as  they  used  to,  and  it's 
good  to  have  a  few  sidelines  and  a 
little  cash.  Lucky  Peter  Kiewit  Sons', 
Inc.,  the  big  Omaha-based  builder,  has 
a  little  put  away — more  than  $660 
million  in  cash  and  mar- 
ketable securities — and  is 
looking  to  add  to  its  side- 
lines. 

Peter  Kiewit,  with  $1.5 
billion  in  revenues  last 
year,  also  is  among  the  top 
ten  coal  producers:  20 
million  tons  of  western 
coal  yearly,  sold  mostly 
on  long-term  contracts  to 
utilities. 

So,  what's  on  Kiewit's 
shopping  list?  Walter 
Scott  Jr.,  who  took  over  as 
chairman,  president  and 
chief  executive  in  1979, 
tells  Forbes  that  he  wants 
to  try  his  hand  at  mining 
gold  in  the  West.  Selling 
gold,  or  maybe  silver,  at 
spot  prices  "would  give  us 
another,  completely  dif- 
ferent kind  of  market 
from  any  we're  in," 
he  says. 

Gold?  Why  gold  at  a  time 
when  the  price  of  gold  is 
down   more   than  50% 
from  its  alltime  high  and 
when  deflation— which  is 
bad  for  gold — is  in  the  air? 
Why,  indeed.  "Gold  has 
an  unlimited  shelf  life 
says  Scott,  who  doesn't 
expect  the  price  to  be  de- 
pressed forever.  "E 
thing    our  governn 
does  and  every  other  gr 


ernment  does  tends  to  create  infla- 
tion," he  adds. 

To  limit  the  startup  risk,  he  is  con- 
sidering a  joint  venture  similar  to  his 
two  coal-mining  partnerships  with 
Union  Pacific  and  Pacific  Power  &. 
Light.  In  yet  another  diversification 
move,  Kiewit  has  taken  an  18%  stake 
in  Mapco  Inc.,  the  Tulsa,  Okla.  energy 


"Gold  has  an  unlimited  shelf  life." 


outfit,  and  Scott  and  his  financial 
right  hand,  a  New  York-bred  lawyei 
named  Donald  Sturm,  sit  on  Mapco's 
board  of  directors. 

Peter  Kiewit  Sons',  with  2,000  engi- 
neers, is  best  known  for  winning  pub- 
lic works  contracts,  among  them  more 
than  $2  billion  of  federal  interstate 
highways.  The  business  was  the  cre^ 
ation  of  the  late  Peter  Kiewit,  who 
built  the  construction  giant  from  hia 
father's  masonry  business.  Kiewit  died 
almost  four  years  ago,  and  his  estate 
had  been  directed  to  sell  the  company 
back  to  its  employees.  Some  800  of 
them  are  currently  shareholders,  but 
they  must  sell  their  shares  back  to  the 
company  at  a  price  reset  every  year — 
when  they  retire  or  move  on.  The: 
board  adds  new  shareholders  at  the 
recommendation  of  district  managers 
and  its  executive  committee. 

Kiewit  hated  publicity  and  rarely 
talked  with  the  press.  But  now  the 
company  is  trying  to  broaden  its  busi- 
ness. Scott,  who  stepped  into  the  top 
job  when  Kiewit's  immediate  succes- 
sor, Robert  Wilson,  died  of  heart-sur- 
gery complications,  has  raised  the 
curtain  a  bit  and  agreed  to  talk  with 
Forbes. 

The  Kiewit  company 
isn't  the  largest,  either  in 
construction  or  coal  min- 
ing, but  it  makes  a  good 
profit  in  both.  Earnings 
last  year  rose  14%,  to  "in 
excess  of  $100  million," 
Scott  said,  as  close  to  the 
real  figure  as  he  will  go. 
Outsiders  put  the  number 
at  perhaps  $140  million. 
That  compares  with  $153 
million  earned  by  com- 
petitor Fluor  Corp.  which 
is  nearly  five  times 
Kiewit's  size. 

Scott's  father  was  a 
Kiewit  engineer  and  confi- 
dant. The  younger  Scott, 
now  52,  joined  the  com- 
pany as  an  engineer  right 
out  of  Colorado  State  Uni- 
versity. He  worked  close- 
ly with  both  predecessors 
and  hit  the  ground  run- 
ning when  he  took  charge. 
Almost  immediately  he 
landed  contracts  for  two 
giant  public  projects.  One, 
the  Ft.  McFIenry  tunnel, 
will  route  eight  lanes  of 
Interstate  95  traffic  under 
Baltimore  harbor  when 
completed  next  year.  At 
$426  million,  it  is  the 
largest  highway-building 
contract  ever  awarded. 
Scott  was  also  low  bid- 
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Only  the  best 


der  on  $400  million  of  facilities  for 
the  Washington  Public  Power  Supply 
System.  But  the  troubled  WPPSS  is  a 
sign  of  the  times  he  inherited. 

High  interest  rates  had  begun  to 
push  big  public  building  jobs  off  the 
drawing  board.  The  U.S.  Army  Corps 
of  Engineers  hasn't  started  any  civil 
projects  in  four  years.  Like  other  do- 
mestic builders,  Kiewit  had  turned  to 
1  synthetic  fuels  projects  to  take  up  the 
i  slack.  But  when  the  oil-price  bubble 
,  burst,  Scott's  backlog  started  shrink- 
ing. Since  then  it  has  slipped  below  $  1 
i  billion,  down  about  10%  from  last 
year.  Hence  the  urge  to  diversify. 
:  Hence  the  urge  to  become  better 
known  and  to  go  after  smaller  jobs. 
Kiewit  did  nearly  $1  billion  of  work 
i  on  the  Alaskan  North  Slope  oilfields, 
but  "we've  also  paved  driveways  in 
Phoenix,"  says  Ken  Stinson,  who  last 
year  became  the  company's  first  busi- 
ness development  manager. 

Nearly  80%  of  Kiewit's  new  con- 
tracts last  year  were  for  jobs  under  $1 
million.  "We're  basically  opportun- 
ists," says  Scott,  meaning  that  when 
times  are  tough,  you  take  what  you 
can  get.  Recently  the  push  has  been  to 
get  more  work  like  the  $27  million 
office  high-rise  he's  building  in  Los 
Angeles  for  real  estate  tycoon  David 
H.  Murdock. 

But  Kiewit  still  is  winning  some 
very  big  government  jobs.  Among  its 
new  work  is  a  $208  million  dam  and 
hydroelectric  plant  for  Canada's  Sas- 
katchewan Power  Corp.,  a  $129  mil- 
lion hydroelectric  plant  for  the  Alas- 
ka Power  Authority  on  remote  Ko- 
diak  Island  and  $39  million  of  urban 
transit  work  in  Miami,  Baltimore, 
Boston  and  Atlanta.  Says  Scott  of 
Such  high-risk,  fixed-price  contracts: 
"We  love  'em." 

Of  course,  contractors,  particularly 
those  dealing  with  government,  aren't 
likely  to  be  mistaken  for  a  choir  of 
angels.  Two  former  top  officers  of 
Kiewit-owned  construction  firms  in 
Nebraska  and  Kansas  went  to  jail  two 
years  ago  for  bid-rigging.  They  were 
convicted  of  conspiring  with  several 
other  contractors  in  the  late  1970s  to 
fix  highway  contracts. 

Peter  Kiewit  Sons'  also  pleaded  no 
contest  in  1981  to  rigging  bids  that 
were  let  by  the  Army  Corps  of  Engi- 
neers between  1970  and  1976  for  Mis- 
souri River  stabilization  work.  To 
date  the  company  has  been  ordered  to 
pay  $5  million  in  fines.  A  Colorado 
grand  jury  also  recently  indicted  the 
company  on  more  antitrust  charges, 
involving  highway  building,  stem- 
ming from  the  Justice  Department's 
continuing  probe.  Because  of  the 
scandal,  Scott  reorganized  the  con- 


In  the  1930s  the  late  Peter  Kiewit 
concentrated  on  Public  Works 
Administration  projects;  in  the 
1940s,  defense  contracts.  In  the 
1950s  he  turned  to  highways  and 
missile  sites,  then  to  nuclear  pow- 
er plants  and  urban  transit  in  the 
1960s  and  1970s.  He  had  an  almost 
uncanny  feel  for  where  the  action 
was  going  to  be. 

His  father,  Peter  Kiewit,  a  son  of 
Dutch  immigrants  who  settled  in 
Omaha,  started  a  masonry  busi- 
ness in  1884.  By  1912  that  was 
Peter  Kiewit  &  Sons.  Young  Peter, 
one  of  six  children,  worked  for  his 
father  on  weekends  and  vacations 
as  waterboy  and  carpenter's  helper, 
hoist  operator  and  bricklayer.  After 
a  year  at  Dartmouth  he  came  home 
and  worked  in  the  family  business 
full  time.  In  1931,  after  other  fam- 
ily members  had  mostly  dropped 
out  of  the  business,  young  Pete 
formed  his  own  company,  calling 
it  Peter  Kiewit  Sons'.  Actually  a 
tribute  to  his  father,  the  name  has 
caused  confusion  ever  since. 

No  job  was  too  tough.  In  1951  he 
sent  5,000  men  to  build  Thule  Air 
Force  Base  in  Greenland,  north  of 
the  Arctic  Circle.  They  lived  in 
tentlike  huts  there  and  worked  12- 
hour  shifts,  seven  days  a  week,  for 
more  than  two  years. 

He  wore  out  men  who  worked 
closely  with  him  with  his  energy. 
He  was  a  fanatic  about  health,  nag- 
ging others  who  were  overweight. 
Those  who  produced  were  well  re- 
warded with  shares  in  the  company. 
Still  vigorous  until  his  death,  at  age 
79,  in  1979,  he  left  a  signed  contract 


struction  business  last  January. 
Kiewit  now  operates  as  a  regional  con- 
tractor under  five  new  names,  though 
it  continues  to  do  work  as  Peter 
Kiewit  Sons'  Co.,  a  subsidiary.  It  also 
has  a  Gilbert  group  of  construction 
companies,  generally  operating  as 
nonunion  builders. 

Besides  its  construction  business 
and  the  two  coal-mining  ventures  it  is 
a  partner  in,  Kiewit  has  two  coal 
mines  of  its  own  in  Wyoming.  Five 
other  subsidiaries  quarry  stone  and 
produce  other  building  materials. 

Scott  still  runs  the  company  with 
Peter  Kiewit's  nose-to-the-grindstone 
fervor.  Top  managers  are  required  to 
attend  his  regular  Saturday  morning 
status  meetings.  Typically,  they  all 
travel  four  of  the  five  regular  business 
days,  visiting  job  sites  or  drumming 


that  carried  out  a  plan  to  keep  con- 
trol of  the  company  in  the  hands  of 
its  employees  generations  later.  As 
he  wished,  his  own  controlling 
stock  (a  special  category  of  shares) 
was  canceled.  His  40%  of  the  divi- 
dend-paying shares  were  sold  back 
to  the  company  at  their  then  current 
value,  enriching  the  pot  for  the  oth- 
er employee-shareholders.  "He 
made  about  100  people  here  mil- 
lionaires," says  one  older  manager. 

Kiewit's  son  and  only  surviving 
child,  Peter  Kiewit  Jr.,  57,  a  Phoe- 
nix attorney,  is  a  director  of  the 
construction  company.  But,  as  a 
noncompany  employee,  he  owns 
no  stock.  Nor  does  Kiewit's  widow 
and  third  wife,  Marjorie,  who  lives 
in  Palo  Alto,  Calif. 

Kiewit's  controlling  stock  in  the 
Omaha  World-Herald  is  also  being 
sold  back  to  its  employees.  He 
bought  the  city's  sole  daily  in  1962 
to  keep  it  from  going  to  publisher 
Samuel  Newhouse,  an  "outsider." 

Through  the  Peter  Kiewit 
Foundation,  much  of  the  income 
from  the  rest  of  his  $200  million 
estate  continues  to  benefit  the 
midlands,  especially  the  Universi- 
ty of  Nebraska. 

It  also  benefits  Rancho  Mirage, 
Calif.,  where  Kiewit  had  a  home, 
though  he  frequently  used  his 
penthouse  apartment  atop  Kiewit 
Plaza  in  Omaha. 

White-haired  in  his  later  years, 
he  looked  and  preached  to  his  engi- 
neers like  the  Presbyterian  elder  he 
was.  "I  don't  care  if  we're  the  big- 
gest," he  is  remembered  for  often 
saying,  "only  the  best." — J.B. 


up  new  work. 

Perhaps  Kiewit's  most  distinguish- 
ing characteristic  is  the  high  degree  of 
employee  loyalty,  at  least  among 
managers.  At  the  lowest  management 
level,  field  superintendent,  the  aver- 
age tenure  is  15  years.  Among  execu- 
tives, it's  26  years.  This  in  a  business 
notorious  for  turnover.  But  then  why 
shouldn't  the  executives  work  hard 
and  loyally?  After  all,  they  are  work- 
ing for  themselves. 

"It's  the  ultimate  meritocracy," 
says  fellow  Omahan  Warren  Buffett. 
The  master  investor  shares  office 
space  with  Kiewit  headquarters  in 
Kiewit  Plaza  downtown.  "I  know  of 
no  more  successful  business  record  in 
the  U.S.,"  he  says.  Buffett  doesn't 
throw  praise  around  lightly.  That's 
quite  an  accolade.  ■ 
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School  boys  in  Seoul,  Korea. 


The  marketplace  demands 
trained  minds. 


-: 


Manufacturers  Hanover  schools. 


In  40  countries,  Manufacturers 
i  >ver  has  positioned  itself  to  serve 
i  ?aders  of  today  and  tomorrow  with 
:  >ad  spectrum  of  credit  and 
i  cial  services. 

'  In  Korea,  for  example,  Korean 
!  >trial  Leasing  Company,  Ltd.,  an 
lite  of  Manufacturers  Hanover 
>  ing  Corporation,  provided  $4.6 


million  in  financing,  which  the  govern- 
ment used  to  acquire  presses  to 
print  textbooks. 

Manufacturers  Hanover  Ltd.,  our 
merchant  bank  in  London,  arranged 
two  international  syndicates  which 
raised  $600  million  in  financing  for 
the  Hong  Kong  Mass  Transit  Railway. 

As  the  leading  correspondent 


bank  in  the  world,  Manufacturers 
Hanover  cornerstones  a  network  of 
over  4,600  banks— servicing  global 
financial  needs  of  every  size,  type 
and  scope. 

The  world  leadership  community 
demands  innovative  new  services  and 
Manufacturers  Hanover  is  positioned 
to  supply  them.  Consider  the  source. 


MANUFACTURERS  HANOVER 

The  financial  source.Worldwide. 


Member  FCHC 


Sweat-shirtsville,  Va.  shows  that,  even  in  the 
rag  trade,  smart  companies  can  whip  .the 
imports  and  earn  fat  profits. 


Golden 
fleece 


By  William  Baldwin 


T|  hey  call  Martinsville,  Va.,  a 
little  city  near  the  Blue  Ridge 
Mountains  and  the  North  Caroli- 
na border,  the  "sweat  shirt  capital  of 
the  world."  It  also  is  the  apparel  profit 
wonder  of  the  U.S.  Almost  every- 
where else,  the  clothing  business,  at 
least  for  mass-market,  private-label 
manufacturers,  has  been  in  distress, 
thanks  to  cheap  foreign  imports  and 
the  recession.  But  not  in  Martinsville, 
where  three  medium-size  firms  crank 


out  their  sweat  shirts,  jogging  pants 
and  extraordinary  profits. 

Tultex,  largest  of  the  three  (sales, 
$231  million),  earned  $12.7  million  in 
fiscal  1982,  up  25%  from  1981,  and  $4 
million  in  this  year's  first  quarter,  up 
350%  from  last  year.  Bassett-Walker's 
$24.2  million  net  on  sales  of  $192 
million  last  year  gave  it  a  profit  mar- 
gin a  tad  less  than  IBM's  and  three 
times  the  average  for  the  apparel  in- 
dustry. Pannill  Knitting's  $145  mil- 
lion sales  generated  earnings  of  $19.6 
million  for  a  36%  return  on  equity.  Its 


balance  sheet  is  nearly  debt-free. 

Unlike  most  of  the  clothing  indus- 
try, which  is  divided  into  big  fabric- 
makers  and  a  huge  number  of  mostly 
small  garment  shops,  the  Martinsville 
three  are  integrated.  They  start  with 
yarn — Bassett-Walker  and  Tultex 
even  make  some  of  their  own  yarn 
from  raw  fiber — and  end  with  a  pack- 
aged garment.  For  the  bulk  of  their 
business  all  depend  on  knitted 
"fleece"  fabrics,  which  have  a  furry 
nap  on  the  inside.  All  have  sales  of- 
fices in,  among  other  places,  the  Em- 
pire State  Building,  where  they  com- 
pete for  private-label  contracts  from 
chain  stores.  They  all  owe  their  exis- 
tence to  a  man  named  Will  Pannill. 

Eighty  years  ago  Pannill  was  work- 
ing in  a  Mayodan,  N.C.  cotton-spin- 
ning mill  when  he  decided  the  South 
should  invade  the  lucrative  knitted- 
underwear  business,  then  the  exclu- 
sive province  of  northern  textile 
mills.  Pannill  got  a  janitor's  job  in 
Utica's  largest  underwear  factory  and 
took  surreptitious  notes.  He  returned 
to  establish  a  succession  of  knitting 
shops.  He  founded  Pannill  Knitting  in 
1926,  helped  a  friend  start  one  of  Bas- 
sett-Walker's predecessor  firms  in 
1928  and  broke  off  part  of  Pannill 
Knitting  to  create  Tultex  in  1937. 

When  Pannill  died,  in  1940,  the 
conversion   from    long   johns  and 


Bill  Pannill,  president  of  Pannill  Knitting  and  son  of  Martinsville,  Va.  s  knitted-underwear  pioneer 
Proving  that  you  can  make  a  36%  return  on  equity  manufacturing  apparel  in  the  U.S. 
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Knitting 
Three  s 


bloomers  had  only  begun. 
But  it  was  not  a  difficult 
change.  In  those  days  un- 
derwear was  often  fleeced — 
that  is,  after  being  knitted 
it  was  run  through  a  "nap- 
per"  that  tore  up  one  side  of 
the^ fabric  to  make  it  fuzzy. 
The  knitting  machines 
Pannill  bought  secondhand 
57  years  ago  are  still  clank- 
ing, three  shifts  a  day.  His 
family  is  carrying  on 
strong,  too.  Son  Bill  Pan- 
nill, 56,  has  been  running 
Pannill  Knitting  since 
1966,  and  over  the  past  de- 
cade has  pushed  its  earn- 
ings per  share  up  3,800%, 
to  $45.  Son-in-law  William 
Franck,  65,  has  run  Tultex 
since  1953,  taking  it  on  a 
140-fold  sales  gain. 

The  sweat  shirt  kings  are 
in  the  right  place  at  the 
right  time,  making  clothes 
for  joggers.  Martinsville's 
firms  have  done  a  stunning 
job  of  turning  a  fitness  fad 
into  a  fashion  fad,  one  that 
shows  no  sign  of  running 
out  of  breath.  As  for  the 
place,  that  has  been  these 
companies'  strength  since 
Pannill 's  day.  In  the  hilly 
Virginia  countryside  live  conserva- 
tive, diligent  workers  who  vote  down 
unions  and  accept  wages  of  $5  to  $7 
an  hour.  You  can  live  pretty  well  on 
that  kind  of  money  in  a  town  like 
Martinsville,  especially  if  you  have  a 
working  spouse.  Many  of  the  employ- 
ees are  wives  of  men  who  work  in 
furniture  factories,  Martinsville's  oth- 
er industry.  That  is  why  Will  Pannill 
picked  this  spot. 

"I  like  it  here.  Even  on  a  day  when 
I'm  sick  I  can  make  $75,"  says  Anna 
Phillips,  pausing  to  break  her  pace  for 
only  a  few  seconds.  She  is  a  52-cents- 
a-box  inspector  at  Pannill  Knitting's 
plant  in  Floyd,  a  town  of  cows  and  tin- 
roof  shacks  in  the  Blue  Ridge  Moun- 
tains. It  is  one  of  14  satellite  cut-and- 
sew  plants  that  Martinsville's  fac- 
tories have  scattered  outside  the  city, 
the  better  to  tap  into  rural  labor.  Her 
sister  and  mother-in-law  also  work 
there,  making  something  closer  to  the 
$40-a-day  average  for  sewers.  "If  you 
work  for  the  Pannill  Knitting  Co., 
you're  going  to  have  a  good  life.  You 
might  not  get  rich,"  says  Paul  Mattox, 
a  Pannill  salesman  who  married  one 
of  Will  Pannill's  granddaughters. 

But  will  the  good  life  be  smothered 
by  cheap  labor  in  some  place  like  Chi- 
na? Martinsville  worries  about  it  con- 
stantly. "There's  no  way  to  compete 


room  at  Martinsville  sweat  shirt  plant 
hifts  a  day,  even  for  the  oldest  machines 


with  a  communist  country.  All  they 
want  is  to  keep  their  plants  running 
and  earn  hard  currency,"  says  Bill 
Pannill.  "If  Bassett-Walker  got  wiped 
out,  Tultex  and  Pannill  would  be 
wiped  out,  too,"  says  Dudley  Walker, 
52,  chief  executive  of  Bassett-Walker 
and  son  of  its  founder.  "Between  the 
three  we  employ  15,000  statewide 
and  almost  a  third  of  the  labor  force  in 
Martinsville  and  Henry  County." 

So  far  imports  have  captured  perhaps 
a  fourth  of  the  rapidly  growing  U.S. 
market  for  fleeced  clothing,  not 
enough  to  hurt  Martinsville.  Indeed, 
these  companies  expect  to  add  1,200 
jobs  among  them  this  year.  One  rea- 
son the  domestic  industry  is  healthy 
is  the  comparatively  low  labor  con- 
tent, and  high  weight,  of  the  product. 
The  simplest  cotton-acrylic  pullover 
sweat  shirt,  an  item  the  Martinsville 
outfits  all  wholesale  for  $4.38,  takes 
six  minutes  to  sew — 70  cents'  worth 
of  labor,  including  fringe  benefits. 
With  packaging  it  weighs  almost  a 
pound,  meaning  that  getting  it  across 
the  ocean  would  eat  up  most  of  that 
70  cents,  the  most  that  even  the  low- 
est-labor-cost nation  could  save  on 
the  sewing.  Exporters  in  the  Far  East, 
meanwhile,  are  bumping  against  quo- 
tas imposed  by  the  U.S.,  and  they 
would  rather  fill  the  allotment  with 


more  labor-intensive  goods 
like  blouses.  The  fleece 
items  that  do  come  in  tend 
to  be  slower-selling  items 
with  lots  of  flaps  and  zip- 
pers, and  hence,  labor. 

At  a  Tultex  warehouse, 
small  assortments  of  sweat 
shirts,  already  price-tagged, 
lie  in  separate  baskets  for 
shipment  to  individual  K 
marts.  "Service  has  a  great 
deal  to  do  with  it,  and  styl- 
ing," says  Walker,  whose 
firm  is  building  a  500,000- 
square-foot  distribution 
center.  "Five  years  ago  the 
Rumanians  decided  to  sell 
sweat  shirts.  One  of  my 
customers  purchased  some 
of  his  requirements  from 
them.  At  the  end  of  the  sea- 
son he  said,  'Even  though 
they're  a  whole  lot  cheaper, 
I  can't  afford  to  go  with 
them.'  " 

Vertical  integration  is  an- 
other strategic  advantage, 
since  the  U.S.  can  beat  poor 
nations  in  the  knowhow 
and  capital  that  go  into  fa- 
bricmaking.  China  prob- 
ably can't  equal  Tultex' 
computer-controlled  dye- 
matching  and  patternmak- 
ing.  Nor  could  a  poor  nation  keep  up 
with  the  $7.5  million  modernization 
going  on  in  the  cotton  mill  where  Will 
Pannill  started  out.  Bill  Franck,  the 
son-in-law  at  Tultex,  bought  the  88- 
year-old  mill  last  year,  after  years  of 
management  neglect  had  put  it  in 
bankruptcy.  He's  installing  Swiss 
spinning  machines  with  rotors  that 
run  at  80,000  revolutions  per  minute 
and  with  robots  that  unload  the  filled 
cones  of  yarn.  When  that's  done  Tul- 
tex will  have  cut  the  number  of  yarn 
workers  at  the  mill  from  250  to  100, 
while  increasing  capacity  60% . 

Bill  Franck  isn't  stopping  there.  Not 
content  with  private-label  work  for 
chain  stores,  he  is  also  developing 
Tultex'  own  sportswear  brands,  such 
as  Nautilus  under  a  royalty  arrange- 
ment with  the  Nautilus  fitness  cen- 
ters. "China  will  in  all  probability 
someday  get  into  the  business  in  a  big 
way,  but  I  feel  there's  going  to  be 
sufficient  time  to  get  into  areas  they 
can't  touch,  like  fashion,"  he  says. 

Like  his  two  local  competitors, 
Franck  hasn't  had  to  try  one  obvious 
escape  hatch:  offshore  sewing.  A  tariff 
regulation  allows  firms  to  make  and 
cut  fabric  here,  have  the  sewing  done 
where  labor  is  cheap  and  pay  duty 
only  on  the  value  of  that  labor. 
Martinsville  doesn't  welcome  com- 
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Alpha  Micro's  1042 E  has  more  power 
than  an  IBM"  System  36. 

It  has  more  memory  and  more  storage. 

Fact  is,  there's  only  one  area  in  which 
the  IBM  has  a  higher  number  than  the 
Alpha  Micro: 

The  price. 

Of  course,  IBM  is,  well,  uh,  they're  IBM. 
And  we  know  how  nice  and  safe  and  easy 


it  is  to  go  with  a  big,  old  company  like  that,  fl 
But  we're  not  exactly  new  to  this.  if 
Alpha  Micro's  been  making  micro-  / 
computers  longer  than  just  about  anybody  h 
else  in  the  business.  Including  IBM.  ji 
LVe  developed  AMOS;  a  multi-user  and  t 
multi-tasking  operating  system  that  lets  yo*  ! 
go  from  one  to  over  40  users  without  a 
changing  software.  (It's  the  ideal  system  for  \ 


m 


'orporate  Headquarters,  77.  <armap,  PO.  Box  18347,  Irvine,  CA  92714  •  c  Alpha  Micro  1983  •  IBM  is  a  trademark  of  International  Business  Machines,  Inc. 

"iark  of  Alph  E  Prices  and  specifications  are  subject  to  change  without  notice.  The  above  comparison  is  given  tor  reference  only. 


E  NUMBERS. 


d processing,  inventory  control,  spmad 
eet,  scientific  research  and  more.) 
And,  we  have  an  international  network 
)i  dealers  and  factory-trained  specialists- 
give  you  all  the  service  and  support  you'll 
r  need. 

uSo  if  you  want  a  big  name  and  a  price  to 
atch,  go  ahead  and  call  good  old  What's- 
leir-Name. 

\  ■ 


But  if  power,  speed,  expandability,  and 
price  mean  anything  to  you,  there's  only 
one  number  you  need  to  remember: 

800-854-8406.  (In  California,  call  collect 
714-641-0386.) 

ALPHA  MICRO 

Everything  a  computer's  supposed  to  be.  Except  expensive. 


^wrfi'toa  aiiiiil,,  h. 


petition  from  abroad,  yet  internation- 
al trade  hasn't  been  all  bad.  In  1980, 
before  the  dollar  strengthened,  Pan- 
nill  did  30%  of  its  sales  in  Europe, 
Bassett-Walker  9%.  Thanks  in  part  to 
the  threat  of  cheap  imports,  the  Mar- 
tinsville firms  have  made  themselves 
low-cost  producers.  How  do  they  stay 
competitive?  Tultex'  Swiss  spinning 
machines,  its  German  driers,  its  oxal- 


ic acid  from  China,  all  help. 

More  imports  from  the  Pacific  rim 
are  inevitable,  notwithstanding  that 
the  textile  and  apparel  industry  is  one 
of  the  most  heavily  protected  in  the 
U.S.  (see stay  below).  The  complicated 
country-by-country  quotas  haven't 
stopped  textile  and  apparel  imports 
from  climbing  over  the  past  two  de- 
cades from  SI  billion  to  $9  billion. 


Where  does  that  leave  Martinsville? 
Vulnerable  but  not  doomed.  These 
firms  can  adapt — with  new  fashions, 
computerized  distribution,  faster  ma- 
chinery and  perhaps,  someday,  new 
satellite  plants  in  Mexico  or  Costa 
Rica.  In  an  increasingly  international 
economy  they  must  keep  working 
smart,  but  there  is  no  reason  they 
can't  thrive.  ■ 


The  clothing  industry  is  one  of  the  most 
heavily  protected  in  the  U.S.,  but  the  im- 
ports keep  growing,  as  do  the  quota  restric- 
tions. Is  there  a  better  way? 


The  Byzantine 


web 


EXCLUDING  BUSINESSES  with  a 
national  security  element,  like 
the  Merchant  Marine,  what  is 
the  most  heavily  protected  U.S.  in- 
dustry? Without  a  doubt,  says  Wil- 
liam Niskanen  Jr.,  a  member  of  the 
Council  of  Economic  Advisers,  tex- 
tiles and  apparel — "both  in  higher  tar- 
iffs and  in  this  Byzantine  web  of  coun- 
try-by-country, product-by-product 
quotas."  So  far  this  year,  in  an  effort 
to  push  back  a  tide  of  imports  that  ran 
22%  ahead  of  1982  levels 
in  the  January-April  peri- 
od, the  Reagan  Adminis- 
tration has  imposed  54 
new  quotas,  including 
sweeping  restrictions 
against  China. 

U.S.  textile  protection- 
ism is  as  old  as  the  Tariff 
of  1816,  but  the  quota 
system  has  its  origins  in 
President  Franklin  Roose- 
velt's Cabinet  Textile 
Committee,  which 
cracked  down  on  Japan  for 
selling  cotton  cloth  here 
too  cheaply.  It's  clear  why 
this  industry  is  so  shel- 
tered: 1.3  million  jobs  are 
at  stake  in  garment  sew- 
ing, another  750,000  in 
fabric  making,  at  22,000 
firms  situated  in  every 
state.  What  is  far  from 


clear  is  whether  quotas  are  the  best 
way  to  protect  U.S.  interests. 

Because  the  quotas  are  country-by- 
country,  not  global,  the  temptation  to 
cheat  is  high.  The  Customs  Service 
must  determine  whether  a  load  of 
jeans  arriving  from  Indonesia  with 
Indonesian  labels  was  actually  made 
there.  Even  if  it  could  police  foreign 
factories,  that  would  not  solve  the 
problem  of  "island  hopping."  When 
sweater  quotas  were  imposed  against 


■  ^ 


Pr<  iducing  apparel  in  mainland  China 
Their  natural  comparative  advantage  is  poverty." 


Hong  Kong  and  Taiwan,  knitting  ma- 
chines popped  up  overnight  in  the 
Maldives,  off  India.  Each  category 
from  each  country  needs  a  separate 
Department  of  Commerce  investiga- 
tion before  a  quota  can  be  set.  "It's 
like  stepping  on  ants,"  gripes  lobbyist 
Larry  Martin  of  the  Man-made  Fiber 
Producers  Association. 

Economists  find  another  fault  with 
this  system:  It's  a  giveaway  to  foreign- 
ers. The  rights  to  export  into  the  U.S. 
are  assigned  to  foreign  nations,  which 
hand  them  out  to  their  own  citizens, 
usually  under  some  grandfather 
clause.  These  rights  are  valuable.  U.S. 
quotas  were  recently  trading  in  Hong 
Kong  at  $60  a  dozen  for  sweaters,  $29 
a  dozen  for  jeans.  This  represents  the 
spread  between  what  the  products  are 
worth  in  the  restricted  U.S.  market 
and  what  they  cost  to  produce  in  the 
Far  East,  ship  over  and  move  through 
customs.  Quotas,  according  to  CEA 
member  Niskanen,  are  equivalent  to 
tariffs  coupled  with  a  cash  grant-in- 
aid  to  foreigners. 

Beyond  the  question  of  how  to  de- 
sign tariffs  and  quotas  is  the  more 
fundamental  one  of  what  the  U.S.  ex- 
pects to  gain  from  them.  In  the  past 
two  decades  Congress  and  Presidents 
raised  barriers  to  apparel  and  textile 
imports  in  response  to 
pleas  for  help.  Yet  they 
have  never  declared  a 
long-term  strategy  for  this 
sector.  Is  there  some  way 
the  U.S.  can  hold  on  to 
capital-intensive  textile 
manufacturing,  where  it 
has  a  comparative  advan- 
tage, and  gradually  let  go 
of  labor-intensive  gar- 
ment work?  If  the  Chi- 
nese want  to  make  shirts 
to  trade  for  our  computers 
and  polyester  yarn,  should 
we  trade? 

Japan,  the  original  ob- 
ject of  U.S.  textiles  re- 
strictions, used  low- 
priced  textiles  as  an  in- 
dustrial stepping-stone  in 
the  1930s  and  1950s,  then 
consciously  allowed  these 
jobs  to  dwindle  (see  chart). 
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Ford's  Club  Wagon  is  the  best  seller  in  its  class* 

And  now  it  offers  the  most  powerful  diesel. 

Here's  hotel  luxury-to  go.  But  a  luxury  hotel  isn't  rated  to  handle  up  to  10, 
loaded  trailer.  Ford  Club  Wagons  are,  with  optional  trailer  package.  These  p 
vans  can  outtow  a  Chevy  Suburban.  Or  any  station  wagon  on  the  road. 


More  cargo  length  with  seats  removed.  Plus  more  seating  arrangements,  like  Captain's 

Chairs.  And  now  a  new  option:  6.9L  diesel  engine+  with  26  more  horsepower  than 

Chevy  Varoom-with  a  view! 

Manufacturers'  1982  calendar  year  reported  retail  sales  for  passenger  vans. 
^Available  in  E-250/350. 


6.9L  DIESEL  ENGINE  36  MONTH  50,000-MILE  LIMITED  WARRANTY. 

Whichever  comes  first.  Subject  to  deductible  after  limited 
12-month  12.000-mile  vehicle  warranty.  Ask  for  details. 


FORD  CLUB  WAGON 


The  trouble  with  textiles 

The  economics  of  manufacturing  fa- 
vor the  transfer  of  labor-intensive 
varieties,  like  much  garment  sew- 
ing, to  poorer  nations.  The  U.S.  has 
resisted  this  shift.  Japan,  resigning 
itself  to  it,  has  encouraged  its  textile 
firms  to  set  up  plants  in  countries 
like  Thailand  and  Malaysia  and  have 
them  buy  Japanese  fabric  or  fiber. 

Notwithstanding  trade  barriers  that 
have  increased  steadily,  apparel  and 
textile  imports  have  almost  tripled 
in  real  terms  over  the  past  two  de- 
cades. Imports  are  heaviest  from 
Taiwan,  Hong  Kong,  South  Korea 
and  mainland  China.  Exports  are 
primarily  in  the  more  capital-inten- 
sive fabric  and  synthetic  textiles. 
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Still,  Japan,  which  hopes  to  keep  high- 
er-value-added jobs  in  expensive 
clothes,  has  encouraged  its  large  tex- 
tile firms  to  set  up  offshore  plants  in 
the  Far  East,  has  increased  its  pres- 
ence in  textile  machinery — a  skill-in- 
tensive industry  in  which  the  U.S.  has 
lost  its  world  leadership — and  is  put- 
ting $60  million  of  government  re- 
search money  into  apparel  automa- 
tion. "The  Japanese  have  accepted  the 
idea  that  they  have  to  change  the 
structure  of  their  industry,"  says  Rob- 
ert Lipsey,  an  economist  with  the  Na- 
tional Bureau  of  Economic  Research. 
"They  cannot  stay  in  unskilled  labor. 
That's  something  we  have  to  accept 
also." 

Those  whose  jobs  are  threatened 
don't  buy  this  argument.  "Apparel 
wages  range  from  10  cents  an  hour  in 
Bangladesh  to  $1.18  in  Hong  Kong," 
says  Sol  Chaikin,  president  of  the  In- 
ternational Ladies'  Garment  Workers' 
Union.  "Their  natural  comparative 
advantage  is  poverty." 

But  economists  whe  talk  about  the 
law  of  comparative  advantage  are 
careful  to  make  the  comparison,  not 


between  different  countries  in  one  in- 
dustry, but  between  different  indus- 
tries within  one  country.  "The  prob- 
lem isn't  the  low  wage  in  a  foreign 
country.  The  problem  is  that  some 
other  industry  in  the  economy  here 
has  become  more  productive,"  says 
Richard  McKenzie,  economist  at 
Clemson  University.  Shirtmakers  in 
Manhattan,  then,  are  competing  not 
with  shirtmakers  in  Peking  but  with 
aircraft  workers  in  East  Hartford, 
Conn.  Connecticut's  workers  are 
sewing  shirts,  too — by  the  rounda- 
bout method  of  machining  titanium 
and  trading  a  jet  engine  for  shirts. 

"Say  our  apparel  workers  are  50% 
more  productive  than  apparel  workers 
abroad,  while  the  people  who  make 
jet  engines  are  100%  more  produc- 
tive," says  Niskanen.  "We  and  the 
foreign  workers  are  better  off  if  we 
make  the  jet  engines  and  they  make 
the  apparel."  The  U.S.  aerospace  in- 
dustry— whose  value-added  per  work- 
er is  three  times  that  of  the  apparel 
industry — is  counting  on  exports  for 
all  its  growth  over  the  next  two  de- 
cades. "If  we  get  into  an  era  of  protec- 


tionism, it  will  cost  jobs  in  Connecti- 
cut," says  Lawrence  Clarkson,  presi- 
dent of  commercial  sales  at  United 
Technology's  Pratt  &  Whitney  divi- 
sion in  East  Hartford. 

What  is  good  for  East  Hartford  is 
bad  tor  Manhattan,  and  it  is  no  easy 
matter  for  Congress  to  mediate  their 
interests.  For  one,  it  is  wishful  think- 
ing to  expect  a  laid-off  garment  work- 
er to  get  a  job  making  airplanes. 
Thanks  to  the  recession  and  the 
strong  dollar,  thousands  of  aircraft  as- 
semblers are  already  out  of  work.  The 
Institute  for  International  Economics, 
a  Washington,  D.C. -based  think  tank, 
suggests  that  Congress  could  replace 
textile  quotas  with  equivalent  tariff 
surcharges.  It  could  then  use  the  $2 
billion  a  year  in  proceeds  to  retrain 
apparel  workers.  Since  that  tax  rev- 
enue would  be  coming  from  the  pock- 
ets of  foreign  exporters,  not  U.S.  con- 
sumers, the  idea  sounds  appealing. 
But  would  a  government  retraining 
program  work?  The  last  one,  Trade 
Adjustment  Assistance,  was  a  failure. 

There  are  other  ways  the  U.S.  could 
improve  its  strategic  position.  A  Na- 
tional Academy  of  Engineering  panel 
that  reported  this  spring  on  the  com- 
petitive status  of  the  U.S.  clothing 
industry  has  a  recommendation:  Fol- 
low Japan's  lead  in  encouraging  off- 
shore garment  sewing.  An  existing 
tariff  rule  allows  U.S.  firms  to  make 
and  cut  fabric  here,  ship  it  abroad 
(typically  to  the.  Caribbean  or  Latin 
America)  for  assembly  and  pay  duty 
only  on  the  value  of  the  foreign  labor. 
The  aim  is  to  retain  jobs  in  fiber  and 
textile  mills,  where  productivity 
gains  have  been  large  and  the  U.S.  is 
still  internationally  competitive.  But 
the  program  is  sufficiently  restrictive 
that  it  accounts  for  only  9%  of  apparel 
imports.  Meanwhile,  we  let  in  mil- 
lions of  garments  from  South  Korea, 
even  though  that  country  lets  in  only 
a  tiny  fraction  of  our  fabric,  yarn  and 
fiber.  Some  American  companies 
have  on  their  own  turned  a  competi- 
tive strength  in  fabrics  to  advantage, 
as  did  the  sweat  shirt  makers  of  Mar- 
tinsville, Va.  (see  story  p.  110). 

Perhaps  legislators  could  best  im- 
prove the  competitive  status  of  the 
U.S.  by  making  up  their  minds.  Says 
Jeffrey  Arpan,  a  business  professor  at 
the  University  of  South  Carolina  and 
a  member  of  the  National  Academy 
panel:  "The  problem  American  firms 
have  more  than  their  foreign  competi- 
tors is  they're  dealing  with  a  big  un- 
certainty. There  isn't  any  comprehen- 
sive, clearly  enunciated  government 
policy  for  this  industry.  If  they  knew 
what  it  was,  most  of  them  could  deal 
with  it." — William  Baldwin 
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WHY  SHOULD  HE  CARE 
WHAT  IT  COSTS? 
THE  COMPANY'S  BUYING. 


Expense  account  psychology  isn't  limited  to  ex- 
ecutive lunches.  It  is,  unfortunately,  alive  and  well  in 
employees  who  find  themselves  ill. 

And  a  corporation's  best  laid  plans  for  containing 
medical  costs  often  don't  stand  a  chance  against, 
"I'm  covered  for  it." 

With  this  in  mind,  we  at  Connecticut  General,  a 
CIGNA  company,  approach  the  issue  of  rising 
medical  costs  not  only  as  a  financial  problem,  but 
as  an  educational  one. 

It  isn't  enough,  for  example,  to  offer  a  second 
opinion  on  elective  surgery  Or  one-day  surgery.  Or 
pre-admission  testing. 

Employees  have  to  know  these  things  are  avail- 
able. Even  a  high  deductible  and  co-payment 
aren't  enough.  Because  all  they  supply  is  an  incen- 
tive to  reduce  costs,  not  the  means. 

So  we  provide  brochures,  mailers,  promotional 
material,  videotapes,  and  advise  our  clients  on 
how  to  use  these  to  motivate  their  employees. 

Not  surprisingly,  we've  found  that  few  employees 
realize  there  are  alternatives  to  long  hospital  stays. 

When  it's  feasible,  many  would  prefer  a  nurse  at 
home  to  a  week  in  the  hospital. 


And  when  they're  offered,  many  are  also  willing 
to  take  advantage  of  preventive  medicine  programs 
such  as  blood  pressure  screening. 

Of  course,  we're  not  suggesting  that  employee  ed- 
ucation is  the  single  answer  to  this  serious  problem. 

In  fact,  our  programs  cover  a  range  of  approach- 
es. From  funding  business  coalitions  working  to  re- 
duce local  costs,  to  providing  companies  with  data 
to  track  their  own  cost  containment  activities. 

But  it  remains  true  that  even  a  cost  containment 
package  as  sophisticated  as  ours  can't  be  com- 
pletely effective  unless  employees  are  involved  in 
the  effort. 

So  if  you'd  like  more  information  about  reducing 
group  medical  expenses,  please  write  to  Connect- 
icut General,  Dept.  A-141-A,  Hartford,  CT  06152. 

Or  if  you'd  like  to  know  how  we  can  specifically 
help  reduce  your  company's  costs,  please  call 
your  broker  or  your  local  Connecticut  General  rep- 
resentative. 

After  all,  this  may  well  be 
an  area  in  which  manage- 
ment could  benefit  from  a 
little  education,  itself. 


Anyone  betting  on  the  industrial  equip- 
ment industry  these  days  has  a  long  wait 
ahead  of  him,  according  to  Cross  & 
Treckers  Richard  Lindgren: 


False  start 


By  Geoffrey  Smith 


Chairman  Ritfxird  T.  Lindgren 
Try  hint  again  next  year. 


Y1  ou  would  think  Dick  Lind- 
gren would  feel  entitled  to 
count  his  chickens  out  in  the 
suburban  Detroit  headquarters  of 
$380  million  (sales)  Cross  &  Trecker. 
There  he  is,  at  least  barely  in  the 
black  despite  a  sharp  decline  in  ma- 
chine tool  sales,  and  Wall  Street 
thinks  enough  of  his  future  to  bid  up 
the  price  of  his  stock  from  18  to  over 
27  so  far  this  year.  With  durable  goods 
orders  up  in  four  of  the  past  five 
months  and  economic  recovery  in  the 
wind,  the  market  apparently  likes 
what  it  sees  and  thinks  it's  a  good 
time  to  buy  into  an  industry  profit 
leader  like  Cross  &  Trecker,  which 
makes  sophisticated  computerized 
production  systems  for  the  aerospace, 
automotive  and  agricultural-  and  con- 
struction-equipment industries. 

But  Richard  T.  Lindgren,  who 
sports  a  no  surprises  sign  behind  his 
desk,  is  not  one  to  indulge  in  idle 
optimism.  The  recent  strength  in  the 
stock  price,  he  will  grant,  makes  it 
much  harder  for  a  raider  to  lay  hands 
on  the  pleasant  S100  million  cash 
hoard  he  is  sitting  on.  But  as  for  the 
business  basics,  he  advises,  wait  at 
least  another  year  before  you  have  a 
look  at  us.  Don't  jump  the  gun. 

"Listen,  I'm  doing  just  great,"  he 
says  sarcastically.  "I've  got  our  sales 
down  in  the  first  quarter — from  $103 
million  last  year  to  just  $32  million 
this  year.  I  got  our  operating  earnings 
for  the  second  quarter  down  from  S20 
million  last  year  to  just  S250,000.  And 
at  the  end  of  March  we  had  $65  mil- 
lion in  backlog,  as  opposed  to  $353 
million  at  the  end  of  1981,  just  before 
I  took  over. 

"We're  not  forecasting  any  signifi- 
cant improvement  for  1984,"  he  con- 
tinues. "The  percentage  rate  of  capac- 
ity utilization  in  American  industry 
has  moved  up  from  the  low  60s  into 
the  low  70s,  but  that  number  has  to 
move  into  the  low  80s  before  people 
really  start  buying  machine  tools.  A 
lot  of  people  are  asking,  'Might  not 
what  we're  looking  at  here  be  like  a 
false  start?  With  these  budget  deficits, 
aren't  we  likely  to  see  interest  rates 
come  up  again?'  There  isn't  anything 
like  a  real  strong  boom  out  there  yet." 

You  have  to  understand,  of  course, 
that  Dick  Lindgren  has  a  certain  stake 
in  being  pessimistic.  He  came  to 
Cross  &  Trecker  back  in  late  1981, 
when  the  company  was  still  riding 
high  on  the  big  automakers'  downsiz- 
ing spending  spree — a  spree  that  was 
about  to  come  to  a  screeching  halt. 
"This  company  was  really  headed  for 
trouble,"  he  says.  "No  one  really  real- 
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With  an  American  Express  Card  Assured  Reservation* 

ONLY  NATIONAL 
GUARANTEES  YOUR 
CAR  WILL  DE  WAITING. 

Now  when  you  rent  a  car 
from  National,  we'll  guaran- 
tee it  will  be  waiting  for  you 
—  even  if  you  arrive  up  to 
!  12  business  hours  late  (at 

participating  U.S.  and 
;  Caribbean  locations).  If  it's 
:  not  waiting,  we'll  provide 
free  ground  transportation 
to  your  initial  destination  up 
to  25  miles.  And,  within 
four  business  hours,  we'll 
provide  a  National  car  for 
your  use  free  for  the  dura- 
tion of  the  rental  or  reser- 
vation period,  whichever  is 
i  shorter,  up  to  a  maximum 
of  seven  free  days.  Specific 
cars  are  subject  to  availabil- 
ity. Car  must  be  returned 
to  renting  location. 
All  you  have  to  do  to  get 
i  this  guarantee  is  make  your 
reservations  by  phone  at 


You  deserve  Notional  attention. 


National  Car  Rental 


°1983,  National  Car  Rental  System,  Inc.  In  Canada,  it's  Tilden.  In  Europe,  Africa  and  the  Middle  East,  it's  European 


least  24  hours 
in  advance 
and  give  us 
your  American 
Express®  Card 
number.  You  can 
cancel  your  reser- 
vation up  to  two 
hours  before  your 
stated  arrival  time 
and  there  will  be 
no  charge  for  your 
rental.  After  that  time, 
your  account  will  be 
charged  $20  if  you  cancel  or 
don't  arrive  within  the  12- 
hour  holding  period.  Reser- 
vations or  cancellations 
must  be  made  by  calling 
800-CAR-RENT.SM 

It's  a  feature  you  may 
never  use.  But  it's  sure  nice 
to  know  it's  available.  Be- 
cause if  you  miss  a  plane  or 


have  an  extra-long  meeting, 
your  car  will  still  be  ready 
and  waiting,  guaranteed 
by  National  Car  Rental 
when  you  use  the  American 
Express®  Card.  Don't  leave 
home  without  it® 
800-CAR-RENT  spells  out 
easy  reservations. 

National  gives  you  a 
simple  toll-free  number 
for  reservations  — 


800-CAR-RENT.  You 
can  call  any  time  of  day 
from  all  fifty  states.  In 
Canada  call  us  collect 
at  612-830-2345. 
24-hour  road  service. 
Here's  another  piece 
of  National  attention® 
Only  National  pro- 
tects you  round  the 
clock  with  Amoco 
Motor  Club  road  service, 
with  6,500  service  facilities 
across  the  U.  S.  ready  to 
help  you.  You'll  probably 
never  need  it,  but  it's  nice 
to  know  it's  there. 


FOR  RESERVATIONS  CALL 

800-CAR-RENT 

OR  YOUR  TRAVEL  CONSULTANT 


ized  the  magnitude  of  the  problem 
that  lay  ahead."  No  one,  that  is,  ex- 
cept for  Dick  Lindgren,  who,  new 
though  he  was,  unhesitatingly  issued 
dire  warnings. 

The  trouble  was  that  top  manage- 
ment had  a  little  difficulty  at  first 
listening  to  a  Cassandra,  recruited  by 
headhunters,  who  had  never  spent  a 
day  in  the  machine-tool  business, 
even  though  he  had  spent  18  years  in 
the  automotive  business,  3  years  in 
Brazil  selling  for  Ford  Motor  and  an- 
other 6  years  running  construction 
equipment  manufacturer  Koehring, 
now  part  of  Canada's  AMCA. 

But  Lindgren  had  a  fair  understand- 
ing of  what  was  really  going  on  in 
customer  industries  of  Cross  & 
Trecker:  "I  said,  'Look,  the  bloom  is 
off  the  rose  in  the  oil  patch.'  And  they 
said,  'No,  we're  quoting  to  our  cus- 
tomers. They're  buying,  and  every- 
thing is  going  fine.'  I  said,  'That  isn't 
right.  The  pump-jack  business  is 
starting  to  hang  up.  The  mud-pump 
business  is  going  to  hell.'  I  knew  the 
construction  machinery  business  was 
starting  to  fall  off  because  that  was 
another  business  we  served  at  Koeh- 
ring. In  the  meantime  our  backlogs 
were  tumbling.  So  I  told  our  people 
we  would  have  to  plan  our  1983  busi- 
ness for  half  the  sales  volume  we  then 
had,  and  I  told  our  board  we  would 
have  to  cut  our  labor  force  from  4,600 
to  around  3,000." 

Such  drastic  cutbacks  did  not  go 
down  well  with  Cross  &  Trecker 
middle  management,  accustomed  as 
they  were  to  retoolings  as  regular  as 
clockwork  by  Ford,  GM  and  Chrysler. 
But  Lmdgren  toughed  it  out.  "In  some 
cases  we  went  through  five  iterations 
of  a  division  plan  before  they  were 
really  ready  to  submit  their  1983 
plans,"  he  recalls. 

And  he  was  right,  as  he  is  quick  to 
tell  you:  "If  you  look  at  our  competi- 
tion— Cincinnati  Milacron,  the  ma- 
chine-tool part  of  Ex-Cell-O,  Acme- 
Cleveland,  Giddings  &.  Lewis,  which 
is  also  part  of  AMCA  now — they've 
all  been  losing  at  a  fairly  significant 
rate  because  they  didn't  really  antici- 
pate the  depth  of  the  recession." 

Lindgren  does  not  foresee  another 
extensive  retooling  by  the  auto  indus- 
try in  Cross  &  Trecker  s  future. 
"That's  one  of  those  things  that  hap- 
pen once  in  a  lifetime,"  he  admits,  "a 
very,  very  unusual  event."  What  will 
replace  it?  "I  think  there's  son.  thing 
going  on  now  that's  the  equivalent  of 
that  or  perhaps  greater,"  he  rc 
"Almost  anybody  can  get  about  a  50% 
reduction  in  labor  cost  by  moving  to 
the  Sunbelt.  Add  to  that  a  tremendoL  s 
amount  of  competitive  pressure,  prin- 


cipally from  the  Japanese,  and  every- 
body is  going  to  start  moving  South.  I 
mean,  it's  hard  to  pick  up  a  Cleveland 
paper  without  reading  about  so-and- 
so  closing  a  plant  and  moving  it 
South.  Now  there  aren't  long  lines  of 
skilled  machinists  down  there." 

Enter  Cross  &  Trecker  computer- 
ized production  systems  that  "design 
out"  skilled  labor  as  well  as  excess 
inventory.  Lindgren  is  very  strong  on 
designing  out  inventory — a  factor  he 
regards  as  the  pivotal  advantage  of 
Japanese  manufacturers  and  an  idea 
they  stole  from  Henry  Ford.  "Thirty 
years  ago,  when  I  worked  for  Ford 
Motor  in  the  Rouge,"  he  says,  "if  we 
didn't  get  a  shipment  of  sheet  metal 
by  noon,  we  didn't  run  in  the  after- 
noon because  we  never  kept  more 
than  half  a  day's  inventory  of  steel  in 
the  plant  at  any  time.  It's  what  the 
Japanese  call  kan  ban  or  'just  in  time' 
delivery  of  supplies.  They  don't  have 
machinery  that's  any  more  advanced 
than  ours.  They're  just  more  careful 
about  inventory. 

"In  my  last  job  I  ran  a  company  that 
made  asphalt  compactors — steam- 
rollers. We  had  a  very  well-run  com- 
pany in  Germany,  and  it  turned  its 
inventory  3  to  3>Vi  times  a  year.  The 
company  we  had  in  the  U.S.  wasn't 
nearly  as  well  run,  so  we  used  to  get  a 


2Vi  turn  in  our  inventory.  Stuff  was 
piled  up  all  over  the  shop.  But  we 
were  also  running  a  company  in  Ja- 
pan, and  there  we  were  able  to  get  an 
8'/2  turn  in  our  inventory.  That  was 
the  difference." 

Cross  &  Trecker  computerized  pro- 
duction systems  aren't  cheap.  So 
Lindgren  has  his  research  people  hard 
at  work  creating  a  whole  new  genera- 
tion of  machines  instead  of  tinkering 
with  the  old  ones — the  oldest  auto- 
mobile marketing  gimmick.  And  he's 
willing  to  do  a  little  creative  financing 
to  get  the  ball  rolling:  "What  we  want 
to  do  is  demonstrate  to  our  customers 
that  we  can  get  significant  reductions 
in  labor  cost  for  them  with  our  com- 
puterized production  systems,  with 
significant  improvements  in  lower  in- 
ventory and  improved  product  qual- 
ity, and  we're  willing  to  put  our  mon- 
ey where  our  mouth  is.  We've  put 
together  a  proposal  for  one  of  the  big 
auto  companies. We  buy  the  land, 
build  the  factory  and  equip  it.  And  all 
we  ask  from  them  is  a  commitment  to 
buy  a  certain  number  of  parts.  Costs 
us  probably  $15  million.  We  recover 
that  over  the  life  of  the  part,  and  then 
they  own  the  plant." 

As  Lindgren  says,  try  him  next  year. 
That's  the  kind  of  hard  sell  you  don't 
do  unless  you  have  to.  ■ 


Who  says  Britain  s  indmtiy  is  obsolete? 
Meet  Ferranti,  which  has  set  its  electronic 
sights  on  the  Pentagon. 


Coals  to 
Newcastle? 


By  Rosemary  Brady 


Ferranti  is  an  exceptionally  en- 
ergetic British  high-technology 
company  with  S595  million  in 
sales  for  the  year  ended  Mar.  31 — 40% 
from  sales  to  Britain's  Ministry  of  De- 
fense. New  Ferranti  is  settmg  its  elec- 
tronic sights  on  the  Pentagon.  It  isn't 
easy.  Most  defense  establishments 
like  to  keep  the  contracts,  the  profits 
and  jobs  ar.u  the  political  influence 


they  represent,  at  home.  But  Ferranti 
is  no  novice.  Over  the  last  decade  it 
has  built  a  strong  position,  in  some 
cases  a  worldwide  lead,  in  technology 
for  lasers,  radar,  inertial  navigation 
aids  and  map  and  visual  display  units 
for  ships  planes  or  tanks. 

"We  have  all  our  arrows  in  the  quiv- 
er to  launch  an  attack,  which  we  have 
a  good  chance  of  winning  "  says 
Derek  Alun-Jones.  Ferranti's  manag- 
ing director,   usmg  inappropriate!} 
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KEEP  HIS 
EYES  AND  EARS  OPEN. 


The  last  thing  you  need  is  for  word 
to  get  out  that  you're  looking  for 
a  new  plant  site.  The  first  thing  you 
need  is  to  find  the  property  that's 
right  for  you. 

OUR  LIPS  ARE  SEALED. 

Burlington  Northern  has  been  in 
the  plant  location  business  a  long 
time  and  our  trained,  experienced 
staff  understands  completely  the 
importance  of  keeping  your  plans 
and  activities  totally  confidential. 
Our  eyes  are  open,  but  our  lips  are 
sealed. 


SITE  SEEING. 

And,  as  the  nation's  longest 
railroad,  Burlington  Northern  can 
offer  you  an  outstanding  variety  of 
locations  to  choose  from.  Rural  or 
urban,  we  have  sites  in  or  near 
most  major  markets,  from  Canada 
to  the  Gulf,  and  from  the  Pacific 
Northwest  to  Alabama  and  Florida. 

WE'LL  MIND  YOUR 
BUSINESS. 

If  you  want  to  find  out  more,  call 
Joe  Galassi,  Vice  President,  or 


Ed  Riebow, 
Director  of  Field  Operations 


Ed  Riebow,  in  St.  Paul,  at  (612) 
298-7059.  Put  the  nation's  longest 
railroad  to  work  for  you.  And  rest 
assured,  we'll  keep  your  business, 
your  business. 


BURLINGTON 

NORTHERN 

RAILROAD 


Industrial  Development  Department 
Room  C883 
176  East  Fifth  Street 
St.  Paul,  Minnesota  55101 


Mellon  defines  banking  issues 


Community  finance 
What  role  for  banks? 


Revenues  have  not  kept  pace  with  the 
growing  responsibilities  of  state  and 
local  governments.  How  can  banks  help 
public  officials  make  the  most  effective 
use  of  their  financial  resources? 

State  and  local  governments  face  a  serious  budget 
squeeze.  Local  taxes  in  many  areas  are  already 
burdensome,  and  borrowing  remains  costly.  Though 
federal  money  has  fewer  strings  attached,  there  is 
less  of  it:  grants-in-aid  were  cut  nearly  $5  billion 
from  1980  to  1982— more  than  21%  in  inflation- 
adjusted  dollars. 

The  result:  despite  tax  hikes  in  more  than  half  the 
states,  real  spending  by  state  and  local  govern- 
ments actually  declined  each  of  the  last  two  years, 
for  the  first  time  since  World  War  II. 

It's  become  more  critical  than  ever  for  state  and 
local  governments  to  use  their  revenues  effectively. 
But  public  officials  are  traditionally  more  con- 
cerned with  the  audit  and  control  side  of  financial 
management.  Now  they're  drawing  on  the  expertise 
of  banks,  which  are  reaching  out  to  the  public 
sector  with  the  same  financial  skills  they  once 
reserved  for  corporations. 


Stretching  available  resources 


Despite  cutbacks,  substantial  funds  are  still  avail- 
able to  meet  specific  community  goals,  such  as 
housing  or  industrial  development.  In  addition  to 
local  tax  revenues  and  municipal  borrowing,  the 
federal  government  continues  to  allocate  more  than 
$80  billion  a  year  to  state  and  local  governments. 
Banks  can  help  communities  design  and  administer 
programs  to  use  all  these  funds  effectively. 

For  instance,  banks  can  help  a  public  agency  turn 
a  grant  program  into  a  revolving  loan  fund  that 
reuses  money  as  it  is  repaid,  which  is  far  more 
efficient  than  a  one-time  giveaway.  Working  in 


partnership  with  the  community,  a  bank  can 
conduct  credit  investigations,  structure  loans 
gather  applications,  and  set  up  an  approval  p 
— sparing  local  government  the  need  to  creat 
additional  bureaucracy. 

Banks  can  also  make  public  funds  go  farther 
adding  loan  money  of  their  own.  In  one  weste 
Pennsylvania  community,  local  officials  are  w 
ing  closely  with  banks  to  heighten  the  impacl 
their  housing  improvement  program.  Public  f 
are  being  used  to  reduce  the  interest  on  horn* 
improvement  loans  to  substantially  below  tht 
ket  rate.  As  a  result,  more  money  is  available 
revitalize  neighborhoods,  and  millions  of  exti 
dollars  are  being  injected  into  the  local  econc 


Sixth  of  a  series 

J  :  ;  :  :  :  


h  management  for  governments 


cash  management  techniques  can  add  supple- 
tary  income  to  many  state  and  local  treasuries, 
ty  of  these  techniques  are  standard  in  private 
istry,  but  less  commonly  used  in  government — 
1  though  such  public  agencies  as  lotteries  or 
authorities  may  handle  millions  of  dollars 
y  week. 

duce  float  on  their  collections,  for  example, 
>iy  corporations  process  payments  through  a 
c  box" — a  post  office  box  used  by  their  bank  to 
ct  and  deposit  checks.  Public  agencies  can  also 
!!a  lock  box  to  speed  up  collection  of  tax  receipts, 
n  in  a  small  town,  taxes  can  often  be  deposited 
municipal  account  faster  through  a  lock  box 
if  they  are  mailed  to  Town  Hall. 

1  management  programs  can  be  tailored  to  the 
ds  of  any  size  government  agency.  A  rural 
>ol  district  with  multiple  tax  collectors  can  pool 
evenues  and  issue  transfer  instructions  auto- 
ically.  A  liquor  authority  managing  hundreds 
ate-owned  stores  can  collect  its  receipts  and 
p;st  them  on  a  daily  basis.  And  a  state  govern- 
Bit,  with  finances  as  complex  as  a  Fortune  500 
i  oration,  can  use  on-line  reporting  systems  to 
A  ler  daily  balances  from  hundreds  of  banks  and 
1 1  pare  them  to  specific  targets. 


ing  the  credit  crunch 


|l  e  and  local  governments  are  also  finding  it  ex- 
(isive  to  borrow  money.  But  banks  are  using  their 
iiirtise  to  help  them  develop  affordable  financing, 
(iddition  to  their  traditional  role  as  underwriters 
)■!  distributors  of  municipal  bonds,  banks  are 
lie  actively  counseling  communities  on  how  to 
j  jicture,  prepare,  and  place  bond  issues  before 
'  reach  the  market. 

!  j  way  a  bond  issue  is  structured  and  presented 
I  significantly  affect  its  marketability.  The 
i  ins  of  amortization  should  closely  match  the 
n  flow  of  the  municipality.  Disclosure  statements 
I  aid  convey  the  community's  housing,  income, 
I  iloyment,  and  tax  characteristics  in  the  most 
I  Table  light.  By  developing  pertinent  informa- 


tion and  presenting  it  forthrightly,  municipalities 
can  end  up  paying  less  for  what  they  borrow. 

Banks  now  often  coordinate  the  complex,  tedious 
process  of  organizing  a  bond  issue:  gathering  infor- 
mation for  financial  statements,  preparing  legal 
documents,  holding  investor  information  meetings, 
securing  a  rating,  and  conditioning  the  market- 
place. After  the  issue  is  sold,  banks  are  using  their 
investment  expertise  to  help  communities  invest 
the  proceeds. 

Local  governments  benefit  from  all  these  methods 
for  enhancing  credit,  improving  cash  management, 
and  creating  more  effective  programs.  Banks  bene- 
fit, too,  by  finding  new  clients  and  new  uses  for 
their  skills.  But  government  money  is  public  money, 
so  it's  the  public  that  ultimately  benefits  from  these 
new  methods  of  making  every  dollar  count. 

At  Mellon  we've  helped  many  communities  meet 
the  challenge  of  today's  difficult  financial  climate. 
For  example,  our  Community  Development  Divi- 
sion works  with  public  agencies  to  create  effective 
funding  programs.  We're  a  leader  in  developing 
cash  management  programs  for  the  public  sector, 
and  we  advise  state  and  local  governments  on  a 
broad  range  of  financing  options.  It's  one  more 
way  in  which  Mellon  helps  define  what  banking 
means  today. 


Mellon  Bank 

One  of  the  banks  that  define  banking 

Mellon  Bank  is  a  subsidiary  of  Mellon  National  Corporation, 
whose  other  major  subsidiaries  include: 

Mellon  Financial  Services 

Consumer  Finance  •  Commercial  Finance  •  Commercial  Loans 
Leasing  •  Real  Estate  Financing  •  Real  Estate  Investment  Management 

Mellon  Bank  International 

Girard  Bank 

Girard  Bank  Delaware 

For  more  information  on  the  subject  of  this  ad,  write  the 
Communications  Office,  Mellon  Bank,  Mellon  Square, 
Pittsburgh,  PA  15230. 


anachronistic  military  terminology. 

But  a  lot  of  people  think  he  will  hit 
his  target.  Ferranti  shares,  first  listed 
on  the  London  Stock  Exchange  in 
1978,  today  are  riding  high  at  25  times 
earnings.  Back  in  1975  the  British  gov- 
ernment came  up  with  $35  million  to 
rescue  Ferranti,  which  was  founded  in 
1882,  from  bankruptcy.  Then  still 
family  run,  the  company  had  stum- 
bled on  its  passion  for  innovation. 

Alun-Jones,  50,  was  recruited  from 
Burmah  Oil  Trading  Ltd.  in  1975  to 
put  all  that  technology  on  a  more 
businesslike  basis.  That  he  has  done. 
From  1976  on,  Ferranti's  sales  rose 
25%  to  30%  yearly.  Pretax  profits 
jumped  from  $7  million  in  1976  to 
$50  million  in  fiscal  1983,  for  a  return 
on  equity  of  28%.  In  1978  Ferranti 
paid  back  the  government's  loan,  and 
in  1981  the  government  sold  its  50% 
equity  kicker  to  institutional  inves- 
tors. Now,  says  Alun-Jones,  the  com- 
pany's borrowings  are  practically  nil, 
and  cash  flow  is  strong. 

So,  now  comes  the  assault  on  the 
U.S.  military  market.  "One  of  the  few 
ways  to  get  into  the  U.S.  market  is  to 
have  something  that's  not  available 
from  anyone  else,"  Alun-Jones  says. 
"COMED  is  one  case  where  we  did." 
COMED  is  the  $100,000  combined 
map  and  electronic  display  unit  that 
will  face  pilots  at  the  controls  of  the 
new  McDonnell  Douglas  F-18.  Essen- 
tially, COMED  is  a  screen  that  dis- 
plays a  moving  map  linked  to  the  air- 
craft's flight  path  and,  at  the  same 
time,  gives  separate  information 
about  enemy  forces,  the  required 
route,  targets  and  danger  areas.  Fer- 
ranti designed  a  similar  device  for  the 
joint  Anglo-German-Italian  Tornado 
fighter  aircraft  in  the  mid-1970s.  It 
was  the  hottest  display  unit  around 
when  McDonnell  Douglas  started 
looking  for  F-18  parts,  the  British  say. 
But  $100,000  systems  for  nearly  1,400 
Navy  planes  would  mean  a  $140  mil- 
lion contract,  not  an  easy  catch  for  a 
foreigner. 

"We  decided  it  would  be  extremely 
difficult,  even  though  we  were  in  a 
strong  technical  position,  to  do  the 
deal  as  a  total  foreign  buy.  So  we  went 
into  an  arrangement  with  Bendix. 
They  do  some  of  the  work  in  the  U.S., 
and  that  limits  the  exports  from  the 
U.K.  It's  a  more  bearable  arrangement 
[for  the  U.S.],"  he  says. 

Ferranti  gets  35%  of  the  financial 
benefits  of  the  contract,  and  Bendix 
gets  Ferranti's  technology — not  an  es- 
pecially good  deal  for  Fei  :anti  but  the 
price  it  must  pay  to  get  the  U.S.  busi- 
ness at  all.  In  1982  Ferranti's  U.S. 
sales,  commercial  and  military,  were 
less  than  $30  million.  Last  ttscal  year 


they  were  up  38%,  to  $38  million,  and 
Alun-Jones  wants  to  maintain  that 
growth  rate,  regardless. 

The  most  promising  defense  ven- 
ture appears  to  be  Electro-optics  Inc., 
a  tiny,  less-than-a-year-old  subsidiary 
in  Huntington,  Calif.  Alun-Jones, 
who  calls  the  U.S.  weak  in  laser  tech- 
nology, is  waiting  to  hear  whether 
Electro-optics  will  succeed  in  any  of 
its  15  bids  for  laser  contracts,  ranging 
from  $5  million  to  $85  million.  Fer- 
ranti's star,  combat-tested  laser  prod- 
uct is  the  Laser  Ranger  and  Target 
Marker,  which,  attached  to  Royal  Air 
Force  Harriers,  last  year  successfully 
guided  British  bombs  to  Argentine 
targets  in  the  Falkland  Islands  war. 
There's  also  a  lightweight  Target 
Marker  that  fits  snugly  into  a  soldier's 
pack  and  is  used  to  direct  bombing. 

Ferranti  also  paid  a  low-risk  $4  mil- 
lion last  year  for  Venus  Scientific  Inc. 
of  Long  Island,  manufacturer  of  high- 
voltage  power  supplies  for  the  U.S. 
military  avionics  market,  and  is  look- 
ing for  more  acquisitions  or  joint  ven- 


tures. "Our  strategy  recognizes  there 
are  various  stages  in  the  U.S.  defense 
business,"  says  Alun-Jones.  "It  is 
comparatively  easy  to  supply  compo- 
nents and  to  be  in  subassembly." 

There  also  is  the  civilian  market.  In 
Britain — and  in  the  U.S.  through  In- 
terdesign  Inc.  of  California — Ferranti 
manufactures  an  unusual  microchip 
developed  from  old  Bell  Labs  technol- 
ogy. This  "uncommitted  logic  array" 
chip  resembles  other  semiconductors 
until  the  final  production  stage,  when 
it  may  easily  be  adapted  to  different 
applications.  Its  revenues  are  benefit- 
ing handsomely  from  the  boom  in  per- 
sonal computers.  The  Sinclair  person- 
al computer  and  Britain's  popular 
Acorn  brand  use  Ferranti  chips. 

Alun-Jones  believes  his  Ferranti  has 
the  electronic  knowhow  and  the  com- 
petitive price  to  prove  that  high  tech- 
nology isn't  the  private  preserve  of 
Silicon  Valley  and  Japan.  You  might 
say  that  Ferranti  is  to  British  industry 
what  the  Falkland  Islands  were  to 
British  pride.  ■ 
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I*  Message  from  the  U.S.  Ambassador  to  the  Republic  of  the  Philippines 

Michael  H.  Armacost 

J.S.-Philippine 

:conomic  Relations 


e  text  for  the  special  Philippines  advertising 
:tion  was  prepared  by  Adrian  E.  Cristobal. 
:  Cristobal,  an  author  and  journalist,  is  an 
pert  on  economic,  cultural  and  political 
ues  in  the  Philippines. 


conomic  relations  between 
the  United  States  and  the 
Philippines  are  in  good 
shape,  reflecting  many 
lars  of  cooperation  for  mutual  benefit. 
Iver  the  past  decade  the  Philippines 
is  opted  for  a  healthy  diversification  of 
1  economic  partnerships,  particularly 
1th  its  East  Asian  neighbors  and  the 
Iropean  Community.  Nonetheless,  the 
imted  States,  with  nearly  $1.5  billion  in 
(vestment,  remains  the  largest  single 
| reign  investor  supplying  over  20%  of 
nilippme  imports  and  purchasing  over 
B%  of  Philippine  exports.  Bilateral 
fede  in  1 982  totaled  $3.3  billion,  with 
| .7  billion  in  U.S.  exports.  Direct  U.S. 
tsistance  to  the  Philippines  amounted 
I  about  $100  million  in  1982,  and  U.S. 
kmmercial  banks  now  hold  one-third 
["the  total  Philippine  fixed-term  exter- 
I  debt  of  $17  billion, 
r  The  key  policymakers  of  the  Phil i p- 
flnes  are  committed  to  a  development 
[rategy  that  encourages  foreign  invest- 
ment and  relies  on  the  private  sector 
resident  Ferdinand  E.  Marcos  recently 
paffirmed  that  foreign  investors  need 
pt  fear  expropriation,  barriers  to  the 
ppatriation  of  profits,  or  constant 
ranges  in  the  rules.  He  also  stated  that 
[ere  will  be  a  sustained  commitment  to 
pake  Philippine  industry  more  compet- 
ve  through  the  reduction  of  tariffs, 
here  have  been  changes,  too,  in  invest- 
ment incentives,  to  promote  export- 
[riented,  labor-intensive  and  high-tech- 
plogy  industries,  maximizing  local 
bmmodities. 
These  recent  revisions  are  intended 


Michael  H.  Armacost 

U.S.  Ambassador  to  the  Republic  of  the 

Philippines. 
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to  complement  a  variety  of  factors  that 
make  investment  in  the  Philippines 
attractive: 

•  Abundant  natural  and  human 
resources. 

•  High  levels  of  management  and 
entrepreneurial  skills. 

•  A  highly  literate,  English-speaking  and 
competitively  priced  labor  force. 

•  One  of  the  most  dynamic  and  fastest- 
growing  locations  in  the  world. 

U.S.  electronics  firms  have  found 
these  inducements  particularly  advan- 
tageous. Many  major  American 
producers  of  electronic  components 
have  established  manufacturing  facilities 
in  the  Philippines  in  the  past  few  years. 

Admittedly,  the  current  Philippine 
outlook  is  colored  by  the  effects  of  a 
prolonged  global  economic  recession.  In 
addition,  serious  problems  in  the  do- 
mestic financial  market  placed  strong 
pressure  on  banking  liquidity  and  the 
availability  of  credit. 

But  the  Philippine  government 
moved  rapidly  to  impose  a  strict  aus- 
terity program  and  is  seeking  new  ways 


to  encourage  equity  investment  and 
promote  exports  to  improve  its  exter- 
nal balance.  Its  program  has  earned  the 
backing  of  the  International  Monetary 
Fund,  which  has  committed  over  $500 
million  in  support  in  1 983.  It  also  has  the 
support  of  the  World  Bank  and  other 
aid  donors,  who  pledged  $1.2  billion  to 
Philippine  development  for  1983.  Also, 
the  Philippines  has  just  borrowed  $300 
million  from  private  banks  in  a  place- 
ment that  was  oversubscribed. 

In  recent  years  the  Philippines  has 
achieved  striking  success  in  energy  de- 
velopment. It  has  reduced  dependence 
on  oil  imports  from  94%  of  primary 
energy  consumption  in  1973  to  68%  in 
1982.  Plans  call  for  reducing  this  figure 
to  39%  by  1986.  The  recent  drop  in  oil 
prices  may  save  as  much  as  $300  million 
in  the  foreign  exchange  cost  of  pe- 
troleum imports  in  1983.  This  should 
further  help  to  cut  the  rate  of  inflation, 
which  is  already  below  10%. 

We  believe  the  Philippines  is  pursuing 
sound  economic  and  development  pol- 
icies. It  will  be  in  an  excellent  position  to 
take  advantage  of  world  economic  re- 
covery, particularly  if  it  maintains  budget 
control,  keeping  domestic  credit  avail- 
able to  private  borrowers. 

Happily,  bilateral  economic  relations 
are  now  on  a  firm  footing.  But  whatever 
we  may  do  through  the  traditional 
means  of  bilateral  diplomacy  to  sustain 
and  improve  the  relationship,  given  the 
interdependence  of  the  two  economies, 
Philippine  economic  recovery  requires  a 
resumption  of  healthy,  nonmflationary 
growth  in  the  United  States.  This,  along 
with  continued  effective  resistance  to 
pressures  to  restrict  access  to  U.S.  mar- 
kets, is  the  greatest  contribution  the 
United  States  can  make  to  that  recov- 
ery. There  are  encouraging  signs  that 
success  is  not  far  off. 


A. 





The  Philippines 

A  Renewed  Friendship 


President  Ronald  Reagan 
with  President  Marcos  and 
Madame  Imelda  R,Marcos 
on  the  White  House  lawn. 


Metals,  Minerals,  Grains, 
Sugar,  Petrochemicals,Gold 

jab. 


1221  Avenue  of  the  Americas 
New  York,  New  York  10020 
(212)  575-5900 

Cable:  PHIBRO  NEWYORK 
Telex:  23-3031 
42-0808 


Philipp  Brothers  Oceanic  Inc. 

Corinthian  Plaza,  4th  Floor 

121  Paseo  de  Roxas,  Corner  Gamboa  Street 

Legaspi  Village,  Makati,  Metro  Manila,  Philippines 


Phone 
Cable 
Telex 


866951/55,  866091/93,  8176493 
PHIBROPHIL  MANILA 
72222214  or  76263572 


A 


n  September  1 4,  1 982,  Phil- 
ippine President  Ferdinand 
E.  Marcos  began  a  sixteen- 
day  visit  to  the  United 
States.  It  was,  in  his  words,  "the  longest 
journey  I  have  undertaken  in  all  the 
years  of  my  presidency." 

The  crisis  decade  of  1 972  to  1 982 
had  brought  Philippine-American  rela- 
tions to  a  low  ebb.  Philippine  leadership, 
in  the  face  of  what  it  believed  to  be  U.S. 
government  hostility,  had  increased  the 
breadth  and  intensity  of  Philippine  rela- 
tions with  the  Third  World  and  socialist 
countries. 

President  Marcos'  visit  took  place  in 
the  aftermath  of  that  turbulent  decade, 
during  which  American  policy  had  ap- 
peared erratic  and  its  commitments  to 
its  allies  uncertain.  The  visit  was  there- 
fore especially  important  to  the 
continued  survival  and  enhancement  of 
Philippine-American  friendship. 

In  his  welcome  address  to  President 
Marcos,  President  Reagan  took  note  of 
Philippine  achievements  and  aspirations, 
and  referred  to  that  country  as  "a 
respected  voice  for  reason  and 
moderation  in  international  forums"  and 
"a  recognized  force  for  peace  and 
security  in  Southeast  Asia.  The  United 
States,"  he  said,  "deeply  values  its  close 
friendship  and  alliance  with  the 
Philippines." 

President  Marcos,  in  his  response, 
stated  the  Philippines'  commitment  to 
democratic  ideals  that  are  "our  legacy 
from  the  United  States  of  America." 
He  recalled  to  his  American  audience 
that  the  Philippines  "has  been  molded 
along  the  principles  of  American 
democracy"  and  "lost  a  million  of  our 
people  fighting  for  [those  ideals]  in  the 
last 'war" 

Philippine-American  relations  are  an- 
chored in  defense  and  security.  The  two 
governments  affirmed  the  importance 
of  their  security  alliance  to  the  mainte- 
nance of  peace  and  security  in  the 
Pacific. 

President  Marcos'  journey  provided 
the  occasion  for  an  understanding  be- 
tween the  Philippines  and  the  United 
States  on  several  issues: 
•  Renewal  of  respective  commitments 

under  the  Philippme-U.S.  mutual 

defense  treaty. 


Skybeds  available  to  B-747  First  Class  passengers. 


Philippine  Airlines  was  the  first  Asian  airline  to  fly  internationally.  We  were 
also  the  first  to  fly  across  the  Pacific.  And  the  first  to  fly  to  Europe. 

Today,  we  are  still  leading  the  way  with  more  firsts.  Like  full  length  skybeds*  in 
our  747s.  So  you  can  stretch  out  in  our  Cloud  Nine  bedroom  all  the  way  until  you 
reach  Manila  —  gateway  to  our  7,000  paradise  islands. 

The  Philippines  beckons  you  with  its  endless  white  sand  beaches.  Clear  emerald 
waters.  And  seashells  among  the  rarest  in  the  world.  And  for  those  who  go  for 
big  city  amenities,  the  Philippines  offers  deluxe  accommodations  and  complete 
recreational  facilities. 

And  the  best  thing  about  it  is,  it  costs  much  less  than  most  of  the  major  Asian 
holiday  destinations. 

Contact  us  or  your  travel  agent  and  ask  about  our  "Thousand  Island"  half  price 
fares  for  travelling  in  the  Philippines. 

Philippine  Airlines  to  our  paradise  islands. 

Asia'-  first  airline.  I 
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•  Regular  consultations  between  the 
two  governments  at  the  ministerial 
level  beginning  in  February  1983. 

•  Scheduling  a  five-year  review  in  April 
1983  of  the  military  bases  agreement, 
to  ensure  that  the  agreement's  provi- 


sions continue  to  meet  the  needs  and 
interests  of  both  countries. 

The  Economic  Relationship 

The  cordial  spirit  that  attended  dis- 
cussions of  Philippme-U.S.  political 


relations  also  characterized  the  broad 
and  detailed  discussion  of  economic 
relations. 

President  Marcos  found  that  the 
Reagan  administration  desired  to  adjust 
policies  and  programs  to  achieve  global 
economic  recovery.  Several  of  the  eco- 
nomic agreements  that  were  a  hallmark 
of  the  visit  were  initiated  by  President 
Marcos'  American  hosts.  The  accords 
covered  many  areas: 

•  An  exchange  of  instruments  of 
ratification  for  a  bilateral  tax  treaty. 

•  A  civil  aviation  agreement. 

•  An  agreement  designed  to  encourage 
reciprocal  tourism. 

•  An  agreement  involving  cooperative 
programs  for  agricultural  develop- 
ment and  for  scientific  and 
technological  exchange. 

•  An  agreement  with  the  Export-Im- 
port Bank  of  the  United  States, 
subject  to  congressional  guarantees  of 
$204.5  million  for  the  Philippines' 
Bataan  nuclear  plant. 

•  An  agreement  to  explore  new  coop- 
erative measures  to  reduce,  through 
advanced  meteorological  tech- 
nologies, loss  of  life  and  property 
due  to  typhoons. 

•  A  provision  for  a  joint  economic 
commission. 

•  Organization  by  the  U.S.  government 
of  an  investment  mission  of  American 
businessmen  to  the  Philippines  and 
ASEAN  countries  in  1983. 

The  Philippine  leaders  felt  that  the 
success  of  their  negotiations  with  Amer- 
ican officials  was  reflected  not  only  in  thei 
specific  agreements  signed,  but  also  in 
the  earnest  desire  demonstrated  by 
both  governments  to  work  and  consult 
in  harmony  on  the  principal  problems  of1 
the  global  economy  today 

In  his  parting  words  to  the  visitors 
from  the  Philippines  President  Reagan 
pledged,  "We  will  all  do  more  in  the 
years  to  come,  and  our  continuing  com- 
mitment to  one  another ...  will  be  solid 
now  and  for  the  future." 

Philippine  Economic 
Prospects 

An  important  result  of  the  state  visit 
is  that  Philippine  officials  were  able  to 
gain  a  view  of  the  problems  and  pros- 
pects of  their  nation  in  the  context  of 


We  have  Asia's 
Finest  Labor  pool 

Over  half  a  million  Filipinos  now  work  in  114  countries  and  sail  the  seven  seas. 
The  Philippines  has  become  the  main  source  of  workers  -  both  men  and  women- 
(or  international  jobs  that  call  for  special  training,  skill  or  knowledge. 

The  last  two  years  particularly  saw  foreign  demand  grow  fast  for  our 
merchant  seamen,  craftsmen,  nurses,  teachers,  machinists,  doctors,  engineers, 
entertainers  chambermaids,  and  others  of  allied  skills.  This  proves  high  accep- 
tance of  the  Filipino  workers  standard  of  training  at  home  and  appreciation  of 
his  adaptability  to  different  work  cultures. 

The  labor  pool  from  which  such  workers  are  chosen  is  the  finest  in  Asia. 
For  instance.  Filipino  literacy  is  89  percent.  English  is  used  for  ordinary  school 
instruction,  from  the  primary  grades  on.  Young  Filipinos  eagerly  seek  higher  edu- 
cation. Manila  has  the  best  developed  university  system  in  Southeast  Asia 

Philippine  Overseas 
Emp  oyment  Administration 

We  manage  the  Philippine  government  overseas  employment  programs.  The  poea, 
organized  in  May  1982,  is  the  lead  government  agency  responsible  for  the  total 
manpower  export  scheme,  undertaking  market   development,  licensing  and  adju- 
dication processes. 

In  short,  poea  is  responsible  for  the  overseas  placement  of  Filipino  land- 
based  workers  and   seafarers.  Hiring  by  private  foreign  employers  may  also  be 
filled  by  licensed  fee -charging  recruitment  agencies  in  Manila  supervised  by 
poea.  Overseas  construction  contractors  may  hire  project  workers  through  autho- 
rized Filipino  contractors 


Profit  from  Asia's  finest  Labor  pool.  Get  in  touch  with  us. 


Philippine 
Overseas 

Employment  RO.  Box  4061,  Metro  Manila,  Philippines 

Administration  Telex  64035-OEDB  PN  /40586  -OEDB  PM 


AN  INVESTMENT  OPPORTUNITY  IN  REAL  ESTATE 

THROUGH  THE 
LAND  INVESTMENT  TRUST  PROGRAM 


The  Philippines.  A  developing 
country  of  over  50  million  people. 
Now  moving  ahead  with  a  national 
shelter  program  to  match  the 
housing  construction  uptrend. 
Estimated  at  200,000  units  yearly, 
or  a  total  of  2  million  housing 
units  by  end  of  1991. 

The  Philippine  housing  development  prog- 
ram opens  up  investment  opportunities  in 
real  estate  development  for  which  the 
Land  Investment  Trust  program  —  or  LIT 
Program  -  was  created  to  enable  partici- 
pation of  domestic  and  overseas  private 
investors. 

Participation  in  the  LIT  Program  is  facil- 
itated by  LIT  certificates  which  may  be 
owned  like  shares  of  stocks.  Among  the 
salient  features  of  LIT  Certificates: 

Profit  Sharing 

The  profit  of  the  project  is  co- 
shared  by  land-owners  and  investors. 
The  more  LIT  certificates  owned, 
the  greater  the  profit  ratio. 

Convertibility  Features 

Upon  maturity,  LIT  Certificates 
may  be  converted  into  cash  value, 
or  be  applied  to  pay  for  house  and 
lot  in  any  LIT  housing  projects. 
(Filipino  resident  overseas  could 
take  this  advantage  of  having  a  place 
for  a  homecoming.) 

Assignable 

LIT  Certificates  can  be  pledged  as 
collateral  or  assigned  to  heirs,  rela- 
tives, and  the  like. 


Tradeabie 

Even  before  maturity,  LIT  Certifi- 
cates can  be  freely  and  openly 
traded  in  the  Real  Estate  Exchange. 
May  be  bought  or  sold  according 
to  the  most  profitable  returns  to 
the  seller  or  buyer. 


In  planning,  or  re-organizing  your  invest- 
ment program,  consider  the  opportunities 
in  real  estate  development.  Consider  add- 
ing LIT  certificates  in  your  investment 
portfolio. 

For  informative  literature,  write/call: 

LAND  INVESTMENT  TRUST 

PROGRAM 
5th  Floor,  V.  Esguerra  Building  II 
Amorsolo  Street,  Legaspi  Village 
Makati,  Metro  Manila 
Tel.  Nos.  85-73-18;  85-73-21; 

85-73-69  &  85-37-1 1  loc.  293 


Filipino  foreign  residents:  Upon  request,  a 
listing  of  LIT  housing  projects  will  be  sent 
to  you  if  you  want  to  either  invest  or  own 
a  house  and  lot  in  the  Philippines. 
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Please  send  me,  without  obligation,  in- 
formation materials  on  the  Land  Invest 
ment  Trust  Program. 
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Name 


Address  . 

City  

State  


Zip- 


|    Land  Investment  Trust  Program 
0   Esguerra  Bldg.  II,  Amorsolo  St. 
Makati,  Metro  Manila,  PHILIPPINES 
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rlinistry  of  Human  Settlements 


Home  Financing  Corporation 


In  1935,  General  Mac  Arthur  asked  us  for  a 
suite  that  would  "approximate  the  elegance  and  comfort 
of  Malacanang  Palace." 

We  gave  him  rooms  #570,  #571,  #572,  and  #573. 


The  gracious  living  and 
Grand  Hotel  traditions  you 
thought  were  long  gone,  have 
never  left  The  Manila  Hotel. 

70  years  of  its  colorful 
history  have  been  recaptured 
and  gracefully  blended  with 
timeless  traditions  of 
Philippine  graciousness  and 
all  the  conveniences  of 
modern  technology. 

A  magnificent, 
columned  marble-and- 
wood  lobby  and  a 
uniformed  attendant  on 
every  floor  just  like  the 
Grand  Hotels  of  1890. 
A  complete  sports/ 
health  complex, 


Businessman's  Center,  port- 
able telephones  and  all  the 
latest  comforts  just  like  the 
Grand  Hotels  of  the  year  2000 

For  $800  a  day  you  can 
even  get  the  suite  (and 
attention)  General 
MacArthur  got  back 
in  1935. 

In  fact,  even  if  you're 


not  a  national  hero,  we'll 
always  treat  you  like  one. 

For  reservations,  at 
surprisingly  affordable  rates, 
please  consult  your  travel 
agent  or  nearest  Philippine 
Airlines  sales  office. 


Philippines 

There  are  perhaps  a 
dozen  incredible  places  you 
must  see  in  the  C>rient. 

One  of  them  is  a  hotel. 


International  in  scope 


anO  in  native  £"ecf've  ^U,Y     1983.  Philippine  Commercial  and  Industrial  Bank  becomes 
"•"■■^  Philippine  Commercial  International  Bank  Our  growing  scope  of  international 

operations,  through  overseas  otlices  in  the  world's  financial  centers  and  a  vast  foreign  correspondent 
banking  network,  has  prompted  this  name  change 

Through  its  active  involve  ment  in  international  banking.  PCIBank  has  not  only  established  a  good  track 
record  in  business  worldwide  but  contributed  as  well  to  the  formulation  of  unique  and  viable  financial 
perspectives  by  its  own  structural  and  developmental  transformation. 

Today,  PCIBank  is  a  universal  bank  with  subsidiaries  and  affiliates  in  different  financial  and 
financial-related  serviceareas.  continuously  broadening  its  resources  and  capabilities,  helping 
shape  commerce  and  industry  and  enriching  further  its  solid  banking  experience.  As  your  leading 
connection  to  Philippine  and  Sou,  east  Asian  businesses,  PCIBank  can  effectively  offer 
banking  and  other  consultancy  services  the  way  Asia  knows  it  best 

With  this  effective  base  of  do  mestic  banking  strength  and  an  established  international 
presence.  PCIBank  —  the  Philippine 
Commercial  International  Bank  —  is  in  an 
excellent  position  to  serve  you  whenever 
and  wherever  business  brings  you. 
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PCIBank 

Head  Olhce:  PCIBank  Building.  Legazpi  Street.  Legaspi  Village,  Makati,  Metro  Manila 
MCC  P  0  Box  931  Philippines.  Telephone:  817-6076.  Telex:  2068  PCIBank  PH.  5497  PCIBank  M 


Philippines 


the  international  community. 

It  is  still  uncertain  whether  an  eco- 
nomic turnaround  will  indeed  take  plac 
or  the  climate  of  depression  will  con- 
tinue. But  Philippine  officials  are 
encouraged:  If  their  country's  econom> 
has  shown  resilience  in  the  face  of  dire 
circumstances,  and  if  the  upturn  does 
occur  then  the  Philippines  will  be  m  an 
excellent  position  to  ride  the  tide  of 
economic  recovery  and  growth. 

Although  Philippine  commodity  ex- 
ports declined  by  27%  over  a  period  c 
just  one  year  nontraditional  exports 
compensated  for  the  decrease  by  an 
increase  of  17%.  Today  manufactured 
exports  account  for  more  than  half  of 
total  Philippine  exports. 

The  Philippines  has  followed  a  con- 
servative debt  management  policy, 
maintaining  its  debt  at  20%  of  the 
previous  year's  receipts.  Its  debt  service 
ratio  now  stands  at  19.2%. 

The  Philippines'  management  of  its 
debt  burden  of  $12  billion  appears 
creditable,  especially  when  compared 
to  that  of  other  countries  with  debt 
burdens  of  over  $50  billion  and  debt 
service  ratios  running  as  high  as  50%. 

Having  anticipated  the  challenge  of 
the  continuing  energy  crisis,  the  Philip- 
pines has  made  plans  to  develop 
alternative  sources  of  energy.  While  the 
Philippines  formerly  imported  95%  of 
its  energy,  it  currently  imports  less  than, 
70%,  and  the  outlook  for  accelerated 
improvement  in  this  area  is  excellent. 

The  Philippines  is  now  self-sufficient 
in  food.  And  in  the  industrial  sector,  the 
Philippines  is  engaged  in  a  major  mod- 
ernization process,  of  which  tariff 
reform  has  been  a  major  instrument. 

In  the  course  of  President  Marcos' 
visit,  many  American  businessmen  ex- 
pressed confidence  in  the  long-term 
prospects  of  the  Philippines  and  are 
prepared  to  back  up  that  confidence 
with  investments. 

As  President  Marcos  has  repeatedly 
stressed,  countries  throughout  the 
world  increasingly  find  themselves  in  a  > 
situation  of  interdependence.  For  de- 
veloping nations,  this  translates  into  an  \ 
imperative  to  create  political  and  eco- 
nomic mechanisms  that  enable  them  to 
stand  on  an  equal  footing  with  the  othei 
countries  of  the  world. 


Numbers  Game 


Beyond  the  pages  gritty  with  numbers,  cor- 
porate financial  reports  give  you  a  little  bit 
of  help — if  you  know  where  to  find  it. 

Light  in  dark 
corners 


By  Christopher  Power 

T|  he  text  in  corporate  annual  re- 
ports used  to  be  little  more  than 
a  redundant  summary  of  the  fig- 
ures. "Stuff  like,  'advertising  expen- 
ditures were  up  because  we  spent 
more/  "  explains  one  CPA. 

Over  the  last  several  years,  largely 
unnoticed  by  investors,  all  that  has 
changed.  With  a  little  prodding  from 
the  Securities  &  Exchange  Commis- 
sion, the  section  labeled  "Manage- 
ment Discussion  and  Analysis," 
which  typically  follows  the  chair- 
man's letter,  has  improved  dramati- 
cally. "As  a  reader  of  an  annual  report 
today,  the  MD6lA  is  the  first  thing  I'd 
look  at,"  says  Lee  Spencer,  director  of 
the  SEC's  Division  of  Corporation  Fi- 
nance, which  deals  with  disclosure 
matters. 

This  change  was  a  long  time  com- 
ing. In  the  1960s  both  financial  infor- 
mation users  and  the  SEC  were  con- 
vinced that  the  bare  figures  of  the 
income  statement  were  the  most 
important  part  of  an  annual  report. 
But  then,  in  the  1970s,  the  folks  at  the 
SEC  made  a  startling  discovery.  Al- 
though earnings  are  important,  if  a 
company  doesn't  have  any  liquidity 
there  are  bound  to  be  serious  prob- 
lems. You  can  feed  investors  with 
earnings,  but  you  have  to  pay  the  bills 
with  real  money. 

But  how  to  let  users  of  financial 
reports  know  how  liquid  a  company 
is?  This  information  can't  be  easily 
reduced  to  a  single  figure,  like  earn- 
ings per  share.  So,  in  September  1980, 
the  SEC  required  companies  to  pre- 
sent more  detailed  discussion  of  li- 
quidity, capital  resources  and  oper- 
ations. Since  this  analysis  must  ap- 


pear in  the  MD&A,  the  move  helped 
turn  the  section  into  a  treasure  trove 
of  useful  data. 

Unfortunately,  no  annual  report 
comes  with  a  map  for  getting  through 
the  MD&A..  There  is  lots  of  complex 
numerical  information  packed  into  a 
few  pages,  and  it  takes  some  experi- 
ence to  appreciate  it.  Here's  how  to 
find  a  few  useful  nuggets: 

1)  Sales  breakdowns.  Naturally,  the 
income  statement  will  show  you  if 


revenues  are  going  up,  but  in  the 
MD&A  you  can  learn  if  that  change  is 
caused  by  rising  prices  or  an  increase 
in  the  number  of  units  sold.  The  dis- 
tinction is  important. 

2)  Extraordinary  items  that  contrib- 
uted to  earnings.  Windfalls  like  tax 
credits  and  sales  of  property  by  firms 
that  don't  make  that  their  business 
should  be  described  in  detail. 

3)  A  breakdown  of  working  capital. 
Remember  when  W.T.  Grant  filed  for 
Chapter  1 1  back  in  1975?  Its  working 
capital  figures  looked  just  fine — de- 
spite an  unmentioned  but  consider- 


able absence  of  cash.  The  MD&A 
should  now  show  you  how  working 
capital  is  allocated  among  cash,  re- 
ceivables and  inventory,  and  how 
long  it  takes  to  convert  current  assets 
into  cash.  Those  are  all  crucial  factors 
in  evaluating  the  strength  of  a  com- 
pany's real  cash  flow. 

4)  Significant  financial  ratios. 
"What  you  want  to  be  looking  for  are 
the  more  difficult  ratios,  the  ones  that 
are  not  easily  extracted  from  the  fi- 
nancial,"  says  Roger  Cason,  national 
director  of  accounting  and  auditing 
practices  with  accounting  firm  Main 
Hurdman.  For  example,  cash  to  ex- 
penses, cash  to  total  liabilities,  inven- 
tory as  a  percentage  of  working  cap- 
ital. Cason  thinks  that  if  a  company 
doesn't  disclose  any  of  these  and  just 
provides  the  ever  popular  current  ra- 
tio (current  assets  to  current  liabili- 
ties), you  are  being  shortchanged. 

5)  Projections.  The  SEC  has  been 
encouraging  companies  to  use  the 
MD&.A  to  present  some  "forward- 
looking  information"  of  future  oper- 
ations; it  even  provides  a  safe  harbor 
clause  to  protect  a  company  just  in 
case  some  projection  should  not  come 
true.  Items  to  keep  an  eye  out  for: 
upcoming  union  negotiations,  new 
environmental  negotiations,  major 
capital  expenditures  and  their  possi- 
ble impact  on  debt,  and  possible  plant 
closings. 

6)  Broader  problems.  Investors 
should  find  out  if  there  are  any  indus- 
trywide issues  that  could  possibly  af- 
fect their  company.  For  example,  an 
electronics  firm  might  have  some 
commentary  about  foreign  competi- 
tion or  an  oil  company  about  the 
recent  slump  in  oil  prices. 

One  final  caution:  Read  the  MD&A. 
with  an  appreciation  for  what  is  not 
mentioned,  too.  Despite  close  SEC 

scrutiny  of  this  portion  of  annual 
reports,  corporations  haven't  sud- 
denly become  blabbermouths,  eager 
to  bare  every  secret.  "Suppose  you 
were  looking  at  a  publicly  held  thrift  a 
year  ago,"  says  Cason,  "and  there  was 
no  talk  of  the  impact  of  interest  rates. 
You'd  know  you  weren't  getting  the 
whole  story." 

The  simple  truth  is  that  no  com- 
pany is  going  to  do  your  work  for  you. 
As  much  as  managements  are  con- 
strained by  the  SEC  to  tell  you  the 
truth,  everyone  sees  the  truth  in  a 
different  way.  And  corporate  accoun- 
tants are  paid  to  be  optimistic.  So 
when  you  peruse  the  MD&.A,  wear 
your  best  glasses — and  make  sure 
they're  not  rose-colored.  ■ 
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Taxing  Matters 


Here's  a  device  that  could  save  your  com- 
pany lots  of  taxes,  if  you  are  willing  to  risk 
bearing  from  shareholders  and  the  IRS. 


The  6.9% 
solution 


By  Anne  Bagamery 


Just  a  few  years  ago  only  the 
sharpest  companies  were  man- 
aging their  cash  efficiently.  But 
not  today.  No  treasurer  worth  his  salt 
will  let  funds  sit  idle  now.  Every  cent 
goes  into  money  market  funds  or  oth- 
er short-term  investments.  Next  on 
the  agenda  is  figuring  out  how  to 
avoid  paying  taxes  on  this  mterest 
mcome.  There  is  a  way.  It's  more  than 
a  little  risky,  and  it  may  unnerve 
some  boards  of  directors,  as  well  as 
the  Internal  Revenue  Service. 
But  it  does  work. 

Here's  how:  First,  you  need  to  find 
two  adjustable-rate  preferred  stocks 
paying  dividends  on  the  same  date. 
That's  relatively  easy,  since  about  50 
adjustable-rate  preferreds  trade  ac- 
tively. Then  you  buy  a  set  amount  of 
one  issue  and  sell  short  the  same 
amount  of  another,  at  least  16  days 
before  both  stocks  pay  dividends. 
This  allows  you  to  collect  the  divi- 
dends when  they  are  declared.  After 
the  payouts  the  price  of  both  pre- 
ferreds will  generally  decline  by  the 
amount  of  the  dividend,  so  you  wind 
up  with  a  short-term  gain  in  the  stock 
you  shorted  and  an  equivalent  short- 
term  loss  in  the  one  you  bought. 
These  short-term  gains  and  losses 
offset  each  other. 

Why  go  to  all  the  trouble?  Well, 
remember,  you  are  still  left  with  the 
dividend,  and  dividends  earned  by 
corporations  are  taxed  at  a  mere  6.9% . 
That's  the  secret  of  this  system.  It 
uses  a  classic  tax-avoidance  strategy 
and  shifts  income  from  a  high-tax 
category  to  a  lower  one.  If  your  com- 
pany had  simply  invested  its  surplus 
cash  in  money  market  funds,  the  re- 


turn might  have  been  more  certain, 
but  this  income  would  be  taxable  at 
the  regular  corporate  rate — as  much 

as  46%. 

Despite  the  apparent  benefits  of 
this  gambit,  chief  financial  officers 
aren't  exactly  lining  up  to  buy  adjust- 
able-rate preferreds.  Unfortunately, 
there  are  some  risks.  For  one  thing, 
the  dividends  paid  by  these  instru- 
ments vary  with  interest  rates.  If  rates 
move  sharply  during  the  16-day  hold- 
ing period,  the  gain/loss  balance  gets 
thrown  out  of  whack.  Also,  since  ad- 
justable-rate preferreds  are  thinly 
traded,  they  are  more  subject  to  mar- 
ket fluctuations  from  large-block 
trades.  A  company  could  end  up  with 
more  taxable  gain  than  it  wants  or 


■  V  / 


/ 


less  than  it  needs. 

Brokers  who  are  promoting  these 
deals,  like  Oppenheimer  &  Co.,  are 
quick  to  tell  you  not  to  worry.  Any 
imbalances,  they  claim,  will  even  out 
over  time  for  steady  traders.  And  it  is 
statistically  possible  for  an  aggressive 
corporate-tax  minimizer  to  take  as 
many  as  22  preferred  stock  positions 
in  one  year.  What  the  brokers  don't 
say  quite  so  quickly,  of  course,  is  that 
the  more  trades  a  company  does,  the 
greater  the  brokers'  commissions— 
which,  even  at  one-eighth  of  a  percent 
on  big  orders,  add  up  fast. 

There's  another  problem,  too.  To 
use  preferred  stock  dividends  effi- 
ciently as  a  means  of  reducing  taxes,  a 
corporation  must  have  lots  of  idle 
cash — and  that  isn't  necessarily  good. 
"If  I  saw  a  manufacturing  company 
doing  this  sort  of  thing,"  says  Mario 
Borini,  a  partner  with  Seidman  & 
Seidman,  "I'd  begin  to  question  the 
vitality  and  viability  of  management. 
Isn't  there  some  better  use  for  their 
money?" 

That's  one  reason  the  preferred 
stock  ploy  is  popular  mostly  with 
small,  privately  held  companies.  Of- 
ten, too,  they  are  in  businesses  that 
generate  large  amounts  of  cash.  But 
some  public  companies  have  taken 
the  plunge.  Consider  Plenum  Publish- 
ing,  an  over-the-counter  company 
that  has  around  S10  million  a  year  in 
magazine  subscription  float  to  play 
with.  "I'm  always  looking  to  maxi- 
mize dividend  return  to  maximize  af- 
tertax income,"  says  Chairman  Mar- 
tin Tash,  a  CPA  who  has  been  suc- 
cessfully    playing     straight  and 
convertible  preferreds — a  somewhat 
lower  risk  strategy — for  ten  years. 
What  do  shareholders  and  the  board 
say?  "I  make  no  secret  of  what  I'm 
doing,"  says  Tash.  "It's  right  there 
in  the  10K  under  'Investment  Gains 
and  Losses.'  " 
The  same  risks  that  scare  boards  of 
directors  and  delight  brokers  have 
thus  far  kept  the  IRS  away:  Gener- 
ally the  feds  have  been  reluctant  to 
go  after  dividend  tax  shelters  as  long 
as  there's  no  guarantee  that  a  com- 
pany   will    reduce    taxes  without 
maximizing  income.  But  in  late  June 
the  Treasury  Department  asked  Con- 
gress to  look  mto  certain  tax-shelter 
"abuses,"  including  the  short  sale  of 
stock  before  dividend  date. 

Will  anything  come  of  this?  No  one 
knows.  But  it  wouldn't  be  the  first 
time  the  feds  have  tried  to  close  a 
loophole  that  lots  of  taxpayers  didn't 
even  know  was  open.  ■ 
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Decision  without  appeal. 


Brad  Holland 


In  the  question  of  one's  right  to  die,  TIME  explores  new  arguments 
in  the  ancient  contest  between  what  is  right,  and  what  is  legal. 

First  there  was  morality,  then  and  poignant:  the  question  of  the 
there  was  law.  And  ever  since  legal  boundaries  of  life,  of  one's 
the  distinction  was  made,  ar-    right  to  cross  them,  and  another's 


guments  have  raged  about  what  law 
is,  what  morality  is,  and  what  they 
have  to  do  with  each  other. 

Some  say  a  distinction  be- 
tween them  is  essential;  others,  that 
such  a  distinction  is  not  possible.  But 
some  moral  values  may  be  too  fine 
to  be  enforced  by  what  has  been 
called  the  rough  engine  of  the  law. 

In  the  Law  section  of  a  recent 
issue,  TIME  Magazine  explored  an 
area  where  that  possibility  is  real 


right  to  prevent  it.  If  it  is  the  business 
of  law  to  mediate  between  rights 
and  responsibilities,  what  does  it  do 
in  a  situation  where,  often,  a  legal 
and  a  moral  good  conflict? 

TIME  has  always  had  a  section 
devoted  to  law,  and  with  good  cause. 
If  law  sometimes  seems  to  be  a  mass 
of  tedious  equivocation,  it  is  well  to 
be  reminded  of  its  larger  purpose. 

Law  is  more  rational  than  war, 
more  practical  than  the  arts,  more 


idealistic  than  politics  or  economy. 
To  study  its  decisions  is  to  gain  an 
extraordinary  insight  into  what  so- 
ciety really  considers  good  and  evil. 
Thus  it  is  essential  to  TIME'S  weekly 
efforttocommunicate  understanding 
about  the  world  we 
inhabit.  Another 
reason  that  TIME  is 
read  each  week  by 
nearly  30  million 
men  and  women 
around  the  world. 

More  goes  into  it. 


©  1983  Time  Inc 


"our  future: 
enhanced  computer 
solutions:' 


United  Telecom's  Computer 
Group  has  a  very  disciplined 
view  of  its  role  in  the  years  ahead. 

It  will  continue  to  expand 
its  customer  base  (already  4,000 
clients  around  the  world) 
by  focusing  on  a  relatively  few 
data-intensive,  high-growth 
industries. 

And  it  will  continue  its 
emphasis  on  combining  business 


processing  and  scientific  prob- 
lem-solving technologies  to 
bring  high-value  solutions  to 
such  clients. 

Simply  stated,  its  mission 
is  to  deliver  enhanced  computer 
solutions  to  selected  markets. 

And  it's  consistent  with  the 
way  we're  putting  our  entire  com- 
pany's program  for  the  future 
into  action  now. 


Jphn  Kost,  United  Telecom  Computer  Group 


We're  specializing  in  areas 
where  we're  already  making  a 
unique  contribution.  And  by  spe- 
cializing, we're  going  to  be  an 
even  more  important  part  of  the 
Information  Age. 

For  more  about  what  we're 
doing,  write  D.F.  Forsythe, 
United  Telecommunications, 
Inc.,  Box  11315,  Kansas  City, 
Mo.  64112. 


United  Telecom  ESS 

A  clear,  distinctive  voice  in  the  information  Age. 


Technology 


Everyone  in  the  television  industry  claims 
to  want  high-definition  TV.  So  why  will  it 
take  so  long  to  make  its  appearance? 

Pictures  at  an 
exhibition 


By  Stephen  Kindel 

W  n  Montreux,  Switzerland,  you 
I  can  hear  excellent  jazz  in  the  sum- 
A  mertime  and  get  a  good  ice  cream 
mndae — ohne  oder  mit  Schlag — at  any 
:ime  of  the  day  or  night.  You  can 
!>ometimes  also  get  a  good  peek  at  the 
uture.  Montreux  is  the  home,  every 
Dther  year,  of  the  International  Tele- 
vision Symposium.  For  more  than  25 
years  it  has  been  the  place  to  show  off 
j:he  latest  in  TV  technology. 

This  year's  hot  ticket:  a  demonstra- 
:ion  of  the  Japan  Broadcasting  Corp.'s 


(NHK)  high-definition  television  sys- 
tem, known  to  initiates  as  HDTV. 
The  demonstration,  put  on  by  the 
Swiss  hosts  of  the  exhibition,  with 
the  cooperation  and  assistance  of  six 
European  broadcasters,  was  both  a 
technical  and  an  artistic  tour  de  force. 
Programming  varied  from  Dizzy  Gil- 
lespie at  the  Montreux  Jazz  Festival  to 
a  Russian  offering  of  Sleeping  Beauty 
by  the  Kirov  Ballet.  But  it  was  the 
spectacular  look  and  sound  of  HDTV 
that  brought  on  the  applause:  wide- 
screen,  movie-theater-like  pictures, 
rich,  vibrant  color  and  high-fidelity 


Edited  by  Stephen  Kindel 

stereo  sound  of  brilliant  clarity. 

How  does  HDTV  accomplish  this? 
Consider  your  current  television:  It 
provides  525  scanning  lines,  refreshed 
30  times  a  second.  When  television 
first  came  in,  back  in  the  late  1940s, 
screen  sizes  were  under  16  inches,  so 
525  lines  provided  adequate  resolu- 
tion. But  modern  screens  average  21 
inches,  and  many  home  sets  are  23 
inches  or  more.  The  result  is  that  you 
can  often  see  not  only  the  lines  the 
TV's  electron  gun  makes  as  it  passes 
along  the  screen  but  also  the  pattern 
of  colored  dots  on  which  the  electron 
gun  paints  its  picture.  Explains  Joseph 
A.  Flaherty,  vice  president  for  engi- 
neering and  development  at  CBS,  who 
is  in  charge  of  spearheading  the 
HDTV  drive  for  the  American  broad- 
caster: "Inside  every  color  set  there  is 
really  a  black-and-white  set.  To  the 
viewer  the  color  appears  to  be  painted 
over  black-and-white  images,  which 
are  really  relative  differences  in 
brightness.  When  the  screen  is  small, 
you  don't  notice  that  the  electron  gun 
sometimes  paints  slightly  outside  the 
lines.  But  as  the  screen  gets  bigger, 


A  picture  worth  thousands  of  words 


The  proof  of  high-definition  television's  superiority  is 
in  the  picture.  The  image  on  the  left  is  photographed 
from  a  Sony  version  of  NHK's  1,125  proposed  HDTV 


standard,  while  that  on  the  right  is  a  conventional  525- 
line  TV  picture.  HDTV  is  clearer  and  sharper,  and  its 
colors  are  more  natural. 
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transmission  channels  are  required    other — what  the  industry  calls  "th 


you  notice  this  much  more  quickly, 
and  the  eye  rejects  the  image  as 
wrong."  European  sets  provide  more 
scanning  lines — 625  — but  that  is  still 
insufficient. 

High-definition  television  corrects 
this  problem  by  providing  more  than 
twice  as  many  lines  as  the  U.S.  stan- 
dard— 1,125  in  the  NHK  system  dem- 
onstrated at  Montreux.  HDTV  also 
uses  a  25%  wider  screen,  to  overcome 
another  problem:  the  fact  that  the  eye 
sees  more  in  the  horizontal  plane  than 
in  the  vertical.  By  widening  the 
screen,  the  eye  "reads"  the  image  bet- 
ter. That  combination  of  more  scan- 
ning lines  and  a  wider  screen  provides 
enough  additional  picture  informa- 
tion to  approach  the  image  clarity  of 
35mm  film. 

But  there's  more.  In  order  to  get  so 
much  additional  resolution,  wider 


than  for  a  conventional  TV  image.  So, 
when  engineers  began  working  on 
HDTV,  they  decided  that  if  extra 
bandwidth  was  needed  anyway,  why 
not  add.  more  besides  and  solve  two 
other  major  television  problems,  poor 
color  quality  and  poor  sound?  With  a 
slight  increase  in  the  transmission 
channel,  HDTV  is  able  to  add  multi- 
channel stereophonic  sound  and 
much  sharper  color. 

So  far,  just  about  everyone  in  the 
business  wants  HDTV — broadcasters, 
cable  operators,  manufacturers.  But  of 
these  major  players,  over-the-air 
broadcasters  are  in  a  seemingly  vul- 
nerable position.  Why?  Because  all 
that  extra  bandwidth  can't  be  handled 
by  a  regular  television  receiver,  and 
there  is  no  easy  way  known  to  make 
conventional  TVs  and  HDTVs  com- 
patible. So  broadcasters  aren't  sure 
they  want  to  spend  huge  sums  install- 
ing high-definition  camera  and  broad- 
cast equipment  until  new  television 
sets  are  available. 

That  question  is  complicated  by  an- 


Japanese  question."  At  the  Montreu 
conference,  several  manufacturer; 
among  them  Philips  of  the  Nethei 
lands,  RCA  and  more  than  one  Eurc 
pean  broadcast  authority,  claime 
that  NHK  was  trying  to  steamroll  th 
world  into  a  de  facto  standard,  thereb 
foreclosing  the  possibility  that  Eurc 
pean  and  U.S.  electronics  manufac 
turers,  whose  television  operation 
are  badly  lagging,  might  make  mone 
on  the  lucrative  licensing  end  of  thei 
own  R&D.  Says  Kerns  Powers  of  RO 
Research  Laboratories,  "Everyone  : 
talking  about  1, 125  lines  as  if  it  were 
foregone  conclusion.  We  want  morj 
time  to  find  out  what  the  optima 
system  is." 

Both  CBS  and  NHK  insist  that  th 
1,125-line  standard  is  only  experi 
mental  and  they  might  even  chang 
it.  Whether  or  not  they  do,  CBS'  Fla 
herty  says,  there  is  a  consensus  devel 
oping  for  some  uniform  worldwid' 
standard  at  the  production  level 
Since  the  NHK  standard  is  what' 
available,  it  will  likely  be  adopted  un 
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The  missing  media 

HDTV  will  first  lower  production  costs.  Then,  profits  will  likely  go  to 
large  cable  TV  system  operators,  or  emerging  cineplexes-^-direct-to- 
theater  satellite  broadcasts.  Potentially  left  out  in  the  cold:  over-the-air 
broadcasters  and  direct-to-home  satellite  systems. 


less  some  serious  technical  opposi- 
tion emerges  soon.  And  once  a  stan- 
dard is  adopted  by  television  produc- 
ers, the  broadcasters  would  probably 
follow  along. 

Once  a  standard  is  adopted,  cable 
television  operators  could  steal  a 
march  on  broadcasters.  "HDTV  is  al- 
most ideally  suited  for  the  cable  in- 
dustry," says  William  J.  Bresnan, 
chairman  of  Group  W  Cable.  "Most 
cable  operators  already  receive  their 
programming  via  satellite,  so  there 
are  only  a  few,  manageable  head-end 
costs.  And  with  so  many  channels 
available  on  cable,  it  is  not  difficult  to 
merge  two  or  three  channels  on  larger 
systems  to  get  the  necessary  band- 
width." With  over  30  million  homes 
already  wired  for  cable  and  an  expect- 
ed 60  million  by  1990,  Bresnan  specu- 
lates that  there  would  be  a  ready  mar- 
ket for  cable-company-installed  re- 
ceivers as  well.  Says  he:  "In  the 
beginning  the  high  cost  of  an  HDTV 
receiver — around  $2,000 — will  be  the 
major  barrier  of  entry  for  the  market. 
But  there's  nothing  to  stop  the  cable 


Filling  in  the  dots 

The  color  picture  you  see  on  your 
TV  screen  is  not  a  seamless  image. 
(Rather,  it  is  a  complex  series  of 
lines  and  dots  that,  when  viewed 
from  a  proper  distance,  appears  as 
iga  picture.  When  TV  sets  were  first 
made,  the  number  of  scanning 
lines  was  fixed  at  525  (top),  which 
|  was  more  than  adequate  for  the 
Ismail  size  of  screens  then  in  use. 
But  as  screen  sizes  have  widened, 
jthe  spaces  between  the  red,  green 
land  blue  phosphor  dots  that  make 
up  the  image  have  become  more 
noticeable.  High-definition  tele- 
vision (bottom)  corrects  this  prob- 
lem not  only  by  increasing  the 
number  of  scanning  lines  to  over 
\  1,000  but  also  by  changing  the 
jratio  of  colored  phosphor  dots  to 
] surrounding  white  space.  The  re- 
sult is  an  image  with  more  picture 
1  elements— up  to  five  times  as 
many  in  NHK's  1,125-line  system 
as  in  a  conventional  525-line 
picture.  £ 


companies  from  supplying  the  set  as 
well  as  the  set-top  converter  at  some 
reasonable  rental  cost  that  makes  it 
far  more  attractive  for  people  to  aban- 
don broadcast  than  stay  with  inferior 
picture  quality  on  their  regular  sets." 

But  even  the  cable  operators  might 
be  beaten  to  the  punch.  Flaherty  ex- 
plains: "People  want  to  see  the  biggest 
picture  they  can.  That's  why  wide- 
screen  movies  took  over  from  the 
kind  of  square  screen  that  existed  be- 
fore World  War  II,  and  that's  why  pro- 
jection television  is  doing  better  and 
better,  despite  its  current  technical 
limitations."  In  fact,  both  Sony  and 
Panasonic  demonstrated  high-defini- 
tion projection  television  systems  at 
the  Montreux  conference,  and  both 
companies  could  probably  sell  their 
equipment  within  a  year  if  demand 
emerged.  Projection  HDTV  using 
taped  or  closed-circuit  programming 
could  make  possible  an  entirely  new 
entertainment  form — a  hybrid  of 
movie  theaters  and  TV  that  already 
has  a  name:  cineplex. 

Engineers  at  Bell-Northern  Re- 
search, the  R&D  arm  of  Bell  Canada, 
have  been  working  on  a  cineplex  sys- 
tem they  think  could  go  into  oper- 
ation as  early  as  this  year.  A  typical 
installation  would  consist  of  four  or 
five  minitheaters  like  the  movie  the- 
aters that  have  proliferated  in  the  U.S. 
in  recent  years.  One  or  two  of  the 
theaters  would  show  first-run  movies; 
one,  remotely  transmitted  cultural 
events  such  as  symphony  concerts; 
and  one  or  two,  rock  music,  or  per- 
haps a  comedian  or  singer.  That's  the 
kind  of  entertainment  in  which  cable 
programmers  already  excel,  and  it  cre- 
ates a  whole  new  set  of  problems — 


and  opportunities — for  the  major  en- 
tertainment packagers. 

Ultimately,  of  course,  the  biggest 
stumbling  blocks  are  economic,  not 
technical.  Despite  all  the  forecasts  of 
a  rosy  future  for  all  the  new  electronic 
entertainment  arid  information  me- 
dia, there  is  a  significant  cost  barrier 
to  be  overcome. 

According  to  a  report  done  for  CBS 
by  Kalba  Bowen  Associates,  Inc.,  a 
Cambridge,  Mass.  market  research 
firm,  average  household  expenditures 
on  entertainment  and  information 
have  remained  at  a  fixed  3%  to  4%  of 
income  for  over  40  years.  While  per- 
sonal spending  is  expected  to  double 
by  1990,  the  total  dollar  value  of  all 
entertainment  services— cable  TV,  di- 
rect broadcast,  HDTV,  computer  in- 
formation utilities — is  projected  to 
triple,  or  nearly  so.  Since  that  projec- 
tion is  not  likely  ever  to  be  realized, 
one  or  more  of  the  future's  media  will 
fail  to  attract  an  audience.  Ah,  brave 
new  world. 

They  also  serve 

When  an  extortionist  a  year  and 
a  half  ago  threatened  to  bomb 
the  operations  center  of  BancOhio, 
Ohio's  second-largest  bank,  not  the 
least  of  the  bank's  concerns  was  that 
the  data  processing  center  would  be 
blown  sky-high.  No  bomb  ever  went 
off.  But  if  it  had,  the  bank  would  have 
suffered  a  catastrophe.  "If  the  data 
center  had  been  down  just  three 
days,"  says  Peter  Rosenow,  senior 
vice  president  of  information  sys- 
tems, "and  we  had  not  reopened  with- 
in five  business  days,  we  would  have 
gone  bust.  Bankrupt." 
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We  take  care  of  our  family, 


For  the  nearly  2,000  business  aircraft  in 
Garrett's  TFE731  fleet-together  flying 
more  than  40  million  miles  a  year— our 
support  shows  itself  in  many  ways. 
A  commitment  to 
excellence.  It's  the 
kind  of  support  which 
shows  our  dedication 
to  continuously 
increase  the 
durability  and 
reliability  of  Garrett 
engines.  For  the 
TFE731,  it  has 


The  Garrett  TFE731  family: 

Cessna  Citation  III 
Dassault  Falcon  10,  50 
Gates  Learjet  35/36,  55 
British  Aerospace  125-700,  731  HS125 
Israel  Aircraft  Westwind  I,  II,  and  Astra 
Lockheed  Jetstar  II 
731  Jetstar 

Rockwell  Sabreliner  65A 


achieved  reliability  levels  equal  to  airline 
engines  since  its  introduction.  In  addition, 
modernization  programs- including 
High  Rel-have  increased  fleet  reliability 
by  30%  in  the  last  two 
years.  And  tomorrow's 
engines  will  be  even 
better. 

Expanded  customer 
support  network.  It's 
the  kind  of  support  that 
increases  the  number 
of  Garrett  TFE731  ser- 
vice centers  to  nearly 


1975  1980  1985  1 


50,  and  raises 
number  of  hea. 
maintenance  centers  to  twelve  aroi 
world.  With  seven  in  the  U.S.,  indue 
Airwork  in  New  Jersey  and  AiResea 
Aviation  facilities  in  Texas,  New  York 
California,  lllinois.Georgia,  and  Garr 
Turbine  Engine  Company  in  Arizona 


nternational  centers 
mce,  Spain,  Sweden, 
alia,  and  Germany.  Each  center 
des  technical  assistance  and 
le  service  seven  days  a  week,  24 
5  a  day,  and  is  backed  by  the  full 
ort  of  Garrett's  worldwide  field 
be  organization. 

sranteed  Maintenance  Service 

.  There's  also  the  support  of 
:tt's  TFE731  Maintenance  Service 
(MSP).  A  comprehensive  program 
guarantees  maintenance  costs,  the 
provides  continuous  financial 


coverage  for  scheduled  and  unscheduled 
maintenance,  scheduled  inspections, 
and  engine  modernization. 
More  powerful  engines.  Finally,  it's  the 
kind  of  support  that  shows  our  commit- 
ment to  lead  the  industry  with  more 
powerful,  more  reliable,  and  ever  more 
fuel  efficient  turbofans  for  new  genera- 
tions of  aircraft.  For  example,  our  new 
TFE731-5,  already 
selected  for  the  new 


Falcon  900  and  British  Aerospace 
125/800,  is  a  quiet  4,300  lb.  thrust 
class  engine-with  an  even  lower  SFC 
than  today's  TFE731  engines. 

For  more  information,  contact: 
Garrett  Turbine  Engine  Company, 
RO.  Box  5217,  Phoenix,  AZ  85010. 
Or  call:  (602)  231-2029. 
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GARRETT 


Technology 


That's  the  dark  side  of  the  comput- 
er age.  Modern  banking  depends  on 
the  computer  to  such  an  extent  that, 
if  disaster  strikes,  it  would  be  impos- 
sible to  marshal  enough  clerks  with 
adding  machines  to  keep  the  oper- 
ation from  collapsing  under  millions 
of  unprocessed  transactions.  Banc- 
Ohio,  for  example,  has  800  computer- 
ized transaction  terminals  statewide, 
and  its  central  computer  processes  1 . 1 
million  checks  per  day. 

Banking  is  not  the  only  industry 
virtually  run  day  by  day  by  comput- 
ers. Public  utilities  not  only  bill  .by 
computer  but  also  use  them  to  man- 
age the  flow  of  electricity  through 
their  power  grids.  Distribution  com- 
panies would  have  endless  backlogs 
without  data  processing.  Increasingly, 
manufacturers  depend  on  computers 
to  control  inventories  and  run  assem- 
bly lines.  Airlines  use  them  to  run 
worldwide  reservation  systems. 

But  nobody  uses  computers  more 
than  governments.  And  that,  says 
computer-crime  expert  Donn  Parker 
of  SRI  International  in  Menlo  Park, 


These  businesses,  of  course,  store 
important  data  in  a  duplicate  memory 
system  in  case  the  main  computer 
goes  down.  But  it  is  the  processing 
required  to  bring  a  real-time  system 
up  again,  after  a  catastrophe  that  pre- 
sents the  critical  problem.  The  com- 
puter is  the  new  "key  man."  And 
when  the  key  man  is  disabled,  a  busi- 
ness can  fail. 

But  one  man's  potential  disaster  is 
someone  else's  opportunity.  Take 
Comdisco  Disaster  Services,  Inc.,  a 
subsidiary  of  Chicago-based  Com- 
disco. It  has  become  the  largest  "com- 
puter recovery"  firm  in  the  nation, 
with  260  clients.  Comdisco  Disaster 
provides  emergency  facilities  on  its 
own  computers,  telecommunications 
linkups  and,  if  requested,  trained 
computer  operators  and  software 
technicians.  Within  hours  after  disas- 
ter strikes,  a  company  can  move  its 
duplicate  data  tapes  and  personnel 
into  the  building  and  be  up  and  run- 
ning. In  addition  to  a  center  in  Chica- 
go, Comdisco  has  one  each  in  Califor- 
nia, Texas  and  New  Jersey  and  has 
one  under  construction  in  Colorado 
and  one  north  of  New  York  City. 

By  necessity,  these  emergency  data 
centers — called  "hot  sites"  in  the  in- 
dustry— sit  idle  day  after  day.  They 
can't  be  used  for  time-sharing  or  other 


Corporate  Contingency  Services'  Neu-  Hudson,  Mich,  hot  site 
Those  who  live  by  the  computer.  .  .  . 


Calif.,  makes  governments  particular- 
ly vulnerable.  According  to  Parker, 
there  have  been  30  terrorist  attacks  on 
computer  centers  in  Europe  since 
1978,  including  the  Red  Brigades'  fa- 
mous detonation  of  the  Italian  Motor 
Vehicle  ministry's  records.  For  two 
years  no  one  in  the  ministry  knew  for 
certain  who  had  a  driver's  license  or 
owned  a  car. 


outside  services  but  must  be  held  in 
readiness  in  case  a  client  needs  them. 
In  fact,  Comdisco  Disaster  President 
Ray  Hipp  believes  his  is  the  only  com- 
puter recovery  company  whose  ser- 
vices have  been  used.  That  happened 
in  January  1982,  when  a  water  main 
broke  only  one  floor  above  the  data 
center  of  a  Chicago-based  real  estate 
financial   institution,   flooding  the 


room  with  several  feet  of  water.  Th< 
company  moved  to  Comdisco's  com 
puters,  where  it  operated  for  the  next 
six  weeks. 

Other  computer  recovery  compa 
nies  include  Sungard,  a  subsidiary  o 
S  I  S.  Corp.  of  Radnor,  Penna.,  anc 
Corporate  Contingency  Services 
owned  by  Blue  Cross/Blue  Shield 
Corporate  Contingency's  site,  in  New 
Hudson,  Mich.,  is  over  170,000  square 
feet,  the  biggest  hot  site  in  the  coun 
try.  The  huge  building  stands  idle— 
except  for  occasional  minor  work  foi 
parent  Blue  Cross/Blue  Shield — wait 
ing  for  a  corporate  doomsday. 

Not  surprisingly,  the  premium  foi 
this  form  of  insurance  comes  high 
from  $2,500  to  $7,000  per  month  tc 
insure  that  idle  capacity  will  be  there 
if  needed,  and,  if  it  ever  is,  as  much  a; 
$10,000  up  front,  plus  $3,000  tc 
$4,000  per  day. 

Because  of  such  fees,  some  largei 
companies  have  set  up  their  own  hoi 
sites.  General  Electric  has  over  15C 
separate  businesses  that  all  depend  or 
computers  to  a  degree  that  Doug 
Walker,  an  information  security  anc 
control  consultant  at  GE,  calls  "jus 
overwhelming."  So  after  pricing  out 
side  services,  GE  decided  it  would  be 
cheaper  to  set  up  its  own  recovery 
service,  even  at  a  cost  that  woulc 
probably  run  about  1%  of  GE's  multi 
million-dollar  computer  operation* 
budget.  If  that  seems  like  a  hefty  sum 
it  might  not  be  too  much,  perhaps,  tc 
keep  those  who  live  by  the  compute: 
from  dying  by  it. — Jon  Schriber 

No  designer  genes 

With  investors  frothing  at  the 
mouth  over  any  new  issue  with ; 
high-technology  cachet — even  bette: 
if  it's  in  genetics  or  biotechnology— 
what  happened  to  Arthur  Asch's  com 
pany  was  predictable. 

Asch's  New  York-based  Bio-Medi 
cal  Sciences,  Inc.,  a  manufacturer  o 
disposable  medical  supplies  and  ther 
mometers,  should  be  worth  a  ride; 
some  investors  reason,  on  name 
alone.  But  then  the  name  changed,  tc 
Oak  Hill  Sportswear  Corp.  Had  Ascl 
discovered  a  way  to  clone  polyester  oi 
make  socks  grow  on  trees?  Not  really 
he  says.  Over  95%  of  the  company': 
business — and  profits — comes  frorr 
ladies'  sportswear;  medical  instru 
ments  are  just  a  small  division.  So  the 
company  decided  to  change  its  name 
to  "clear  up  any  confusion." 

And  what  about  those  investors 
who  bought  in  a  speculative  feveri 
Says  Asch:  "Boy,  were  they  sur 
prised." — Laura  Saunders 
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GUESS  WHICH  STATE'S 
BUSINESS  CLIMATE  WAS  RANKED 
BEST  IN  AMERICA  FOR 
THE  SECOND  STRAIGHT  YEAR. 

it ; 

* 
6 
3 
a 

"  I 

Ve'll  even  give  you  some  hints.  It's  a  state 

lat's  noted  for  its  climate,  though  only  lately  for  the  business 
kind.  A  state  more  high-technology  industry  has  come  to 
than  anywhere  else  in  the  Southeast,  because  it's  the  state 

where  much  of  the  new  technology  was 
first  invented.  It's  the  state  whose  govern- 

ment  sees  its  job  as  helping 
companies  do  their  job- 
making  products  with  high 
efficiency  and  low  cost.  In 
short,  it's  the  state  that 
Alexander  Grant  &  Company's 
independent,  annual  study 
again  showed  leading  all  the 
rest  in  a  combination  of  22  "im- 
portant factors  that  affect  busi- 
ness success."  If  you  still  haven't 
guessed  which  state  it  is,  Bob 
Williamson  of  our  Division  of 
Economic  Development  will 
be  delighted  to  tell  you. 
If  you  phone  him 
at  904-488-5507. 
Or  write  him  at 
Suite  FB-18, 
The  Collins 
Building, 
Tallahassee 
32301, Florida. 

YOU'RE  GETTING  WARMER. 


Bankers  and  brokers  are  doing  more  than  trading  hats.  Either 
will  now  do  more for  you  than  both  would  have  only  a  short  time 
ago.  While  they  slug  it  out,  you  stand  to  be  the  winner. 

A  buyer's  guide  to 
the  financial  supermarkets 


By  William  G.  Flanagan 
with  Janet  Bamford 


T|  HE  BIG  BANKS  and 
brokerage  houses 
are  out  to  snare  you. 
And  chances  are,  well- 
heeled  reader,  they  will 
succeed,  if  they  have  not 
already. 

What  do  they  want  this 
time?  Your  money,  of 
course.  But  now  they  are 
serious.  No  more  bits  and 
pieces — a  money  account 
here,  an  IRA  plan  there, 
some  stocks  and  bonds,  a 
T  bill  or  CD  on  occasion. 
Now  they  want  to  manage 
the  whole  enchilada,  ev- 
ery nickel  and  dime  you 
have.  All  your  cash  savings.  The  mon- 
ey in  your  checking  account.  Your 
money  market  account.  Your  securi- 
ties portfolio.  Your  loans.  Your  credit 
card  trade.  Even  the  equity  in  your 
home.  In  short,  they  all  want  to  marry 
you,  for  your  money,  until  death  do 
you  part.  It  is  heralded  as  an  innova- 
tion that  will  do  to  ordinary  banks 
and  brokerage  houses  what  the  super- 
market did  to  the  greengrocer  a  half 
century  ago. 

Should  you  surrender?  If  so,  to 
whom?  The  answer  to  the  first  ques- 
tion is  probably  yes,  the  likelihood 
rising  with  the  size  of  your  assets.  The 
answer  to  the  second  should  be  a  lot 
clearer  after  you  consult  the  table  on 
pages  146  and  147.  There  we  list  the 
requirements  and  features  of  the  pro- 
grams offered  by  leading  brokers, 
banks  and  mutual  funds.  It  amounts 
to  a  roundup  of  what's  to  be  found  on 
some  of  the  shelves  of  these  financial 
supermarkets. 

The  scramble  for  five-  and  six-fig- 
ure customers  is  getting  frantic  as  the 


Pru-Bacbe's  Nancy  Reed  keeping  tabs  on  the  competition 
All  major  brokers,  following  Merrill  Lynch's  lead,  now 
offer  managed  cash  accounts.  It's  a  matter  of  survival. 


once  clear  line  between  brokers  and 
bankers  continues  to  blur  and  as 
Washington  eases  up  even  more  on 
regulations  that  once  kept  them  off 
each  other's  turf.  One  ironic  twist  of 
the  new  rules:  Banks  can  peddle 
stocks  more  cheaply  than  big  brokers 
can.  On  the  flip  side,  brokers  can  offer 
better  loan  rates  than  banks  can. 

There  has  been  precious  little  profit 
in  it  thus  far  for  most  of  them.  Only 
Merrill  Lynch  is  thought  to  be  making 
any  money  on  its  Cash  Management 
Account.  But  all  the  players  clearly 
feel  they  have  no  choice.  It's  their 
hope,  and  their  fear,  that  once  you 
start  shopping  under  one  of  those 
roofs,  you  are  not  likely  to  stray. 

The  bait  that  brokers  and  bankers 
are  using  to  get  you  in  out  of  the  cold 
is  the  managed  cash  account.  For  $  1 00 
a  year  or  less,  which  is  even  at  least 
partly  tax  deductible,  you  get  a  raft  of 
financial  services  that  were  blue-sky 
stuff  only  a  few  years  ago.  The  smor- 
gasbord includes: 
□  Free,  unlimited  checking. 


□  A  single,  consolidated 
monthly  statement  list- 
ing all  your  financial 
transactions — securities 
bought  and  sold,  checks 
written,  credit  card  trans- 
actions, cash  withdrawn 
and  deposits  made,  the 
market  value  of  your  port- 
folio, your  buying  power, 
your  short  interest,  your 
overdraft  status,  etc. 

□  Low-interest  loans 
made  against  your  portfo- 
lio (from  brokers). 

□  Discount  stock  and 
bond  transactions  (from 
bankers  and  others). 
□Coupons  on  bonds  auto- 
matically clipped,  cashed 
and  deposited,  at  no  cost 

to  the  customer. 

□  Automatic  reinvestment  of  all 
dividends. 

□  One  or  more  money  market  ac- 
counts, into  which  idle  cash  is  auto- 
matically swept,  so  it  can  earn  high 
interest. 

□  A  Visa,  MasterCard  Gold  Card  or 
American  Express  Gold  Card. 

□  Ability  to  gain  instant  access  to  all 
your  cash  and  credit,  in  some  cases  24 
hotus  a  day,  worldwide. 

□  Free  traveler's  checks. 

□  A  year-end  tax  statement  broken 
down  into  as  many  as  99  categories. 

□  A  buying  service,  covering  over 
60,000  categories  of  goods  you  can 
shop  for  by  phone. 

□  Toll-free  telephone  access  to  ser- 
vice representatives  to  straighten  out 
problems  on  your  statement. 

□  Insurance  on  your  assets  of  up  to 
$25  million. 

Not  every  major  broker  or  every 
bank  provides  every  one  of  the  above 
services,  but  many  of  them  now  do,  or 
soon  will.  Most  big  banks  are  still 
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mndling  their  managed  cash  pro- 
grams— that  is,  combining  a  number 
)f  services  in  a  single  account — but 
neanwhile  they  are  offering  more  and 
nore  services,  as  the  law  permits. 

What  is  truly  remarkable  about  this 
lew  breed  of  account  is  the  fact  that  it 
s  so  cheap.  Discounting  the  credit 
:ard,  which  in  some  cases  is  optional, 
he  cost  of  all  the  other  financial  ser- 
vices comes  to  a  mere  $25  to  $60  a 
:.'ear.  Actually,  you  don't  have  to 
hrow  everything  you  have  into  one  of 
hese  accounts.  Generally  speaking, 
rou  need  only  $10,000,  in  cash  and/or 
ecurities.  Only  $1,000  is  required  to 
)pen  some  accounts.  So  it  is  possible 
or  people  with  substantial  assets  to 
nave  an  omnibus  account  with  one 
nstitution  while  maintaining  a  con- 
inuing  relationship  with  their  old 
)anker  or  broker.  Splitting  your  busi- 
less  does  deprive  you  of  the  full  ad- 
vantages of  the  one-stop  consolidated 
nonthly  statement,  but  it  has  the  off- 
etting  advantage  of  providing  access 

0  a  wider  variety  of  services  and 
sources  of  advice  and  information. 

In  effect,  the  bookkeeping  for  this 
;onsolidated  statement  is  a  loss  lead- 
er for  the  institution  providing  it.  The 
>rofits  will  come  from  the  services 
;hat  lead  to  the  bookkeeping — man- 
lgement  fees  on  the  money  market 
iccounts,  commissions  on  stock  and 
)ond  transactions,  interest  on  loans, 
;ees  on  stocks  that  are  loaned,  to 
lame  a  few. 

These  new  accounts  are  tailored  for 
(Vell-to-do  customers — for  good  rea- 
»ons.  "The  20-80  rule  of  economics, 
Adhere  20%  of  the  customers  give  you 
10%  of  the  business,  holds  true  con- 
sistently throughout  the  financial  ser- 
vices business,"  notes  Edward  Furash, 

1  Washington,  D.C. -based  consultant 
)n  financial  services. 

While  there  is  no  question  that 
nanaged  cash  accounts  are  a  very 
pod  deal  for  most  people  who  quali- 
y — they  are  already  paying  some  or 
ill  of  those  charges  anyway — there 
ire  some  drawbacks.  To  name  the 
nost  common  problems: 
■  The  statements.  Generated  by  com- 
puter and  groaning  with  data,  they 
:an  be  confusing.  In  time  most  state- 
ments should  be  easier  to  digest.  "The 
iccounts  you  see  now  are  only  a  way 


Buying  stock  at  a  branch  of  Citibank,  at  discount 


Merrill  Lynch  rep  explains  CMA — including  checking  and  loan  features 


At  Sears  outlet,  shoppers  can  buy  insurance  and  stocks,  and  cash  checks 
The  era  of  one-stop  shopping  for  financial  services  has  indeed  arrived. 
The  bigger  your  account,  the  more  sense  it  makes,  and  the  more  you  will 
be  solicited  by  brokers,  bankers  and  others. 
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station,"  says  consultant  Furash. 
■  Canceled  checks.  Many  brokers  do 
not  supply  their  customers  with  can- 
celed checks  each  month.  Their  state- 
ments record  all  checking  transac- 
tions, including  the  numbers  of  the 
checks.  In  some  cases,  the  client  can 
encode  checks,  indicating  the  type  of 
transaction.  But  to  retrieve  a  check 
physically,  if  required,  can  take  addi- 


tional days  and  costs  $1.25  or  sc 
When  you  have  to  produce  a  cancelet 
check  to  prove  to  the  IRS  or  a  sloppy 
storekeeper  or  the  parking  violation 
bureau  that  you  have  indeed  paid 
bill,  retrieving  your  checks  can  be 
nuisance.  (But  Elaine  Hart,  director  o 
Shearson/American  Express'  FM/ 
marketing,  points  out  that  most  cus 
tomers  still  maintain  personal  check 


The  financial  smorgasbord 


Below  is  a  sampling  of  what  some,  of  the  larger  firms  are  offering  up  ti 
customers  in  the  way  of  central  assets  accounts.  All  have  standard  charac 
teristics:  a  checking  account,  a  brokerage  account,  money  funds,  a  debit  o 


Central  Assets  Accounts 

Minimum  initial  investment 

ficn    nr    w  » *  j    i  1  ri  tipc    1  \  thiniv  iluK.1 

LdSfl  Ul  St  L  U  r  1 1 1 1  s  v  >  i 1  iu  u  ^  il  1 1 U  > 

Minimum 

appniint  halanpp' 

V'parlv  fpp 

1  tally  ICC 

Sweep  of  funds 

miii  mnnpv  marirpt 

Routinely  return 

ranrplpH  rhprk*1 

[nsur; 

Merrill  Lynch:  Cash 
Management  Account 

$20 

discretion  of 
account 
executive 

S50 

$1,000  or  more  daily 
under  51,000  weekly 

no 

$: 

Dean  Witter:  Active 
Assets  Account 

20 

discretion  of 
account 
executive 

50 

all  funds  daily 

no 

$: 

Shearson/American  Express: 
Financial  Management 
Account 

15 

discretion  of 
account 
executive 

100 

$1,000  or  more  daily 
under  $1,000  weekly 

no 

si 

Prudential-Bache: 
Command  Account 

20 

discretion  of 
account 
executive 

50 

SI, 000  or  more  daily 
under  $1,000  weekly 

no 

$: 

EF  Hutton:  Asset 
Management  Account 
Asset  Reserve  Account 

10  (cash) 
20  (securities 
or  combination) 

discretion  of 
account 
executive 

80  (AMA) 
40  (ARA) 

$1,000  or  more  daily 
$100  or  more  weekly 
SI  or  more  monthly 

yes 

SI 

Paine  Webber:  Resource 
Management  Account 

15 

discretion  of 
account 
executive3 

100 
60  (with- 
out card) 

S500  or  more  daily 
under  $500  weekly 

yes 

si 

Smith  Barney:  Vantage 
Account 

20 

discretion  of 
account 
executive5 

100 

SI, 000  or  more  daily 
under  SI, 000  weekly 

no 

Si 

Kidder  Peabody:  Premium 
Account 

25 

discretion  of 
account 
executive3 

75 

$1,000  or  more  daily 
under  SI, 000  weekly 

no 

$1 

AG  Edwards:  Total 
Asset  Account 

20 

discretion  of 
account 
executive 

50 

div.  and  int.  weekly 
S500  or  more  daily 
under  S500  weekly 

no 

SI 

Advest:  Advest  Reserve 
Cash  Account 

5 

discretion  of 
account 
executive 

25 

all  funds  daily 
over  5100  weekly 
into  tax-exempt 

no 

S2 

Fidelity:  Ultra 
Service  Account 

10 

S5.000  (cash) 

36 

S500  or  more  daily 
under  S500  weekly 

yes 

Citibank:  Focus 

10 

discretion  of 
account 
executive 

60 

all  funds  daily 

yes 

S5( 
S10 

Crocker  National  Bank: 
Working  Capital  Account 

10 

discretion  of 
account 
executive 

90 

all  funds  daily 

yes 

S5( 
$10 

Charles  Schwab:  One 
Account 

1 (cash) 
5  (securities) 

S500 

60  (if  below 
510,000 
balance) 

all  funds  daily 

no 

S2 

Margin  account  regulation^  equirc  minimum  equity  of  J2.000.   2Account  may  be  closed  if  balance  is  below  J5.000  for  too  consecutive  months    'Under  certain  circumstances,  account  may  be  clos 

fees  levied  if  balance  is  belo.v  $10,000    ^Accounts  are  debited  onlv  once  a  month    NA:  not  available. 
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tomer  service  centers  in  its  branches. 
But  getting  eyeball-to-eyeball  service 
on  brokers'  managed  cash  accounts  is 
still  not  easy.  And  while  there  are 
bodies  at  bank  branches,  it  remains  to 
be  seen  how  helpful  they  will  be  in 
straightening  out  complex  securities 
problems. 

■  The  debit  card.  With  many  ac- 
counts, your  Visa  or  MasterCard  acts 


|d  and  some  sort  of  comprehensive  statement  that  ties  it  all  together  for  you.  And  the 
4  is,  both  the  servers  and  the  services  keep  multiplying.  Look  for  more  banks,  mutual 
(hirers  and  smaller  brokerage  firms  to  come  roaring  into  the  marketplace. 


Statement  list  features 

Number  of 
accounts 

Card 

Startup  date 

Current  assets  controlled 
by  accounts  (6/30/83) 

Extra  features 

►s 

check  payee 

940,000 

VISA  debit 

9/77 

$75  billion 

securities  research 

:t 
■s 

check  payee 

check  coding — 20  personal 
and  tax  categories 

110,000 

VISA  debit 

3/82 

$9  billion 

securities  research 
check  cashing  at 
850  Sears  stores 

■s 

check  payee 

check  coding — 8  personal 
and  tax  categories 

32,000 

American  Express 
Gold4 

2/82 

$4.3  billion 

securities  research 

:t 
•s 

^ 

check  payee 

check  coding — 7  personal 
and  tax  categories 

36,000 

VISA  debit 

2/82 

$3.6  billion 

securities  research 
command  buying 
service 

;t 

'S 

only  amount  of 
check  written 

14,000 

American  Express 
Gold4 

6/82 
5/83 

$165  million 

securities  research 

:t 

IS 

only  amount  of 
check  written 

15,000 

MasterCard4  (optional 

3/83 

$2.4  billion 

securities  research 

check  payee 

check  coding — 1  personal 
or  tax  category 

NA 

American  Express 
Gold4 

3/83 

NA 

securities  research 

:t 

s 

check  payee 

6,000 

VISA  debit 

6/82 

$900  million 

securities  research 

■t 

P 

check  payee 

10,000 

VISA  debit 

2/82 

$450  million 

securities  research 

•t 

check  payee 

5,000 

VISA  debit 

11/81 

NA 

securities  research 

fit 

check  payee 

check  coding — 99  personal 
and  tax  categories 

15,500 

MasterCard 
Gold4 

2/83 

$470  million 
(money  funds  only) 

discount  brokerage 

it 

:S 

: 

check  payee 

NA 

VISA  debit 

4/83 

$20  million 

discount  brokerage 

■t 

Its 

only  amount  of  check  written 

NA 

VISA  debit 

5/82 

NA 

discount  brokerage 
account  available 
only  in  California 

r 

only  amount  of  check  written 

23,000 

VISA  debit 
+  1%  rebate 

11/81 

$170  million 

discount  brokerage 

ig  accounts  in  banks  to  take  care  of 
[i  ousehold  bills.) 

!  Man  versus  computer.  Getting  ex- 
i  lanations,  making  changes  or  cor- 

xting  errors  can  be  trying.  And  prob- 
•  ;ms  and  mistakes  do  occur,  of  course. 
;  We  get  the  usual  clinkers  that  every - 

legets,"  says  Jim  Howard,  vice  presi- 
mat  of  Dean  Witter,  "the  lost  card,  all 
4ie  Murphy's  law  things — all  the  nor- 


mal broker  things  that  can  go  wrong." 
If  you  cannot  solve  the  problem  over 
the  phone  with  a  service  representa- 
tive, you  might  find  your  broker  less 
than  eager  to  help  you,  especially  if  the 
problem  is  not  related  to  your  securi- 
ties transactions.  "They  didn't  get  into 
the  business  to  be  tellers,"  says  Mike 
Lipper  of  Lipper  Analytical  Services. 
Merrill  Lynch  is  now  setting  up  cus- 
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like  a  plastic  check  that  allows  you 
instant  access  to  all  the  cash  in  your 
account,  plus  the  money  in  your  mon- 
ey market  account,  plus  the  margin 
limit  on  your  securities.  That's  great 
if  you  buy  a  Pissarro  while  passing 
through  Paris  but  a  nightmare  if  you 
lose  the  card  and  the  "finder"  strolls 
into  a  bank  and  taps  into  your  ac- 
count. Merrill  Lynch  says  misuse  ,of 


its  Visa  cards  shouldn't  trouble  cus- 
tomers unduly,  as  they  are  liable  only 
for  $50  if  the  card  is  stolen.  Still.  .  .  . 

Also,  an  undisciplined  customer 
could  easily  go  overboard  with  that 
much  cash  access.  "If  you're  granting 
people  credit  who  don't  know  how  to 
use  it,  it  gets  scary,"  says  Mike  Lip- 
per.  "There  is  nothing  wrong  with 
margin  debt  as  long  as  the  money  is 


being  put  to  productive  use.  If  you 
wind  up  hitting  your  assets  to  take  a 
dozen  people  to  La  Cote  Basque  and 
drop  $2,000  there,  that  creates  a  debt 
structure  you're  not  used  to." 

Finally,  using  the  debit  card  againsti 
your  own  assets  denies  you  the  float 
that  ordinary  credit  cards  permit — up 
to  45  days.  (Note,  however,  that  some 
cash  accounts  won't  offer  a  debit  card 


The  thundering  herd  sees  red 


At  last  count  Merrill  Lynch  had  signed  up  close  to  a 
million  CMA  accounts,  more  than  double  the 
number  opened  by  Dean  Witter,  Shearson,  Paine  Webber 
and  all  the  rest  combined.  But  far  from  feeling  smug 
about  its  competitors,  Merrill  Lynch  is  mad  as  hell.  It  has 
turned  its  lawyers  loose  and  gone  into  court  demanding 
competitors  pay  to  use  its  patented  CMA  program. 

Why  the  anger?  Besides  feeling  its  product — painstak- 
ingly developed  for  years — was  being  stolen,  there  was 
the  touchy  matter  of  a  strategic  talent  raid. 

There  were  four  key  defections  from  Merrill  Lynch's 
CMA  development  team.  Neil  See,  who  was  second-in- 
command  at  CMA,  was  wooed  away  by  Dean  Witter  in 
1980.  Three  others  left  the  herd  in  1981:  Nancy  Reed, 
who  was  in  CMA  product  development,  became  mar- 
keting director  of  Pru-Bache's  Command  Account  pro- 
gram; Elaine  Hart,  who  had  been  CMA  services  man- 
ager, joined  Shearson/ American  Express  to  head  up  its 
Financial  Management  Account  business;  and  Rick 
Roeder,  a  lawyer  who  was  instrumental  in  getting  the 
CMA  over  regulatory  hurdles,  likewise  joined  Shearson 
that  year.  (Roeder  has  since  left  Shearson.) 

The  first  legal  salvo,  demanding  compensation  from 
other  brokers,  was  fired  last  summer.  On  Sept.  14,  in  a 
letter  to  nine  brokerage  firms,  over  President  William 
Schreyer's  signature,  Merrill  advised: 

"As  you  may  already  know,  on  Aug.  24,  1982,  the 
U.S.  Patent  and  Trademark  Office  issued  Patent  No. 
4,346,442  on  certain  features  of  our  Cash  Management 
Account  financial  service  and  its  underlying  system. 
We  believe  that  [name  of  recipient  firm's]  financial 
service  employs  these  same  features  and  that  you  will, 
therefore,  be  interested  in  obtaining  a  license  under  our 
patent.  To  that  end,  enclosed  is  a  license  agreement." 

Enclosed  with  that  marvelously  self-assured  letter 
was  a  six-page  contract  that,  among  other  things,  called 
for  the  licensee  to  pay  Merrill  $10  a  year  for  every 
account.  It  also  asserted  Merrill's  right  to  have  all 
licensees'  books  and  records  examined. 
Schreyer's  letter,  predictably,  intimidated  no  one. 

"You  can't  patent  oxy- 
^  gen,"  said  James  Howard, 
—  who  is  in  charge  of  com- 
munications for  Dean  Witter's 
Active  Assets  Account.  "It 
seems  as  if  Merrill  Lynch  is 
trying  to  hold  the  rest  of  the 
investment  community 
hostage,"   Bache  chief 
George  Ball  quipped,  "but 
I  doubt  that  they  can  do  it 
with  a  water  pistol." 
Paine    Webber  replied 


with  a  lawsuit.  In  a  motion  filed  in  U.S.  District  Court 
in  Wilmington,  Del.,  Paine  Webber  asked  the  court  to 
declare  the  CMA  patent  invalid. 

Merrill  countersued  Paine  Webber  and,  while  it  was 
at  it,  sued  Dean  Witter  as  well,  claiming  that  its  patent 
was  indeed  valid  and  had  been  infringed  upon.  (Patent 
4,346,442,  let  the  record  show,  is  an  1  Tpage  document 
that  includes  a  detailed  description — including  flow 
charts — of  the  data  processing  methodology  used  in  the 
Cash  Management  Account.) 

Why  was  Dean  Witter  brought  into  the  suit?  James 
Grady  Jr.,  general  counsel  for  Merrill  Lynch,  explains: 
"We  considered  that  Dean  Witter  was  using  a  product 
extremely  similar  to  our  CMA  and  that  they  had 
achieved  their  product,  at  least  in  part,  because  they 
had  hired  an  employee  [Neil  See]  who  had  worked  for 
Merrill  Lynch  and  who  had  been  very  directly  involved 
in  the  development  of  our  CMA."  Another  reason: 
Dean  Witter,  owned  by  merchandising  giant  Sears,  Roe- 
buck and  with  about  68,000  Active  Asset  Accounts  at 
the  time,  was  CMA's  largest  competitor.  It  still  is. 

In  May  the  judge  hearing  the  case,  James  Latchum, 
separated  Merrill's  quarrel  with  Dean  Witter  from  the 
Paine  Webber  dispute.  Each  is  being  heard  individually. 
He  also  ruled  that  Merrill's  patent  could  not  immedi- 
ately be  declared  valid  or  invalid  and  that  the  issue 
must  be  tried.  Further  litigation  is  expected. 

Merrill's  pursuit  of  Dean  Witter  may  be  complicated 
by  See's  retirement  on  July  1.  Although  See  falls  well 
short  of  retirement  age,  "his  health  isn't  good,"  ex- 
plains Dean  Witter  Chairman  Robert  Gardner. 

Will  the  court  uphold  the  patent?  "It's  difficult  to 
say,"  says  patent  attorney  Bruce  Hamburg.  "Strictly  on 
the  basis  of  past  court  decisions,  Paine  Webber  would 
seem  to  have  a  2-to-l  chance  of  winning,"  he  notes. 

Its  resort  to  law,  according  to  Merrill  attorney  Grady, 
is  not  to  exclude  others  from  using  CMA-type  accounts 
but  to  attain  "full  recognition  of  the  fact  that  this  is  a 
Merrill  Lynch  invention."  Maybe  so,  but  some  observ- 
ers feel  that  if  the  patent  is  upheld  and  the  licensing  bid 
is  successful,  the  financial  services  industry  as  a  whole 
will  suffer.  "If  Merrill  Lynch  pulls  this  off,"  says  con- 
sultant Edward  Furash,  "it  will  bring  on  a  new  era  in 
which  people  will  use  both  patents  and  lawsuits  to  fight 
competition.  I'm  not  sure  that's  very  productive." 

Meanwhile  the  whole  question  could  become  moot. 
Merrill  seems  keenly  aware  that  there  is  a  finite 
number  of  fat-cat  accounts  to  be  had  in  the  market- 
place, and  the  banks  have  not  yet  begun  to  fight.  Time 
is  of  the  essence.  So  while  the  competition  labors  under 
a  legal  cloud,  Merrill  is  happily  signing  up  roughly 
3,500  new  accounts  a  week.  Living  well  may  be  its  best 
revenge. — Kevin  McManus 
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NOT  A  CROWD 
IN  THE  SKY 


TWAs  747  AMBASSADOR  CLASS  TO  EUROPE. 
MORE  ROOM  TO  SIT.  MORE  ROOM  TO  WORK.  MORE  ROOM  TO  RELAX. 


il.you're  flying  on  business,  TWA's 
anbassador  Class  to  Europe  and  the 
liddle  East  is  a  great  way  to  go. 
i  It's  a  business  class  in  a  class  by 
I  >lf— a  separate,  roomy  cabin  with 
jit  six  seats  across.  So  you'll  never  be 
I  jght  in  the  middle. 

And  the  seats  are  designed  with 
■fur  comfort  in  mind— bigger  and 
'  der,  with  more  recline  than  coach. 

there's  more  elbowroom  to  work, 
)re  legroom  to  stretch  out  and  relax. 

ailable  on  all  widebody  flights 


And  in  TWA's  Ambassador  Class, 
you  get  a  lot  more  than  a  roomy  cabin. 

In  addition  to  complimentary 
cocktails,  your  meal  includes  an  ap- 
petizer, a  choice  of  three  entrees 
(served  on  fine  china)  and  a  selection 
of  international  wines.  And  to  top  it  off, 
you  can  sit  back  and  relax  with  cognac 
or  a  liqueur. 

You  get  special  treatment  on  the 
ground,  too.  There's  a  separate  check- 
in  counter  and  Priority  Baggagesm 


handling*  And  if  you're  a  member  of 
TWA's  Ambassador  Club,  you  can  take 
it  easy  in  our  private  lounge  before 
you  take  off. 

And  with  TWA's  Frequent  Flight 
Bonussm  program,  when  you  fly  Am- 
bassador Class  now  through  the  end  of 
the  year,  you'll  earn  125%  of  the  actual 
miles  you  fly. 

So  take  TWA's  Ambassador 
Class  to  Europe  and  leave 
the  crowds  behind. 


You're  going  to  like  us 


The  vehicles  pictured  above  represent 
some  of  the  newest  offerings  from  Ford 
Motor  Company,  producer  of  the  highest 
quality  vehicles  of  any  major  manufac- 
turer in  America*  Better  than  GM.  Better 
than  Chrysler. 

It  wasn't  easy  to  accomplish,  and  it 
didn't  happen  overnight. 

Here's  how  we  did  it. 

Employee  Involvement 


At  Ford  Motor  Company  our  greatest 
resource  is  our  people.  In  plants  and 
offices,  on  test  tracks  and  in  meeting 
rooms,  Ford  people  are  dedicating 
themselves  to  achieving  quality.  Employee 
Involvement  groups  meet  regularly  in 
almost  all  Ford  plants  and  locations 
throughout  the  United  States  and  are 
making  significant  contributions.  As  an 
example,  over  500  employee  suggestions 
were  accepted  for  improving  the  assembly 
process  and  quality  of  the  1984  Ford 
Tempo  and  Mercury  Topaz. 


Engineered  From  The  Driver  On  Oi 

At  Ford  Motor  Company  we're 
committed  to  building  cars  of  function 
integrity,  character  and  unequalled 
quality  that  give  you,  the  driver,  real 
value  for  your  money,  and  then  some. 
Automobiles  with  proper  steering 
wheel-to-pedal  relationships, 
spaciousness,  with  precision-built 
instruments  and  controls  that  are 
functionally  beautiful.  With  torque  an 
horsepower  characteristics  that  are 
well-matched  to  carefully  selected 
transmission  and  axle  ratios.  Powertr; 
suspension  and  steering  that  give  a  fe< 
of  confidence  and  harmony,  at  city  and 
highway  speeds,  even  on  rough  roads, 
call  it  the  completely  integrated  vehic 
The  driver's  car. 

Better  Fit  And  Finish 


The  way  things  fit  and  the  way  thi 
look  are  pretty  good  indications  of  how 
well  a  vehicle  is  made.  At  Ford  Motor 


*Based  on  a  national  survey  measuring  things  gone  wrong  after  three  months  of  ownership,  conduc 
among  over  14,000  people  owning  Ford  and  competitive  1983  new  vehicles,  introduced  prior  to  Feb., 


mpany  accuracy  and  uniform  fit  are 
scked  constantly  by  a  hand-held 
nputer  called  DatamytelTt  makes  sure 
3  tolerances  between  doors  and  body, 
ink  and  hood  conform  to  exact  design 
scifications.  And  the  interior  design  and 
mufacture  of  the  car  are  just  as 
portant,  down  to  seemingly  minor 
tails  such  as  making  sure  the  carpets 
1 2  secure. 

In  addition,  by  utilizing  advanced 
juhnologies  such  as  electrostatic 
jiinting,  we  are  producing  some  of  the 
bst  beautiful  cars  on  the  American  road. 

|  Quality  Working  Relationships  Improve 
\  The  Quality  Of  Our  Work 

An  historic  labor  agreement,  a 
!  tnmitment  to  quality,  and  a  sense  of 
;  ide  have  created  a  new  industrial 
1  Solution.  Ford  Motor  Company  and  The 
I  lited  Auto  Workers  are  working 
I  i^ether  like  never  before.  Together 
ft  are  developing  more  efficient 


assembly  methods,  greater  productivity, 
and  better  quality 

Take  a  close  look  at  our  quality  and 
judge  for  yourself.  After  you  do  you'll 
understand  that  at  Ford  Motor  Company, 
quality  isn't  just  an  abstract  idea,  it's  very, 
very  real. 

We  Weren't  Always  This  Good 

At  Ford  Motor  Company  things  have 
changed.  For  the  better.  Right  now,  we're 
producing  the  highest  quality  cars  and 
trucks  of  any  major  manufacturer  in 
America.  And  that's  only  the  beginning. 
A  tremendous  investment  of  time,  money 
and  hard  work  is  producing  the  greatest 
outpouring  of  new  products  in  automotive 
history.  We've  got  a  lot  to  be  proud  of  at 
Ford  Motor  Company,  and  yet  there  is  still 
much  to  be  done. 

We  have  dedicated  ourselves  to  the 
task  of  making  the  quality  of  the 
American  automobile,  once 
again,  the  envy  of  the  world. 


Quality  is  Job  1 

Ford  •  Mercury  •  Lincoln  •  Ford  Trucks  •  Ford  Tractors 


Personal 
Affairs 


if  you  don't  want  it,  and  some  also 
offer  traditional  credit  cards.) 

Merrill  Lynch's  CMA  chief,  Mi- 
chael Sanderson,  is  aware  of  the  possi- 
ble abuses  of  the  debit  card,  and  the 
fact  that  the  customer  loses  float,  but 
insists  that  the  firm's  wealthiest  cus- 
tomers prefer  it  that  way.  "They  have 
enough  credit  as  it  is  with  other  cards. 
The  debit  card  is  the  card  of  the  fu- 
ture," he  says. 

■  Statement  security.  When  you  put 
all  your  financial  eggs  in 
one  basket  and  get  12 
monthly  statements  and 
one  annual  statement  a 
year,  for  example,  which 
detail  every  significant 
thing  you've  done  with 
your  money  all  year, 
you'd  better  watch  out 
whose  eyes  fall  on  those 
statements.  In  some  firms 
the  brokers  can  peruse 
your  complete  statements 
if  they  care  to,  and  you 
might  not  like  that.  One 
broker,  for  example,  took 
special  note  of  how  much 
a  client  was  spending  each 
month  to  see  a  psychia- 
trist. If  you,  like  many  ac- 
tive traders,  use  a  dis-   

count  as  well  as  a  full-service  broker, 
you  might  not  like  your  regular 
broker  to  know  that  you  have  been 
writing  checks  to  the  discounter. 

Obviously,  too,  a  soon-to-split 
spouse  who  runs  off  to  an  attorney 
with  a  copy  of  your  statement  has  a 
lot  of  ammunition  in  a  divorce  pro- 
ceeding. And  the  IRS,  if  you  are  hiding 
anything,  would  love  to  see  your 
statements — and  could  easily  subpoe- 
na them. 

■  Making  deposits.  With  some  ac- 
counts it  can  be  a  nuisance  to  make 
cash  deposits,  especially  if  you  are 
used  to  automatic  payroll  depositing. 
Although  some  firms  may  introduce  a 
direct  deposit  service  in  the  future,  at 
present  most  still  accept  only  your 
personal  check  as  a  deposit. 

*  Closing  an  account  If,  because  of 
poor  service,  a  move  or  any  other  rea- 
son, you  want  to  close  your  managed 
cash  account,  you  might  find  it  time- 
consuming  and  frustrating.  With  so 
many  wheels  spinning,  it's  hard  to 
stop  them  all  simultaneously.  Com- 


petitors complain  that  some  Merrill 
Lynch  customers  who  tried  to  switch 
their  accounts  have  encountered 
seemingly  needless  delay.  Merrill's 
Sanderson  replies  that  customers  who 
close  CMA  accounts  slow  the  process 
unnecessarily  by  not  turning  in  their 
credit  cards  and  checkbooks  right 
away.  Checks  in  the  pipeline,  as  well 
as  credit  charges,  can  take  time  to 
filter  through,  he  also  points  out. 

Nevertheless,  most  well-heeled 
customers  will  find  that  the  flaws  and 
potential  problems  are  outweighed  by 
the  benefits  of  these  new  types  of  ac- 
counts. A  sizable  market  already  has 
been  found,  as  evidenced  by  Merrill 
Lynch's  success  in  signing  up  close  to 
1  million  customers  so  far  for  its  Cash 
Management  Account.  Every  major 
competing  broker  now  offers  its  own 


Broker  living  it  up  in  Chemical  Bank  ad 

Deregulation  is  allowing  banks  to  get  back  at  brokers/or 
invading  their  turf. 


version  of  CMA.  In  some  cases  these 
versions  so  closely  resemble  Merrill 
Lynch's  patented  CMA  that  Merrill 
has  sued  some  firms  and  is  trying  to 
exact  royalties  from  practically  every- 
body on  The  Street  (see  box,  p.  148). 

It's  understandable  why  Merrill  is 
being  testy.  It  originated  its  CMA  in 
1977  and  had  to  break  a  lot  of  costly 
ground  to  get  the  product  launched. 
But  the  notion  itself  is  not  extraordi- 
nary. All  issuers  agree  that  the  biggest 
single  selling  point  of  these  accounts 
is  simply  the  ability  to  put  idle  cash  to 
work.  Depending  upon  the  account, 
and  the  amount  of  cash,  funds  are 
swept  daily  or  weekly  from  the  check- 
ing account  into  money  market  ac- 
counts. Says  Nancy  Reed,  vice  presi- 
dent of  marketing  for  Prudential- 
Bache's  Command  Account:  "The 
cornerstone  of  all  these  products  is 
the  sweep  feature." 

It's  a  product  whose  time,  clearly, 
has  come.  "The  homogenization  of 
the  financial  services  industry  came 
about  because  of  the  openings  created 


by  inflation,"  says  Edward  Furash 
"Consumers  wanted  higher  rates  on) 
their  deposits,  which  created  thq 
money  market  funds.  And  there  were 
major  shifts  in  consumer  attitudes 
that  caused  them  to  be  far  more  inter 
ested,  because  of  inflation,  in  alterna 
tive  investments  and  the  ability  to 
move  funds  around,  and  in  being  able 
to  capitalize  on  borrowing  power." 

It  is,  of  course,  only  very  recently 
that  banks  have  been  able  to  satisfy 
this  core  demand  of  consumers — ta 
have  "extra"  money  on  deposit  earn 
ing  money  market  interest.  But  no 
moss  has  been  growing  under  such 
traditionally  aggressive  banks  as 
Chemical,  Citibank  or  Bank  of  Amer- 
ica. Citibank  launched  its  Focus  pro- 
gram in  mid-April  1983  and  already 
has  over  $20  million  in  deposits.  Not 
bad,  considering  it  is  ad 
vertised  heavily  only  in 
New  York  City.  Bank  of 
America  bought  discount 
broker  Charles  Schwab 
last  spring  and  added  its 
considerable  muscle  to 
Schwab's  existing  man- 
aged cash  account,  which 
is,  of  course,  national. 
Chemical  Bank,  which  is 
already  offering  custom 
ers  discount  brokerage 
services,  is  busy  hammer 
ing  out  its  own  scheme 
Says  William  Turner,  ex 
ecutive  vice  president: 
"We  are  working  on  a 
CMA-type  program  that 
will  probably  be  ready  be- 

  fore  year-end." 

How  does  all  this  competition  af- 
fect you?  The  affluent  consumer  can 
only  benefit  as  the  bankers  and 
brokers  slug  it  out  for  control  of  your 
cash.  More  financial  services — auto- 
matic payroll  depositing,  travel  ser- 
vices and  automatic  bill  paying — are 
bound  to  be  tacked  onto  managed 
cash  accounts  at  little  or  no  cost. 

Which  one  will  be  best?  "I  think  it 
is  a  mistake  for  anyone  to  think  that  a 
single  product  is  going  to  dominate 
the  financial  services  industry  any 
more  than  a  single  type  of  car  domi- 
nates the  automobile  industry,"  says 
Furash.  "The  real  question  for  most  of 
the  institutions  is  whether  the  mar- 
kets are  large  enough  to  make  what 
they  intend  to  introduce  sufficiently 
profitable  in  the  face  of  many  com- 
petitors. And  the  guts  of  that  answer 
lies  in  merchandising." 

The  bankers  and  brokers  have  lust- 
ed after  one  another's  markets  foi 
years,  and  now  they  can  all  duke  it 
out.  Whatever  happens,  you  will 
come  out  the  real  winner.  ■ 
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'At  our  hotels,  checking  out  is  as 
asy  as  walking  out  of  your  room!' 


Marriott's  reputation  for 
'ingyou  a  pleasant,  hassle- 
e  stay- for  doing  things 
ht-  is  really  a  matter  of 
r  paying  attention  to  a  lot 
little  details. 

We  know  you  hate  stand- 
l  in  line  at  the  cashiers 
unter,  for  example.  So 
've  figured  out  a  way 
reduce  check-out  time 
zero. 

Our  system  works  auto- 
itically  when  you  use  a 
ajor  credit  card  to  register. 
1  the  morning  you  are 
leduled  to  depart,  your 
mized  bill  and  receipt  are 
nply  slipped  under  your 
or.  Just  phone  the  front 
sk  that  you're  leaving, 
Dp  your  room  key  on  the 
ssser,  and  walk  away, 
u're  gone! 
Guaranteed  reservations, 
ick,  painless  check-ins 
check-outs.  Comfort  and 
erb  service  in  between. 
I  have  to  make  sure  we 
things  right.  After  all,  it's 
/  name  over  the  door." 

President,  Marriott  Corporation 


^\or r  i  ott  Hotels 


800-228-9290 


Faces 

Behind  The  Figures 


Edited  by  John  R.  Dorfman 

Mining  Wall  Street 

It's  tough  to  guess  what  the  price  of 
gold  will  be  next  week,  never  mind 
years  from  now.  But  Harry  Conger, 
the  52-year-old  chairman  of  Home- 
stake  Mining  Co.,  the  country's  larg- 
est gold  miner,  doesn't  care.  "We 
know  that  gold  has  always  stayed 
ahead  of  inflation,"  he  says,  "and  that 
gold  prices  have  cycles.  But  these  cy- 
cles are  manageable.  If  we  keep  our 
operating  margins  somewhere  in  the 
middle  of  our  competitors'  we'll 
make  money.  After  all,  our  deposits 
rank  with  any  of  our  competitors.'  " 
They  sure  do.  The  namesake  lode  in 


tures.  Last  summer  things  looked 
grim.  Gold  was  selling  at  about  $295 
an  ounce,  which  is  dismal,  consider- 
ing that  it  now  costs  the  company 
about  $310  an  ounce  to  mine  its 
Homestake  lode.  Workers  at  the 
South  Dakota  mine  had  just  gone  on 
strike,  an  action  which  was  to  last  118 
days,  the  longest,  in  the  mine's  histo- 
ry. Conger  and  his  crew  decided  they 
had  little  choice  but  to  arrange  for  an 
$80  million  line  of  credit.  But  when 
the  stock  market  and  the  price  of  gold 
began  to  pick  up,  Conger  decided  in- 
stead to  mine  Wall  Street  for  capital. 

Last  December  the  company  pre- 
pared a  "415"  (shelf  registration)  and 
sat  back  to  wait  for  the  right  time  to 
sell  equity.  In  seven  sales  since  then 
the  company  has  sold  3  million 
shares,  and  raised  $87  million,  at 
what  it  figures  to  be  a  considerable 
saving.  General  Counsel  William 
Langston  estimates  that  outside  legal 
and  printing  expenses  for  selling  the 
shares  were  less  than  $65,000,  and 
that  Homestake  saved  at  least  $3  mil- 


Homestake  Mining  Co.  Chairman  Harry  Conger 
What  does  he  care  about  the  price  of  gold? 


South  Dakota  has  been  producing 
gold  since  1875.  In  1980  the  company 
announced  a  find  in  Napa  Valley, 
north  of  San  Francisco:  the  McLaugh- 
lin tract,  which  is  one  of  the  largest 
finds  in  the  U.S.  in  this  century. 

But  it  takes  money  to  make  money. 
Conger  estimates  that  development 
of  the  McLaughlin  mine  will  require 
about  $200  million  in  capital  expendi- 


lion  by  not  selling  the  shares  under  a 
traditional  offering.  "McLaughlin  is 
now  fully  funded,"  says  Conger.  "We 
don't  expect  we'll  have  to  touch  the 
$80  million  line  of  credit." 

A  former  mining  engineer,  Conger 
lives  in  the  desert  east  of  Homestake's 
San  Francisco  headquarters.  "My  wife 
and  I  got  used  to  the  heat  and  dryness 
after  years  of  living  near  mining 


camps,"  he  says.  But  now  the  boss 
reluctantly  stays  away  from  the 
mines  because,  he  says,  "when  I'm! 
around,  everybody  stops  working." 

With  gold  recently  at  $430  an  ounce 
and  the  rich  McLaughlin  find  coming 
on  line  with  production  costs  esti- 
mated at  a  nice  low  $225  an  ounce,  no 
wonder  Conger  wants  to  let  the  work 
go  on. — Janet  Bamford 


Shake-up  time 

"It  was  never  meant  to  be  a  profit- 
making  operation,"  John  Hoagland  Jr. 
says  of  the  Christian  Science  Monitor, 
the  newspaper  he  took  charge  of  six 
months  ago.  "On  the  other  hand,"  he 
adds,  "it  was  never  meant  to  lose  $10 
million."  That's  about  what  the  75- 
year-old  Monitor,  flagship  of  the 
Christian  Science  Publishing  Society, 
lost  last  fiscal  year.  Hoagland,  man- 
ager of  the  Publishing  Society,  ex- 
pects it  to  lose  about  as  much  again 
this  year,  on  estimated  revenues  of 
around  $30  million. 

What  went  wrong?  In  the  early 
1960s  the  Monitor  was  in  the  black, 
had  a  stable  circulation  around 
175,000  and  sold  more  than  7  million 
lines  of  advertising  a  year.  Today  cir- 
culation has  ebbed  to  151,000.  Hoag- 
land prefers  not  to  reveal  the  ad-line 
count  but  says  it's  "down  significant- 
ly" from  the  total  back  in  the  Moni- 
tor's best  days. 

In  those  glory  years  (1944-61)  the 
shop  was  run  by  John's  father,  who  sat 
at  the  desk  John  now  occupies.  The 
elder  Hoagland  was  a  veteran  journal- 
ist, who  spent  years  at  the  Louisville 
Courier-Journal.  John  Jr.  followed  a 
different  route.  From  1951-61  he  was 
in  intelligence  work,  mainly  with  the 
CIA.  After  that  he  worked  as  a  busi- 
ness consultant,  first  with  Secor 
Browne  (later  chairman  of  the  Civil 
Aeronautics  Board)  and  more  recently 
for  his  own  firm,  Hoagland,  MacLach- 
lin  &  Co.,  Inc.,  in  Wellesley,  Mass.  (A 
devout  Christian  Scientist,  he  took  a 
pay  cut  to  come  to  the  Monitor  and  its 
smaller  sister  publications,  which, 
unlike  the  Monitor,  are  specifically  re- 
ligious.) Outside  of  work,  he  says,  his 
main  interests  are  his  family  and  the 
backwoods  of  Maine. 

It's  definitely  shake-up  time  at  the 
Monitor.  Hoagland  and  the  Society's 
board  have  installed  new  top  editors 
(headed  by  Katherine  Fanning,  former 
editor  and  publisher  of  the  Anchorage 
Daily  News),  poured  money  into  the 
atrophied  advertising  department,  re- 
organized the  paper's  circulation  op- 
erations and  hired  Robert  Lockwoodl 
(who  redesigned  the  Baltimore  Sun  and! 
the  Chicago  Sun-Times)  to  give  the 
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hn  Hoagland  Jr.  of  the  Christian  Science  Monitor 
1 10  million  was  a  little  more  than  they  planned  on  losing. 


Monitor  a  face-lift. 

i  Despite  its  problems,  the  Monitor 
ill  has  strengths:  detailed  foreign  af- 
irs  reporting,  a  strong  op-ed  page  and 
loyal  core  of  subscribers  (about  half 
:  them  Christian  Scientists)  who  re- 
;w  90%  of  all  subscriptions  over  two 
iars  old.  To  grab  new  subscribers, 
joagland  plans  a  two-year  ad  cam- 
!)iign  featuring  endorsements  from 
jjch  celebrities  as  Admiral  Stansfield 
turner,  actress  Jean  Stapleton  and  for- 
jier   presidential    candidate  Barry 
loldwater.— J.R.D. 
i 

Chairman  of  the  boards 

jnagine  a  U.S.  citizen  simultaneously 
irving  as  the  chairman  of  the  board 
;  three  companies.  That's  hardly  the 
sneral  rule  in  Britain,  either.  But  it  is 
fiore  likely  there.  Witness  Sir  David 
icolson. 

Nicolson  is  chairman  of  three 
iDards,  notably  BTR  Pic,  a  middle- 

ze  ($1.1  billion  sales)  but  fast-grow- 
lig  conglomerate  that  has  just  ac- 
j  aired  Thomas  Tilling  Pic,  another 
{ritish  conglomerate  more  than  three 
;mes  its  size. 

BTR  made  a  novel  pitch  to  Tilling's 
iiareholders.  The  idea  was  to  show 
jaem — right  in  the  prospectus,  in  big 
jrint  and  bold  color — how  much 
wore  profitable  it  would  be  to  hold 
TR  shares  than  Tilling  shares.  Sir 
pavid  has  a  good  case:  BTR's  profits 
jerformance  has  been  impressive  in 
he  past  five  years,  while  Tilling's 
irofits  have  sagged.  In  fact,  Nicolson 
iffered  Tilling  holders  their  choice  of 
ITR  shares  or  cash,  and  95%  took 
lares.  As  a  result,  beams  Nicolson, 
jthere  will  be  no  need  to  sell  any  parts 
If  Tilling  to  finance  the  takeover." 


But  the  merger  does  throw  off 
BTR's  carefully  achieved  near-equal 
balance  among  European,  U.S.  and 
other  markets,  since  Tilling  is 
weighted  toward  the  U.K.  To  redress 
that  balance,  Nicolson  says  the  re- 
structured company  will  be  seeking 
new  markets  outside  Britain.  "We  had 
it  just  about  right,  and  then  we  got 
Tilling,"  observes  Nicolson.  "Now 
we  will  work  back  toward  that  distri- 
bution in  the  future." 

The  job  of  putting  it  all  together 
will  fall  more  to  Owen  Green,  BTR's 
managing  director  and  chief  execu- 
tive, than  to  Sir  David.  Says  he,  "I  am 
a  professional  board  chairman."  He 
took  over  as  chairman  of  BTR  in  1969, 
assumed  the  chairmanship  of  Roth- 
mans  International  in  1975  and  added 
Selincourt,  a  smaller  textile  company, 


in  1982.  Along  the  way  he  was  asked 
by  the  British  government  to  reorga- 
nize its  national  airlines,  resulting  in 
the  creation  of  British  Airways  in 
1972,  the  achievement  for  which  he 
was  knighted. 

Besides  all  that,  Sir  David  is  active 
in  the  American  European  Communi- 
ty Association,  which  he  founded  in 
1981,  and  represents  central  London 
in  the  European  parliament.  He  con- 
siders the  job  of  board  chairman  to  be 
a  specialized  field.  "I  think  in  Britain 
management  of  boards  has  been  a  ne- 
glected subject,"  he  says.  But  clearly 
not  by  him. — Priscilla  S.  Meyer 

Stunt  man 

Dick  Kress,  the  56-year-old  president 
of  Norelco,  has  some  funny  ways  of 
motivating  his  sales  representatives. 
At  annual  sales  conferences,  Kress 
has  rappeled  down  buildings,  "flown" 
across  streets  dressed  as  "Norelco 
Man"  and  even  gone  a  few  rounds 
with  Mark  the  Butcher,  a  professional 
wrestler.  Has  all  this  helped  Norelco, 
a  consumer  products  division  of 
North  American  Philips?  Kress 
thinks  so,  of  course,  but  so  do  several 
industry  analysts. 

Norelco  is  number  one  in  electric 
shavers,  with  a  60%  share  of  the  $210 
million  (retail)  U.S.  market.  It  also 
manufactures  personal  care  and  home 
health  care  items,  and  small  electric 
appliances  such  as  coffee  makers  and 
clean-air  machines.  Altogether,  a 
good  guess  is  that  the  firm  will  book 
about  $270  million  in  sales  this  year, 
perhaps  7%  of  parent  North  Ameri- 
can Philips  Corp.'s  $3.7  billion  esti- 
mated total  sales  for  1983.  Charles 
Ryan,  a  Merrill  Lynch  analyst,  pegs 


Sir  David  Nicolson  of  BTR 

Three  chairmanships  and  a  knighthood  to  boot. 
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Norelco's  estimated  profits  at  ap- 
proximately $25  million,  and  its  re- 
turn on  capital  at  a  healthy  16%  or  so. 
Earnings  are  growing  about  8%  to 
10%  a  year,  figures  Ryan. 
Kress,  who  holds  a  Wharton  M.B.A. 

and  had  been  Norelco's 
advertising  director  before 
becoming  president  in 
1971,  says  he  has  made 
Norelco  the  largest  adver- 
tiser in  small  electric  ap- 
pliances. Over  40%  of  the 
firm's  advertising  is  done 
between  Thanksgiving 
and  Christmas,  with  80% 
of  that  aimed  at  televi- 
sion. Recently  he  has  be- 
gun targeting  his  advertis- 
ing toward  a  younger  seg- 
ment of  the  market, 
trying  to  make  inroads 
into  the  65%  of  the  shav- 
ing population  that  still 
uses  blades  and  shaving 
cream.  Ads  feature  Mark 
Gastineau,  defensive  end 
for  the  New  York  Jets,  and 
boxer  Gerry  Cooney. 

Kress'  stunts  began 
after  he  joined  Norelco, 
following  eight  years  with 
advertising  agency  N.W. 
Ayer.  "I  was  a  bad  speaker 


and  presenter,  so  I  started  using 
props,"  he  says.  Another  Kress  nug- 
get: "Only  hire  people  you'd  be  happy 
to  have  in  your  home  and  play  poker 
with." — Fran  Lunzer 


No  experience  required 

Puzzle  this  one  out.  Archie  McGill 
has  spent  most  of  his  career  working 
for  two  of  America's  corporate  behe- 
moths— IBM  and  AT&T.  Not  much 
in  his  resume  would  make  you  think 
of  him  as  a  venture  capitalist. 

Yet  here's  McGill,  52,  heading  one 
of  the  country's  most  prestigious  ven- 
ture capital  firms — Rothschild  Ven- 
tures Inc.,  the  venture  capital  arm  of 
Rothschild,  Inc.,  the  Rothschild  fam- 
ily's American  outpost.  The  firm  cur- 
rently has  about  $275  million  under 
management,  some  of  it  from  the 
family  but  most  raised  from  other 
limited  partners.  McGill,  who  took 
over  in  June,  figures  that  he  will  be 
supervising  the  investment  of  about 
$50  million  to  $100  million  a  year. 

A  tall,  down-to-earth  man,  McGill 
laughs  off  the  suggestion  that  his  big- 
business  background  makes  him  an 
unlikely  venture  capitalist.  "Wherev- 
er I've  been,  I've  been  interested  in 
new  technology,  new  customers,  new 
applications,"  he  says.  "I've  been  as- 
sociated with  the  people  who  were 
the  risk  takers  in  the  organization." 
Besides,  McGill  adds,  he  grew  up  in  a 
small-business  environment:  "My  fa- 
ther owned  a  string  of  restaurants. 
One  of  the  first  was  a  soda  fountain 
concession  inside  a  pool  hall.  My  first 
job  was  helping  out  there." 

A  vice  president  at  IBM  at  the  age  of 


Norelco 's  Dick  Kress 

What  does  Mark  the  Butcher  have  to  do  with  selling  shavers? 


Archie  McGill  of  Rothschild  Ventures 
Out  of  the  behemoths  into.  .  .  . 

33,  the  youngest  ever  at  that  labyrintl 
of  fast  tracks,  McGill  left  Big  Blue  1 
1969  to  found  his  own  consultin 
firm,  McGill  Associates,  which  di< 
general  business  consulting,  especial 
ly  for  Japanese  firms.  (During  tha 
time,  he  put  together  some  ventur 
capital  deals.)  In  1973  he  joine> 
AT&T,  first  in  marketing,  and  mor 
recently  as  president  of  the  18,00C 
employee  Advanced  Information  Sys 
terns  division.  One  of  Rothschild's  all 
tractions,  he  says,  was  that  it  can  hel 
promising  new  enterprises  functioi 
from  the  start  as  international  firm 
with  offshore  manufacturing,  financ 
ing  or  marketing. 

What  does  McGill  look  for  in  ai 
entrepreneur?  First  and  foremost,  hi 
says,  the  person  should  be  "reall' 
committed  to  the  idea,  whatever  it  ia 
His  eyes  light  up.  He's  excited  by  it. 
In  a  business  plan  he  looks  for  carefu 
attention  to  marketing  and  realistic 
"disciplined"  financials.  The  ideai 
that  have  excited  him  most  so  far  ar 
a  new  user-friendly  computer  worl 
station  and — shades  of  his  dad— a  res 
taurant  chain  that  wants  to  get  int« 
franchising. — f.R.D. 

Small  beer 

Suntory  Ltd.,  with  $4  billion  in  sales 
is  one  of  the  world's  largest  liquo 
distillers.  But  in  the  Japanese  bee 
market  it's  the  smallest  of  four  majo 
brewers,  with  a  mere  7%  share.  Riva 
Kirin  boasts  a  glass-clinking  62%. 

So  Suntory  is  looking  to  the  U.S 
market,  and  that's  where  Raymont 
Tye  comes  in.  Tye,  59,  runs  Unitet 
Liquors,  Ltd.,  a  liquor  distributorshij 
in  Boston,  a  reliable  beer-drinkin; 
town.  Back  in  1981  Tye  unsuccessful 
ly  sought  to  distribute  Suntory  in  tht 
U.S.  Now  Suntory  has  come  back  tt 
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IHE  BEST  WAY 
TO  GIVE  THEM 

THE  PICTURE. 


An  exact  copy.  Fax  is  the  only  system  that  sends  it 
Ifianywhere  in  the  world.  Speed.  Economy.  Confidentiality, 
uts  it  together  like  no  other  system  can. 

All  you  need  to  send  hard  copy  overseas  is  a 
jnone  and  a  facsimile  machine.  Trie  same  machine  you 
I  ilready  be  using  domestically.  The  price  of  a  Fax 
['mission  is  the  price  of  a  cali.  And  our  1-minute  overseas 
hum  makes  it  more  economical  than  ever.  See  the  chart 
If  mple  rates. 

Send  signed  documents.  Graphs.  Pictures.  Fax 
fnits  an  exact  duplicate  from  your  original.  Sending  them 
|  res  no  special  training  or  personnel.  Send  them  anytime. 


I  Bell  System 


Many  terminals  can  receive  without  an  operator.  Send 
them  with  Fax.  it's  the  only  way  for  hard  copy  to  travel. 

For  a  free  brochure,  call  toll  free  1800  874-8000  or  write: 
Fax  Facts,  RO.  Box  397,  East  Brunswick,  NJ  08816-0397. 


[transmission 

j  TIMES** 

Std  Tel  Rate 
(7am-1  pm) 

COST 

Dis.  Tel  Rate 
(1  pm-6pm) 

 :  1 

Econ.  Tel  Rate 
(6pm-7am)  1 

|  1  MINUTE 

$2.37 

$1.78 

$1.42 

1  3  MINUTES 

$5  03 

$3  78 

$3  02  I 

J  6  MINUTES 

$9  02 

$6  78 

$5.42 

Add  3%  federal  excise  tax.  *Similar  attractive  rates  to  other  areas. 
■Transmission  times  vary  depending  on  type  of  equipment  used. 


Faces 

Behind  the  Figures 


Tye's  sole  proprietorship  ($125  mil- 
lion sales)  for  help.  The  two  firms  are 
testing  the  Boston  market,  selling 
Suntory  in  bottles  and  unorthodox  2- 
liter  (72-ounce)  plastic  kegs. 

Such  kegs  were  introduced  in  Japan 
about  a  year  ago  but  are  new  in  the 
U.S.  Tye  hopes  the  unusual  packaging 
will  make  the  product  stand  out.  But 
will  people  buy  beer  in  plastic  kegs? 
Skeptics  abound. 


Liquor  distributor  Raymond  Tye 

If  in  Japan  you  don't  succeed.  .  .  . 

Some  celebrated  market  research  to 
the  contrary  notwithstanding,  many 
Americans  don't  drink  more  than  one 
beer  at  a  time.  Thus,  the  kegs  may  do 
no  better  than  the  offbeat  5 -gallon 
"beer  spheres"  tried  by  Olympia  and 
Genesee.  "Unless  Suntory  has  a  bet- 
ter mousetrap, "  says  Martin  Romm,  a 
First  Boston  analyst,  "I  just  don't  see 
it  making  any  inroads." 

Packaging  aside,  Tye  and  Suntory 
are  moving  at  the  right  time,  says 
Emanuel  Goldman  of  Montgomery 
Securities.  Imports  have  only  4.5%  of 
the  $20  billion  U.S.  beer  market  but 
are  growing  much  faster  than  domes- 
tic brands.  Suntory  is  draft  (unpas- 
teurized) beer.  In  that  respect,  Sun- 
tory is  similar  to  Coors,  currently  the 
only  major  U.S.  brand  that  isn't  pas- 
teurized. Industry  rumors  say  that 
one  major  brewei  may  come  out  with 
beer  in  kegs,  just  like  Suntory.  That 


would  probably  be  Coors,  because 
pasteurized  beer  is  heated  in  its  con- 
tainers— not  something  yqu  would 
want  to  do  with  a  plastic  keg. 

At  about  $5  per  keg  or  six-pack, 
Suntory  is  competitive  with  foreign 
brands  and  about  $1.50  above  domes- 
tic brands. 

Tye  concedes  that  Suntory  won't 
soon  threaten  the  likes  of  Heineken 
for  American  market  share.  But  at 
least  among  those  who  will  try  Japa- 
nese beer,  he  says,  "Suntory  has  an 
opportunity."  On  this  side  of  the  Pa- 
cific, Kirin  is  not  king. — Neal  Koch 

Ratings  war 

It  hasn't  been  a  great  summer  for  Ar- 
bitron  Ratings  Co.,  the  $80  million 
(sales)  outfit  that  has  long  been  bigger 
but  remains  less  well  known  than 
A.C.  Nielsen  Co.  in  the  broadcast  rat- 
ings game.  In  June  local  TV  stations  in 
the  huge  New  York  market  accused 
Arbitron  of  bad  market  share  esti- 
mates. Only  25%  of  Arbitron's  survey 
population  is  in  cable  TV  homes,  the 
stations  charged,  while  the  New  York 
area's  "cable  universe"  is  more  like 
35%  of  all  homes.  Nielsen  did  better: 
Some  32%  of  its  sample  contained 
cable  homes.  With  ratings  extrapolat- 
ed from  those  numbers  and  advertis- 
ing charges  based  on  ratings,  this 
could  be  a  multimillion-dollar  foulup. 

Arbitron  President  Theodore  F. 
Shaker  admits  to  the  discrepancy. 


sweep  the  cable  market  quarterly. 

Nielsen  will  have  little  time  to  9 
vor  Arbitron's  goof.  Arbitron  alrea* 
has  a  huge  piece  of  the  estimated  $« 
million  market  for  radio  ratings.  It 
neck  and  neck  with  Nielsen  in  tl 
$  1 00  million  or  so  market  for  local  1 
ratings.  It  is  about  to  go  after  the  $j 
million  national  network  ratings  mi 
ket,  where  Nielsen  is  all  alone. 

Several  years  ago  the  networks  e 
pressed  little  interest  in  Arbitron.  Tl 
problem?  It  didn't  have  enough  m 
tered  households.  Since  then  it  h 
spent  over  $23  million  to  meter  eigl 
cities  electronically,  in  addition 
New  York,  Los  Angeles  and  Chicag 
giving  Arbitron  11  metered  marke 
and  5,700  machines — more  than  Nic 
sen  on  both  scores.  Six  more  cities  a 
to  be  metered  by  1984,  giving  Arb 
tron  a  total  of  7,200  meters. 

Arbitron  hopes  to  play  another  hig 
card:  a  better  meter,  which  tells  if  tl 
TV  is  using  broadcast,  cable,  satelli 
or  video-recorder  technology  and  ai 
other  meter  that  reveals  (through  p> 
riodic  button-pressing  by  viewer 
whether  the  TV  set  is  actually  beir 
watched. 

Broadcast  ratings,  of  course,  ha\ 
long  been  a  minor  part  of  Nielsen 
business,  just  11%  of  last  year's  $64 
million  in  revenues.  The  rest  comt 
from  such  things  as  market  researc 
and  coupon-clearing.  But  ratings  ai 
Nielsen's  hallmark.  How  will  it  n 
spond?  By  following  Arbitron  int 


Arbitron 's  Tbeodore  Slxiker 

Don't  laugh  too  soon,  A.C.  Nielsen. 


Nielsen  polls  cable  penetration  four 
times  a  year,  while  Arbitron  did  so 
annually.  With  the  growth  of  cable, 
no  wonder  Nielsen's  more  timely  es- 
timates seem  more  accurate.  From 
now  on,  says  Shaker,  Arbitron  will 


more  markets  and  by  racing  to  deve! 
op  the  new  meter  technology,  say1 
James  Lyons,  president  of  Nielsen' 
media  division.  Shaker  seems  to  havi 
his  competitor  worried. — Jeff  Blyskal 
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INSURANCE  FROM 

Burning  the  midnight  oil  iss<  >me-  ^ffMIFJi  worth  keeping  arc  worth  th<  >ught- 
times  necessar>  to  keep  our  c<  >m-         Wm^^mwOL         tu'  ')f  <  ),ec  tu  )n- CNA  Insurance 

mitments  to  those  who  count  Wm  C<  >mpanies  and  the  agents  who 

most  in  our  lives.  Commitment  is  the  represent  us  understand  this.  We 

key  to  making  our  family,  home  and  business  provide  all  lines  of  insurance... to  help  those 
what  we  want  them  to  be.  And  commitments       who  make  commitments  keep  them. 


CNA  Insurance  Companies/CNA  Plaza/Chicago,  IL  60685  •  Independent  agents  who  represent  CNA  are  listed  in  the  Yellow  Pages 
Personal,  Commercial,  Life  and  Health,  Employee  Benefits,  Professional  Liability,  Association  Programs,  Annuities  and  Pensions 


On  the  Docket 


As  one  law  school  professor  likes  to  tell  his 
students,  "When  in  doubt,  sue.  Sue  every- 
one in  sight.  And  then  settle. " 

The  long,  grabby 
arm  of  the  law 


By  Richard  Greene 

Iate  last  year  a  developer  want- 
_  ed  to  build  homes  on  160  acres 
I  of  undeveloped  property  in 
Mayfield  Heights,  Ohio,  a  suburb  of 
Cleveland.  "No,"  said  the  city  coun- 
cil. "I'll  sue,"  said  the  developer.  And 
he  did.  Not  only  the  city,  but  each 
member  of  the  city  council,  each 
member  of  the  city  planning  commis- 
sion, the  city's  law  director,  the  city 
engineer,  the  city  finance  director  and 
the  mayor. 

Says  Jim  Murphy,  of  Squire,  Sanders 
&  Dempsey,  the  firm  representing  all 
the  officials,  "When  you  sue  somebody 
on  a  city  council  for  S3  million  and  he's 
probably  earning  S500  a  year  for  that 
job,  it  gets  his  attention." 

The  Mayfield  case  is  only  one  of  a 
seemingly  endless  stream  of  lawsuits 
in  which  a  plaintiff  sues  not  just  the 
most  obvious  defendant,  in  this  case 
the  city,  but  scores  of  others.  In  this 
situation,  says  Murphy,  it  is  likely 
that  the  developer  simply  wanted  to 
throw  a  scare  into  the  city  officials. 
But  whatever  the  reason  for  suing  a 
large  number  of  parties,  one  thing  is 
clear:  When  you  are  sued,  no  matter 
how  frivolous  the  suit,  no  matter  how 
little  liability  you  think  you  have  in 
the  matter,  you  have  to  defend  your- 
self. And  that  costs  money. 

The  epidemic  of  this  so-called 
multidefendant  litigation  stems  from 
a  liberalization  in  the  liability  laws 
during  the  last  decade  or  so.  Lenient 
judges  creating  lenient  precedents 
have  allowed  suits  that  would  never 
have  seen  the  light  of  a  courtroom 
years  ago.  Explains  Murphy:  "The 
courts  have  nearly  eliminated  the  so- 
called  privity  requirement.  Under 
that  doctrine,  if  I  had  a  contract  with 


you  to  perform  a  certain  service  and 
you  did  it  defectively,  the  only  one 
who  could  sue  you  was  me." 

But  why  bother  suing  parties  who 
have  every  chance  of  escaping  scot- 
free?  After  all,  plaintiffs'  attorneys  are 
generally  paid  on  a  contingency  ba- 
sis— so  they  only  make  money  when 
they  win. 


First  and  foremost  in  the  minds  of 
aggressive  lawyers,  however,  is  the 
notion  of  the  "deep  pocket."  If  you  are 
unlucky  enough  to  get  into  an  auto- 
mobile accident  with  an  uninsured 
individual,  you  will  have  a  hard  time 
getting  any  compensation.  So,  you  try 
to  sue  the  automobile  company. 
"What  good  is  getting  a  determina- 
tion that  your  client  is  injured  and 


deserves  compensation  if  there's  m 
ability  on  the  part  of  the  defendant  ti 
compensate?"  asks  Richard  Weini 
bcrger,  senior  litigation  partner  fa 
Ballon,  Stoll  &,  Itzler,  a  large  Nev 
York  law  firm. 

Listen  to  lohn  Townsend,  a  partnei 
with  Hughes  Hubbard  &,  Reed,  one  a 
the  law  firms  that  has  helped  defent 
Ford  against  allegations  that  its  Pini 
tos  tend  to  catch  fire  in  collisions.  "Ii 
the  Pinto  cases,  many  of  the  accident; 
were  just  accidents  involving  drunl 
drivers,"  he  explains.  "But  a  lot  a 
drunk  drivers  don't  have  more  that 
SI 0,000  insurance.  So,  the  plaintiff': 
lawyer  goes  after  Ford." 

Sometimes,  of  course,  the  defen 
dant  with  the  deepest  pocket  is  truli 
responsible  for  the  damages.  But  of 
ten  enough,  the  deep  pocket  is 
brought  in  for  a  shot  at  big  money.  Ill 
fact,  there  are  even  legal  consulting 
firms  that  advertise  their  skill  x 
turning  negligence  lawsuits  intc 
product  liability  suits.  And  since 
some  large  companies  are  quick  tq 
settle  (it  can  be  much  cheaper  than 
paying  attorneys  contesting  the  case) 
this  strategy  frequently  pays  off. 

What's  more,  if  the  lawyers  can'i 
push  a  deep  pocket  into  making  i 
settlement  and  the  case  does  come 
before  a  jury,  the  plaintiff  who  haa 
brought  in  one  or  more  large  defen- 
dants has  a  better  chance  of  winning 
than  a  plaintiff  who  has  sued  a  human 
being.  "The  jury  finds  it  easier  to  fine 
a  large  corporate  defendant  liable  than 
an  individual,"  says  William  Newlin, 
managing  partner  of  Buchanan  Inger- 
soll,  a  Pittsburgh  law  firm. 

Think  about  it.  Would  you  return 
SI 00  you  found  in  the  street  if  you 
knew  who  it  belonged  to-  What  if  you 
got  the  same  SI 00  in  change  from  a 
pay  telephone?  You  would  probably 
take  the  money  faster  from  AT&T 
than  from  somebody  who  lost  his  wal- 
let. Well,  so  would  a  jury. 

Another  reason  for  suing  a  number 
of  parties  is  the  statute  of  limitations. 
Time  limits  on  bringing  suits  put  pres- 
sure on  plaintiffs'  attorneys  to  make 
sure  that  they  have  gone  after  the  right 
targets.  "If  you  only  have  two  years  to 
file  a  lawsuit  after  the  incident  oc- 
curred, and  you  don't  sue  the  right  guy, 
then  you're  out  of  luck,"  says  Murphy. 
"So,  you  sue  everybody." 

Unfortunately,  while  the  practice  of 
suing  everyone  in  sight  sometimes 
helps  protect  the  plaintiff  and  almost 
always  enriches  his  attorneys,  it  isi 
done  at  the  expense  of  society.  Courtsi 
are  crowded,  and  companies  pass] 
along  their  legal  fees  to  customers. 
More  wine  on  the  table  for  lawyers  and 
plain  tap  water  for  the  rest  of  us.  ■ 
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Conventional  credit 
doesirt  always  take  you  where 
you  want  to  be. 


What  are  you  going  to  do 
if  you  suddenly  come  upon 
an  opportunity  that  fits  your 
company's  long-term  plan? 

Now  could  be  the  time 
to  go  after  it. 

But  maybe  not  in  the 
same  old  ways. 
f    What's  needed  now 
is  to  approach  funding  with 
an  open  mind.  And  a  fresh 
point-of-view. 

Maybe  reviewing  all  the 
the  same  business  factors  will 
reveal  something  overlooked. 
(Just  as  most  people  over- 
looked the  extra  "the"  in  the 
preceding  sentence. ) 

This  new  perspective 
may  uncover  that  you're  sit- 
ting on  top  of  a  way  to  gen- 
erate the  funds  you  need. 

A  funding  approach  that 
isn't  "plain  vanilla"  credit. 

Perhaps  it's  not  even 
a  loan  at  all. 

The  way  we  see  it,  the 
best  kind  of  credit  is  the 
credit  you  take  when  your 
company's  plan  is  on  target. 


CONTINENTAL  BANK 

Continental  Illinois  National  Bank  and  Trust  Company  of 
Chicago,  231  South  LaSalle  Street,  Chicago,  Illinois  60697 


Atlanta  •  Boston  •  Chicago 'Cleveland  •  Dallas*  Denver  •  Houston  •  Los  Angeles*  Minneapolis*  New  York  •  Oklahoma  City  •  San  Francisco  •  Seattle  •  St.  Louis*  White  Plains 


Our  new  Steel  Group  is  committei 
to  making  Bethlehem  the  best 
steel  producer  in  the  United  State 


Walter  F.  Williams,  President  of  Bethlehem  Steel,  serves  as  Group  Executive. 
Left  to  right  are  the  three  Executive  Vice  Presidents:  D.  Sheldon  Arnot,  Sales; 
Paul  A.  Henschen,  Services;  and  Edward  H.  Kottcamp,  Jr.,  Production. 


••• 


in  productivity,  quality, 
service  and  profitability. 

That  goal  is  a  key  element  in  Bethlehem's 
strategic  plan  — and  we've  made  significant 
progress  in  achieving  it. 

One  of  the  steps  we've  taken  is  setting  up  a 
new  Steel  Group... an  independent  business  unit 
with  expanded  authority  and  responsibility  for 
its  results. 

This  Group  Is  now  accountable  for  the  produc- 
tion of  basic  steel  products,  for  the  sale  of  those 
products,  and  for  related  services.  Previously, 
those  responsibilities  were  diffused  among  several 
departments. 

Bethlehem  already  has  some  of  the  best  steel- 
making  operations  in  the  United  States,  even  in 
the  world,  and  we  intend  to  improve  on  that  base. 


Right  now  we're  moving  ahead  on  construc- 
tion of  a  new  bloom  caster  at  our  Steelton,  Pa., 
plant  and  a  new  continuous  heat-treating  line  at 
our  Burns  Harbor,  Ind.,  plant.  And  we'll  add  more 
modern  facilities  (such  as  continuous  casters) 
and  improve  on  those  we  already  have  just  as 
quickly  as  resources  permit. 

Yes,  Bethlehem  is  in  other  businesses  — such 
as  manufactured  products,  raw  materials,  marine 
construction,  building  products,  and  plastics. 
And  we  intend  to  keep  our  diversification 
options  open. 

In  the  near  term,  however,  our  efforts  and 
resources  will  be  directed  primarily  to  upgrading 
our  steel  operations. 

Bethlehem 

Bethlehem  Steel  Corporation 
Bethlehem,  PA  18016 


The  Forbes/Wilshire  5000  Review 


urviving  the  heat.  Although  the  market  was  unable  to 
apitalize  on  recent  gains,  it  did  cope  with  profit-taking 
find  fears  of  a  rise  in  interest  rates.  The  Dow  industrials 
nded  the  two-week  period  at  1207.  That  is  off  2.8%,  but 
till  above  the  1200  level.  NASDAQ  issues  suffered  a 
iimilar  setback.  Oil  and  oil-related  stocks,  however,  ran 
ounter  to  the  trend.  That  is  part  of  the  reason  the  Amex 
lid  relatively  better,  slipping  only  0.3%.  The  Wilshire 
ndex  shows  that  the  overall  market  lost  1.9%  during  the 
leriod. 

i  The  Amex  has  emerged  as  a  clear  market  leader.  The 
l|Vilshire  index  indicates  that  the  market  as  a  whole  is  up 


some  60%  for  the  last  52  weeks,  but  the  average  Amex 
issue  has  almost  doubled.  Amex  stocks  have  been  particu- 
larly strong  over  the  last  month  as  well.  During  this  time, 
the  Amex  gained  5.6%,  vs.  2.6%  for  the  NYSE  and  only 
1.4%  for  NASDAQ  issues.  The  Amex  has  moved  ahead  on 
the  strength  of  the  oils  and  technology  groups. 

During  the  last  two  weeks  the  price/earnings  multiple 
of  the  Wilshire  dropped  from  14.9  to  14.7.  But  the  1.3% 
decline  in  the  P/E  ratio  was  less  than  the  1.9%  fall  in  the 
Wilshire  index.  Earnings  are  rising.  But  they  must  contin- 
ue to  rise  to  sustain  this  bull  market.  Otherwise,  a  P/E  of 
14.7  will  start  looking  very  pricey. 


Close-up  On  The  Equity  Markets 


Performance  of  six  leading  indexes 


Percent  change 

Wilshire 
5000 

Forbes 
500' 

Dow  (ones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

2.6 

2.7 

0.9 

2.6 

5.6 

1.4 

in  last  52  weeks 

60.1 

52.2 

48.3 

54.9 

97.8 

90.1 

Stock  performance  based  on  five  key  investor  yardsticks 

Percent  change 

Company  size 

Volatility2 

P/E  multiple 

Dividend  yield 

Growth  profile3 

Share  price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

1.7 

6.0 

5.3 

0.8 

3.1 

4.3 

0.8 

4.2 

6.5 

0.4 

2.0 

5.3 

in  last  52  weeks 

62.6 

173.7 

169.5 

61.4 

124.6 

162.6 

53.4 

165.8 

182.2 

62.5 

78.6 

165.0 

Based  on  sales 

A  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable 
A  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


lote;  All  data  for  periods  ending  7/8/83  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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\\  here  I  he  Action  Is 


High-octane  performance.  Over  the  last  four  weeks  en- 
ergy stocks  were  up  1 1.9%,  outperforming  the  other  eight 
sectors  by  a  wide  margin.  And  during  the  recent  two-week 
period  the  oil  group,  with  a  1.5%  advance,  was  the  only 
sector  to  post  a  gain.  Oilfield-service  issues  were  particu- 
larly hot. 

Despite  encouraging  sales  reports  from  the  auto  compa- 


nies and  major  retail  chams  like  Sears,  K  mart  and  Day- 
ton-Hudson, consumer  durables  lost  4.7%  and  consumer 
nondurables,  2.3%.  Capital  goods  and  technology  issuesi 
slipped  more  than  3%,  and  raw  material  and  finance  lost 
more  than  2%.  In  the  meantime,  investors  appeared  to  be 
hedging  their  bets  on  nsing  interest  rates  and  were  a  little 
kinder  to  utility  stocks:  This  group  lost  only  0.5%. 


Percent  change  in  last  52  weeks 


-^^jk  ■J^y  Percent  change  in  last  two  weelu 
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What  The  Analysts  Think 


A  vote  of  confidence.  The  analysts  strengthened  the  and  raw  materials  jumped  in  their  rankings.  But  analysts, 

utility  group's  hold  on  first  place  with  a  strong  2.52  ratmg  contrary  to  the  market,  are  now  less  optimistic  on  energy 
on  the  Tto-5  buy/sell  scale.  Meanwhile,  transportation  shares,  which  have  fallen  from  second  to  fourth  place. 


The  experts'  consensus 
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Rank 

Sector 

Current 
opinion 

Rank 
2  weeks  ago 

Rank 
4  weeks  ago 

1 

Utilities 

2.52 

1 

1 

2 

Transportation 

2.68 

4 

4 

3 

Raw  materials 

2.72 

6 

6 

4 

Energy 

2.77 

2 

2 

5 

Capital  goods 

2.79 

5 

5 

6 

Finance 

2.80 

3 

3 

7 

Consumer  nondurables 

2.82 

7 

7 

8 

Technology 

2.88 

8 

8 

9 

Consumer  durables 

2.98 

9 

9 

Opinion  ratings  are  ranked  on  a  scale  of  1  (strong  buyl  to  5  |strong  selll.  Data  reflect  the  rating  of  1,200  stocks,  while  the  sector  breakdowns  correspond  to  industry  group* 
views  of  200  institutional  analysts.  The  consensus  of  opinion  graph  is  the  composite     graphed  above.  All  figures  are  weighted  for  market  capitalization 


Note:  All  data  for  periods  ending  7/8/83  Prepared  by  Wilshire  Associates,  Santa  Monica.  Calif. 
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What  do 

AT&T,  R JR.  IDS, 

.  CBS,and3M 
«aw  in  common? 


IBM 


THt  NATION  S  NEWSPAP(I) 


NEWSLINE 

*  OUK>  READ  Ol  TWE  TOP  NEWS  Of  TME  0*Y 

WEATHER:  Flurries  linger  over  North***  from 

weswrn  Pennsylvania  to  New  Fr^gy^  Storm  in  the 
Rockies  from  Arizona  to  Idaho  brings  stow  to  the  nigh 
elevations,  rain  to  tne  valleys.  Showers  due  in  Pacific 
Northwest,  lower  Mississippi  Valley  Light  snow  and  flur- 
ries rail  over  Kansas  and  Oklahoma  Full  color  page  12A. 

WALL  STREET:  cnmcmnm  of  goad  ud  bad 

economic  news  confound  market  The  Dow  Jones  Index 
sups  down  2.32  points  to  close  ai  1122-97  8& 

STAND-IN:  MooacVi  PTlaceas  Caroline,  left,  attends 

Houston.  Tex.,  dinner  to  promote 
rebuilding  of  London's  Globe  The- 
atre, a  favorite  project  of  her  moth- 
er, the  late  Princess  Grace  2D 

ISRAELI  PRESIDENT: 

Knesset  rejects  Begin  nominee,  se- 
lect} Irish-born  Chalm  Herzog,  a 
former  UN  am  begad  or  and  polit- 
ical foe  of  prime  minister  9A. 

NICARAGUA:  uia  mm 

of  financing  rebel  invasion  from 
Honduras;  Ntearaguan  officials  re- 
quest U-N  Security  Council  review 
as  fighting  escalates  9A. 

•Ulla  short  of  final  passage  when  House, 

Senate  disagree  on  formula  to  distribute  funds. 

THREE  MILE  ISLAND:  ■^■■miiM 

owners  of  rushing  cleanup;  says  man  who  goofed  during 
1979  acgklBaJ  has  key  role  la  repairs.  3A. 

PHONY  PROFESSOR:  p«-y,v„u  ***** 

fall  man  who  posed  as  teacher  at  two  colleges  under  two 
Silases;  oo  idenoncaoon  made  yet  2A. 

cp A  NOMNEE:  CmgaM  buraerwoa  WOlUm 


Baseball  $$$ 

Phillies  win  games,  lose  money 

Sports  section,  1C 


TODAY 


Weather  >  v - 
across 
the  USA 

Color  forecast.  1 2 A 


agSW 


Jk 


News  of  50  states 

Every  day,  plus  Offbeat  USA 

News  section,  6-7A 


Health  care: 


Employer-worker  push 
urged  to  control  costs 


Special  for  USA  TODAY 

NEW  YORK  —  Soaring 
medical  bills  are  expected  to 
cause  consumers  —  led  by  cor- 
porations —  to  seek  a  better 
deal  on  costs,  a  new  study  said 
Tuesday. 

Health  costs  bit  a  record 
1287  billion  in  1981  —  10  times 


higher  than  a  decade  earner  — 
and  could  rise  to  $462  billion  by 
1985.  said  a  survey  done  for 
Prevention  Magazine 

The  sampling  of  207  busi- 
ness lenders  and  medical  ex- 
perts showed 

■  73  percent  of  employers 
said  they  were  likely  to  pass 
along  more  of  the  cost  of 


health  benefits  to  workers, 

■  47  percent  of  employers 
said  worker  education  ts  Im- 
portant to  counteract  passive 
attitudes  about  costs,  with  39 
percent  favoring  "programs 
that  would  leach  employes  to 
act  like  smart  shoppers'  with 
their  physicians,  asking  ques- 
tions about  treatment  alterna- 


tives and  costs" 

■  Corporations  also  are  like- 
ly lo  pressure  the  medical  pro- 
fession to  cut  costs. 

The  survey  also  found  most 
workers  have  no  Incentive  to 
bold  down  bealth  care  costs  be- 
cause they  pay  only  the  first 
dollar  of  cost  under  most  care 
plans. 


Hearth  system 
report  card 

w*\«t  207  cusmeas  wadors 
ana         experts  My 
Quatft,  or  im»  cam  93% 
rata  fl  9000  or  stparo 
Equality  of  aervtcr.  57* 
rsu  t  gooc  or  superb 


it  poor  or  worse 


USA's  budget  showdown  begins 

How  the  battle  shapes  up 

r 

1  ■»          1 1 

Hi-tech: 

Job  boom 
won't  last 
forever 

•83  Gannett 


TheUSAinanentirelydi^^iit^y 


Streetwalker 


Caramba! 

Most  closed-end  investment  funds 
sell  at  a  discount  from  net  asset  value, 
but  the  Big  Board's  two-year-old 
Mexico  Fund  goes  the  other  way  and 
commands  a  huge  premium.  It  sells  at 
a  dizzying  230%  of  net  asset  value. 

Must  be  some  performer,  you  say? 
Quite  the  contrary.  It  came  out  at  12 
in  1981.  dropped  to  3'/-»  in  1982  and 
recently  was  selling  at  5Vs.  Why,  then, 
the  big  premium-  Nobody  is  certain, 
but  some  observers  think  a  lot  of  na- 
ive investors  are  misinterpreting  the 
numbers.  They  pick  up  the  paper  and 


Tl?e  Mexican  Stock  Exclxinge 


North  of  the  border  is  better. 


see  that  Mexico  Fund  shows  a  7 1 -cent 
dividend  for  1983,  and  they  say, 
wow! — this  stock  pays  14%.  What 
they  don't  seem  to  know  is  that  the 
quoted  dividend  is  for  the  May  1982 
fiscal  year.  For  the  year  ended  this 
May  31  the  dividend  could  fall  below 
45  cents.  Nor  do  the  stock's  recent 
buyers  seem  to  know  or  care  that  the 
stated  net  asset  value,  S2.20  a  share,  is 
overstated  because  the  fund  uses  the 
government-controlled  exchange  rate 
for  the  peso  rather  than  the  free  mar- 
ket rate,  more  than  20%  higher 
Cheered  by  the  premium,  however, 
the  fund  is  getting  ready  to  offer  its 
stockholders  the  right  to  buy  as  many 
as  10  million  more  shares,  which 
would  double  the  size  of  the  float. 
Even  it  some  shareholders  are  scared 
off  by  the  price  or  by  the  Mexican 
economy  and  don't  subscribe  to  the 
rights  offering,  it  will  sell  out  anyway. 
That's  because  the  Mexican  National 
Development  Bank  intends  to  buy  up 
any  unwanted  shares.  As  a  long-term 
call  on  the  severely  battered  Mexican 
economy,  the  shares  have  merit.  But 
even  if  the  Mexican  market  doubled, 
Mexico  Fund's  net  asset  value  would 


probably  still  be  below  the  stock's 
current  price. — Thomas  Jaffe 


$20  the  easy  way 

When  the  good  news  began  to  filter 
out  on  Pan  American  World  Airways 
last  month  (Forbes,  July  4),  the  price 
of  its  common  stock  rose  from  S6  to 
S8.  Wall  Street's  arbitragers  did  some 
fancy  footwork  with  Pan  Am's  SI 50 
million  of  15%  convertible  deben- 
tures due  in  1998.  At  S8,  each  SI, 000 
bond  is  convertible  into  181  shares  of 
common,  worth  SI, 450.  Yet  the 
bonds  were  selling  at  only  SI, 380.  So 
the  arbs  bought  bonds  in  big  bundles 
and  sold  the  stock  short  at  S8  a  share 
to  lock  in  the  price.  Then  they  could 
convert  the  bonds — which  takes  a 
week — in  order  to  use  the  new  shares 
to  cover  their  short  positions.  Even 
after  paying  an  interest  coupon  due 
the  bondholders,  the  arbs  would  come 
out  ahead  by  about  S20  per  bond.  That 
gave  the  arbs  an  annualized  return  of 
about  90%,  much  to  their  liking.  But 
now  the  ploy  may  work  out  even  bet- 
ter. Many  arbs  have  delayed  convert- 
ing and  are  sitting  with  short  posi- 
tions. If  the  stock  retreats,  they  will 
make  a  profit  on  the  shorts,  so  long  as 
they  aren't  forced  to  deliver.  If  they 
can  hold  out  until  September,  they 
will  collect  their  bond  profit,  plus  S75 
per  bond  from  the  semiannual  inter- 
est coupon.  A  lot  safer  way  for  an 
arbitrager  to  operate  than  gambling 
on  takeover  —  T.J. 


For  value  hunters  only 

Why  pay  full  price  for  a  stock  portfo- 
lio when  you  can  get  one  at  a  dis- 
count? One  way  to  do  that  is  to  buy 
shares  in  one  of  the  closed-end  stock 
funds,  which  generally  trade  at  a  dis- 
count from  the  value  of  the  securi- 
ties they  own.  And  in  that  category 
Baker,  Fentress  &  Co.  is  particularly 
intriguing.  The  over-the-counter 
asked  price  of  S35  for  its  shares  com- 
pares with  a  net  asset  value  of  S44. 
There's  another  discount  hidden  in 
the  portfolio  itself. 

The  invisible  discount  involves  Ba- 
ker's 81%  stake  in  Consolidated  To- 
moka  Land  Co.,  which  it  values  on 
the  basis  of  Consolidated's  bid  price  of 
S30  a  share.  But  if  Consolidated  were 
to  liquidate  its  36,300  acres  of  Florida 
citrus  groves,  lakefront  property  and 
undeveloped  acreage,  it  would  be 
worth  more  like  S60  a  share,  say  real 
estate  experts.  Then  there  is  Baker's 
28%    stake   in   Oregon's  Medford 


Corp.,  valued  at  Medford's  S3 1.50  b 
price,  even  though  this  plywood  ai 
cabinet  firm  has  enough  standing  tir 
ber  to  make  it  worth  maybe  SI  15 
share,  according  to  an  analysis  la 
year  by  Morgan  Stanley.  Thus,  a  ! 
multaneous  liquidation  of  Conso 
dated,  Medford  and  the  rest  of  Bakei 
stocks  would  theoretically  yiel 
about  S56  per  Baker  share. 

A  liquidation  is  unlikely,  and  B 
ker's  low  tax  basis  for  its  holdin 
would  mean  big  capital  gains  taxc 
But  Baker  is  no  sluggish  performe 
Over  the  decade  ending  last  Decer 
ber  its  portfolio  returned  a  compour 
average  of  9.3%  a  year,  vs.  6.6%  f< 
the  S&P's  500.— William  Baldwin 


The  law's  the  law 

Here's  one  of  those  quirks  of  mark 
behavior  that  even  its  discoverer  can 
rightly  explain.  Seems  once  a  stoc 
trades  at  91'/2,  nine  times  out  of  te 
its  price  will  rise  to  100.  That 
Laubscher's  law,  after  its  discovere 
veteran  Paine  Webber  analyst  Han 
Laubscher.  A  corollary  to  Laubscher 
law  is  that  after  these  stocks  reac 
this  91  Vi  mark,  there  usually  is  a  m 
nor  setback  before  the  stock  final] 
scales  the  summit.  "Our  brokers  ai 
pretty  practical,  show-me  kinds  < 
guys,"  says  he.  "I'm  sure  at  first  plei 
ty  of  them  thought  all  this  was  a  b 
flaky.  But  by  now  I  think  they've  at 
cepted  that  the  thing  actually  works. 
If  Laubscher's  law  holds,  some  goc 
bets  in  this  market  ought  to  be:  No 
throp,  Raychem,  Watkins-Johnsoi 
Monsanto,  Burlington  Northern  an 
Hewlett-Packard.  All  have  hit  th 
magic  91'/2  and  then  retreated  som« 
what.  So  Laubscher  thinks  there's 
good  chance  of  a  1 5%  or  better  gain  i 
most  of  them.  Unfortunately,  his  kv< 
doesn't  give  any  clues  to  how  long  th 
process  takes. — T.J. 


Bonus  baby 

Perry  iBill!  Esping,  48,  a  former  IB> 
salesman,  started  First  Data  Resourc 
esin  1971  with  S250.000  in  cash  plu 
SI  million  or  so  in  borrowed  mone> 
Nine  years  later  he  sold  the  firm  t 
American  Express  for  about  S80  mil 
lion.  His  share  of  the  proceeds?  "Abi, 
chunk,"  says  Esping.  It  was  a  nice  fi 
for  American  Express  because  FD1 
processes  bank  credit  cards.  Di- 
American  Express  overpay?  Hardly.  I 
is  about  to  offer  one-fourth  of  th 
company  to  the  public  for  SI 40  mil 
lion.  Figure  it  out.  American  Expres 
gets  its  purchase  pnce  back,  pocket 
S60  million  in  cash  and  still  own 
67%  of  First  Data  Resources.  Yoi 
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A  Message  From  The  Experienced  Intelligent  Network  People 


|ld  think  Bill  Esping  might  be 
ed  for  selling  out  too  soon,  too 
,j ;  iply.  But  he  isn't,  because  Ameri- 
Express  is  cutting  him  in  on  its 
it.  The  financial  services  giant  is 
,   ng  Esping  buy  1.12  million  of 
jt  ;e  $20  shares  for  just  $1.79  each, 
t  will  yield  Esping  an  additional 
it  of  $20  million. 
; ,  rhy  is  American  Express  being  so 
*2rous?  It's  the  firm's  way  of  mak- 
sure  Esping  doesn't  quit  and  go 
ing.  He  can't  sell  all  his  shares  at 
market  value  for  four  years,  in 
ct  making  the  deal  a  four-year  em- 
inent contract.  There's  also  a  pro- 
on  that,  as  Esping  puts  it,  "will 
ce  sure  we  don't  sit  around  on  our 
s."  Unless  earnings  between  now 
June  1986  are  at  least  30%  more 
i  during  the  12  months  just  ended, 
exco  has  the  option  to  buy  back 
istock  at  its  original  $1.79  purchase 
:e  plus  interest.  That's  quite  an 
mtive  for  Esping  to  keep  his  nose 
he  grindstone. — T.J. 


i  financial  powerhouse 

aking  of  American  Express,  did 
financial  services  company  over- 
for  Alleghany  Corp.?  A  cool  $1 
ion  worth  of  its  stock  for  the  assets 
/vhat  is  a  mutual  fund  and  insur- 
e  sales  operation  (Alleghany  is  par- 
to  Investors  Diversified  Services), 
lut  when  you  analyze  the  deal, 
mexco  isn't  overpaying.  Alleghany 
I  little  long-term  debt  and  sits  on 
!;iut  $475  million  in  cash.  So  Ameri- 
1  Express  is  really  paying  a  lot  less 
>n  $1  billion.  What  does  it  get  for 
it?  Amexco  Chairman  James  Rob- 
|ion  III  responds:  "In  one  step,  we 
I  now  in  a  very  large  sector  of  the 
ancial  services  market,  which  we 
Aren't    in    before.    IDS'  unique 
length   is   its   4,100-person  sales 
be,  selling  insurance  certificates, 
fiuities   and   mutual   funds."  In 
>rt,  Amexco  is  now  a  financial  pow- 
'  ouse:  banking,  traveler's  checks, 
^arson's  brokerage  operation,  in- 
ance — and  now  mutual  funds  and 
.'irect  sales  operation. 
The  acquisition  is  a  pooling  of  in- 
jests,  so  Amexco  needn't  incur  a 
jge  goodwill  cost  with  annual  amor- 
ation  charges.  Since  the  deal  is  a 
irchase  of  assets,  Alleghany  remains 
llependent  as  a  holding  company 
itrolhng  the  biggest  single  block  of 
jaexco  stock.  The  Kirby  family's 
hsts,  owning  about  43%  of  Allegha- 
I's  8.4  million  shares,  are  Allegha- 
fs  largest  shareholders.  Smart  mon- 
'man  Fred  Kirby  joins  the  Amexco 
ard. — Howard  Rudnitsky 
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The  "PC-Friendly" 
Network 


We're  the  data  network  that's  friendly  to  personal 
computers.  Our  network  permits  PCs  to  do  all  sorts  of 
things  they  could  never  do  before.  Like  communicate 
with  IBM  mainframes.  And  access  3270  business 
programs. 

You  may  be  already  using  PCs  to  access  the  latest 
stock  quotes  and  news  items.  Why  not  expand  their 
versatility  and  create  the  kind  of  PC  work  stations  that 
are  truly  productive? 

TYMNET'S  network  technology  makes  it  possible. 
We  give  personal  computers  the  kind  of  communicating 
versatility  they've  never  had,  but  always  needed. 

Want  to  know  more?  Call  us.  We've  got  lots  of  good 
news  about  what  we  can  do  for  your  personal  computers: 
(408)  946-4900;  TYMNET,  Inc.,  2710  Orchard  Parkway, 
San  Jose,  CA  95134. 


TYMNET 

Serving  more  than  6.1  million  data  calls  per  month 


TM 


.  \    .....  . .-  ii  i .  i  ..  .  [■jy.i  li  '  i' 

A  Tymshare  Company 

1 

Pneumo  ba>  surprised  a  lot  of  people,  but 
not  the  perspicacious  Harold  Geneen. 


Happy  landing 


By  /humas  Jaffe 


Harold  Geneen  is  known  as  a 
master  conglomerator.  But  if 
Pneumo  Corp.  is  any  exam- 
ple, he's  a  first-rate  stock  picker,  too. 
Nearly  four  years  ago  Geneen  and  a 
group  of  investors,  including  Lehman 
Brothers  partners  and  Baron  Edmond 
de  Rothschild's  Swiss  bank,  began  ac- 
cumulating a  17%  stake  in  this  Bos- 
ton-based manufacturer  of  aircraft 
landing  gear  and  control  systems.  No 
takeover  plans,  said  Geneen  and  his 
associates  at  the  time. 
They  were  merely  making 
an  investment. 

Pneumo  hardly  looked 
like  a  smooth  flight.  Earn- 
ings had  been  flat  for  five 
years,  while  return  on  eq- 
uity had  slumped  from 
23%  to  13.5%.  The  com- 
pany's secondary  busi- 
ness, P&C  Food  Markets, 
a  New  England  and  up- 
state New  York  supermar- 
ket chain,  was  holding  its 
own,  but  it  normally 
brought  in  only  30%  of  in- 
come. The  problem  was 
aerospace,  where  cyclical 
production  orders  and 
startup  costs  can  make 
profits  erratic. 

When  it  comes  to  mili- 
tary aircraft,  control  sys- 
tems made  by  Pneumo 's 
National  Water  Lift  divi- 
sion are  state  of  the  art. 
But  that  doesn't  help  much  whenever 
a  particular  government  procurement 
progiam  is  winding  down.  As  for  com- 
mercial aviation,  producing  landing 
gear  for  the  Boeing  747  was  Pneumo's 
bread  and  butter.  Once  again  the  mar- 
ket was  due  to  peak. 

Geneen  was  looking  ahead.  Not 


only  did  Pneumo  have  the  contract  for 
the  controls  of  the  General  Dynamics 
F-16,  but  it  also  was  set  to  supply 
controls  and  landing  gear  for  the  Mc- 
Donnell Douglas  F/A-18  and  landing 
gear  for  the  Rockwell  International 
B-iB  bomber.  Meanwhile,  the  com- 
pany planned  capital  ^pending  of  S40 
million  on  its  supermarkets,  with  half 
the  money  earmarked  to  improve 
their  Syracuse  distribution  center.  In 
1980  Pneumo  also  bought  Carls  of 
Rome,  N.Y.,  a  small  retail  drug  chain. 
Soon  Genecn's  foresight  paid  off. 


stock  from  its  investors,  those 
hung  on  doubled  their  money, 
neen  didn't  sell:  He  kept  his  5, 
shares  and  still  is  on  Pneumo's  boj 

"Frankly,  the  whole  period  aged 
some,"  says  Chairman  Gerard  J 
ham.  An  accountant  by  training, 
helped  diversify  Pneumo — origin, 
called  Cleveland  Pneumatic- 
buying  P&C  Food  Markets  in  li 
"You  don't  want  a  situation  whei 
downturn  in  one  business  can  bi 
the  whole  house  down  with  it,"  s 
Fulham.  "That's  why  we  now  h 
several  profit  centers." 

At  the  moment  that  mix  is  work 
beautifully.  While  the  recession  cl< 
ly  has  hurt  Pneumo's  commercial 
ation  business,  a  more  efficient  f» 
operation  and  rich  long-term  miht 
programs,  like  the  F-16  and  F/A- 
are  more  than  offsetting  the  pam. 
investors  gradually  realized  tl 
Pneumo's  shares  responded  accc 
ingly.  Its  stock  price  has  nearly  trip 
since  September,  so  Geneen  has  m 
than  quintupled  his  investment. 

Analyst  Philip  Goldsmith  of  N 
York's  Goldsmith  &  Harris  see: 
bright  future,  too.  He  expects  1$ 
profits  ot  S2.25  a  share  and  per-sh 
earnings  for  1984  of  at  least  S2. 
"These  guys  never  needed  an 


nomic  upturn, 
were  there." 


he  explains.  "Tl 


Gerard  Ful/xim  of  Pneumo  Corp 

"These  guys  never  needed  an  upturn.  They  were 


Since  1980  profits  at  Pneumo  have 
increased  by  an  average  of  35%  annu- 
ally, to  S23.6  million  last  year,  on 
sales  of  Sl.l  billion.  Share  prices 
lagged  a  bit,  partly  because  Pneumo's 
mix  of  aerospace  and  supermarkets 
baffles  most  analysts.  By  September 
1982,  when  the  company  bought  back 


If  air  travel  continues 
rebound  impressive 
Pneumo  will  get  a  cycli 
boost  as  well.  The  fi 
has  contracts  to  sup; 
landing  gear  and  cont 
systems  for  Boemg's  n 
757  and  767  jets,  as  well 
for  McDonnell  Dougl 
Super  83.  Fulham  thir 
his  company  could  dou 
in  size  before  the  end 
the  decade. 

There's  an  irony  here, 
course.  In  May  Pneui 
raised  S35.5  milli 
through  a  secondary  off 
ing  of  1.4  million  shar 
Nearly  all  that  stock  M 
purchased  from  Geneei 
associates  on  the  cheap  t 
previous  September.  In 
feet,  the  company  pock 
ed  the  profits  they  miss 
out  on — enough  to  he 
pay  for  an  aerospace  en 
neering  acquisition  that  Fulhs 
wants  to  make.  "I  know  it  looks  lik 
brilliant  bit  of  arbitrage,"  Pneums 
chairman  explains.  "But  I  can  assu 
you  we  didn't  plan  it  that  way.  We  jt 
took  advantage  of  the  opportunity." 

Why  not?  That's  the  right  way 
run  a  company.  ■ 


there. 
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Your  legacy:  A  way  of  life. 


ou  love  the  wide  open  spaces?  Clean  air?  The  beauty  of 
re?  Are  they  a  part  of  the  legacy  you  have  planned  for 
loved  ones? 

iwning  a  large  piece  of  land  in  America  is  possibly  the 
It  important  decision  you  will  ever  make.  Not  only  will 
enjoy  the  rare  privilege  and  pleasure  of  owning  sizable 
hland  today,  it  can  remain  a  private  corner  of  America 
le  future  history  of  your  family.  Forbes  Wagon  Creek 
zh  is  offering  just  404  people  the  unusual  opportunity 
jrchase  a  sizable  spread  of  land  right  next  to  its  gigantic 
»es  Trinchera  Ranch  in  southern  Colorado, 
inimum-size  family  ranches  are  40  acres,  and  vary  up 
4  acres,  with  prices  starting  at  $25,000.  Down  payment 
;  low  as  1%  with  monthly  payments  of  $250  including 
-est  at  9% . 


Here  in  the  foothills  of  the  magnificent  Rocky  Mountains, 
with  restricted  access  to  more  than  17,000  acres  (over  26 
square  miles),  you  can  hunt  deer,  elk,  grouse,  and  all  kinds 
of  wild  game  in  season.  Or  you  can  ski  cross  country,  fish 
for  trout,  ride  horseback,  or  just  enjoy  the  breathtaking 
dawns,  sunsets,  and  the  changing  seasons  in  the  shadow  of 
one  of  Colorado's  highest  peaks,  Mount  Blanca. 

This  exclusive  preserve  is  the  perfect  place  for  the  out- 
door-lover in  you,  and  when  passed  on  to  your  children,  or 
your  grandchildren,  your  ranchland  bestows  on  your  heirs 
the  privilege  of  an  unspoiled  way  of  life.  It's  a  very  thoughtful 
way  to  shape  the  futures  of  those  who  will  follow  you. 

For  more  information  on  how  you  can  become  a  part  of 
Forbes  Magazine's  private  mountain  hideaway,  write  or  call 
for  our  full-color  brochure. 


ORBES     WAGON     CREEK  RANCH 

Errol  Ryland,  Manager    Box303K    Fort  Garland,  Colorado  81133  (303)379-3263 


Sangre  de  Cristo  Ranches  Inc  .  developer  This  is  not  an  offer  to  sell  in  states  where  not  registered  NJA104-0482CO  NAV820068  000039-A  AD18560(b) 
ement  and  offering  statement  has  been  filed  with  the  Secretary  of  State  of  the  State  of  New  York  The  filing  does  not  constitute  approval  of  the  sale  or  lease  or  offer  for  sale  or  lease  by  the  Secretary  of 
ate  or  that  the  Secretary  of  State  has  in  any  way  passed  upon  the  merits  of  such  offering  A  copy  of  the  offering  statement  is  available,  upon  request,  from  Sangre  de  Cristo  Ranches  Inc  NYA82-78 

Obtain  the  Property  Report  required  by  Federal  law  and  read  it  before  signing  anything. 
No  Federal  agency  has  judged  the  merits  or  value,  it  any,  of  this  property.  Equal  Credit  and  Housing  Opportunity 


claims  Stan  Lcvine,  vice  president  : 
New  York-based  brokerage  fi  : 
Lynch,  Jones  &  Ryan.  The  Insti 
tional  Brokers  Estimate  System  dev  £ 
oped  by  Levine's  firm  continually  c  ' 
lects  data  on  over  2,400  compan  " 
from  some  1,200  analysts.  "Ever  1 
small  change  in  an  earnings  ee  L 
mate — especially  a  downward  re 
sion — might  be  a  hint  of  future  pr  : 
movement,"  warns  Levine. 

Look  at  the  Texas  Instruments  si 
ation.  The  mean  1983  earnings  es  : 
mate  for  the  company  rose  from  S6. 
a  share  in  January  to  S9  in  Februa  : 
But  from  that  point  the  estima'  " 
dropped  each  month.  In  May,  a 
month  before  TI's  share  price  c 
lapsed,  the  estimate  fell  to  S7.97.  Tl 
decline  wasn't  dramatic,  but  it  w 
enough  to  give  conservative  investt 
reason  to  worry. 

More  recently,  the  analysts  ha 
really  lowered  the  boom.  Collectri 
ly,  they  now  project  that  Texas  Insti 
ments  will  earn  S3. 16  this  year,  a  65 
decline  since  February.  So  much  1 
hindsight. 

The  objective  here,  however,  is 
try  to  identify  companies  where  t 
risk  of  a  price  decline  is  high.  Whih 
drop  in  the  consensus  estimate  is  n 
an  infallible  way  of  identifying  a  sto 
headed  for  trouble,  it  is  a  signal  i 
investors  to  take  a  second  look. 



Living  high  and  dangerously 

These  issues  have  gained  at  least  100%  since  August  multiples  on  both  present  earnings  and  1983  and  1984 
1982.  But  investors  are  looking  far  down  the  line  for  earnings  estimates.  But  watch  out.  The  slightest  bit  of 
future  growth:  All  these  stocks  sell  at  above-market    bad  news  could  send  these  shares  into  a  spin. 


Price- 


%  change 

— Earnings — 

 Price/earnings  rati 

2-month 

from 

1983 

1984 

1983 

1984 

change 

Company/business 

8/13/82 

recent 

latest 

est 

est 

current 

est 

est 

1983  es 

Bolt  Beranek  &  Newman/engnrng  sves 

383% 

72  Vi 

$1.30 

S1.44 

S2.13 

56 

50 

34 

-4.0% 

TIE/communications/telecomm  equip 

301 

71% 

1.37 

1.78 

2.55 

52 

40 

28 

5.3 

Advanced  Micro-De vices/electronics 

296 

63% 

0.78 

1.34 

2.05 

81 

47 

31 

3.1 

Cordis'health  care  equip 

287 

104  V2 

1.87 

2.97 

5.20 

56 

35 

20 

2.8 

Teradyne/electronics 

262 

62% 

0.70 

1.57 

2.34 

89 

40 

27 

9.0 

Ryland  Group/home-building 

260 

60% 

2.14 

3.96 

6.00 

28 

15 

10 

Apple  Computer/computer  equipment 

233 

49  % 

1.38 

1.75 

2.47 

36 

28 

20 

6.1 

Quotron  Systems/financial  info  sves 

231 

60 

1.13 

1.46 

1.99 

53 

41 

30 

1.4 

Varian  Associates/electronics 

223 

59 

1.84 

1.97 

2.55 

.  32 

30 

23 

3.7 

Policy  Mngmt  Sys/computer  software 

218 

58% 

0.96 

1.19 

1.59 

61 

49 

37 

1.7 

Price  Co/specialty  retailing 

216 

- 

1.21 

1.37 

1.94 

60 

53 

3^ 

NA 

CenCor/fincl  sves,  day  care  ctrs 

194 

50 

1.89 

NA 

NA 

26 

NA 

NA 

NA 

DST  Systems/computer  software 

192 

47'/2 

0.98 

NA 

NA 

48 

NA 

NA 

NA 

Tellabs/teiecommun  equip 

192 

46 

1.27 

1.58 

2.02 

36 

29 

23 

7.5 

Cullinet  Software/computer  software 

190 

43  % 

0.81 

1.07 

1.40 

54 

41 

31 

1.9 

HBO  &  Co/hospiial  computer  sves 

178 

40>4 

0.69 

0.97 

1.27 

58 

41 

32 

-29.1 

Univrsl  Hlth  Sves  B/health  care  sves 

177 

54 

1.83 

2.34 

3.11 

30 

23 

17 

1.7 

Tele-Communirations  A/cable  TV 

166 

39  Vi 

0.79 

0.65 

0.82 

50 

60 

48 

16.1 

Horn  &  Hardart/'rc^taurants 

163 

41% 

1.29 

1.89 

3.34 

32 

22 

12 

-5.5  j 

Adage/computer  equipment 

163 

47»/4 

1.66 

2.05 

3.00 

28 

23 

16 

2.5 

NA  Not  available       Sources  William  O'Neil&Co ,  Institutional  Brokers  Estimate  System  (IBESJ,  senices  of  Lynch, Jones  &  Ryan  with  compute^ 

analysis  from  Oxtse  Econometrics  Interacthe  Data  Corp: 


Is  there  a  way  to  identify  stocks  that — like 
Warner,  TI  and  Mattel — are  about  to 
spring  bad  news  on  the  market?  No,  but 
sometimes  there  are  clues. 

When  the  music 
stops 


By  Paul  Born  stein 


T|he  stock  market  loves  ro- 
mance but  hates  surprise.  It 
will  pay  ridiculous  prices  for 
growth  prospects  that  are  far  from  cer- 
tain but  it  severely  punishes  a  stock  if 
the  growth  disappoints.  Even  in  a  wild 
bull  market  like  the  current  one,  the 
market  has  taken  revenge  on  stocks 
like  Texas  Instruments,  Mattel, 
Prime  Computer  and  Warner  Com- 
munications. Simply  because  the 
companies   sprang  unpleasant  sur- 


prises on  the  financial  community. 

Although  these  are  extreme  cases, 
they  illustrate  what  can  happen  when 
investors  are  confronted  with  unex- 
pected bad  news.  Any  significant  dis- 
appointment in  earnings  is  likely  to 
set  off  drastic  reactions.  All  the  more 
so  for  issues  selling  at  hefty  multiples 
to  present  earnings  and  short-run 
earnings  estimates. 

Once  the  news  is  out  it  is  almost 
too  late.  Are  there  ways  to  sniff  such 
bad  tidings  in  advance?  Earnings  esti- 
mates  may  provide   useful  clues, 
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the  accompanying  table,  we 
ened  a  group  of  high-multiple  is- 
;:  :  >  that  gained  100%  or  more  since 
.  13,  1982.  To  make  the  list,  a 
pany  had  to  have  a  current  P/E  of 
r  more,  double  the  current  market 
1.  In  order  to  focus  on  stocks  that 
Id  be  influenced  by  institutions, 
eliminated  issues  selling  last  Au- 
:  at  less  than  $13  a  share.  And  to 
en  out  weaklings,  we  included 
/  those  firms  that  had  an  earnings 
in  the  latest  reported  quarter 
lpared  with  the  same  quarter  in 
prior  year. 

1th  the  cooperation  of  the  com- 
ers at  Los  Angeles-based  William 
leil  &  Co.  we  came  up  with  a  list 
56  companies.  Except  for  Tele- 
nmunications,  all  of  them  are  ex- 
£ed  to  show  earnings  growth  in 
al  1983.  On  the  basis  of  1983  esti- 
es  each  of  these  firms  is  still  sell- 


ing  at  an  above-market  earnings  mul- 
tiple, and  the  average  P/E  is  a  stellar 
31.  While  the  P/Es  based  on  1984  esti- 
mates are  slightly  lower  (the  average 
is  22),  only  one  firm,  Horn  &  Hardart, 
has  an  estimated  1984  multiple  lower 
than  the  recent  market  multiple,  hov- 
ering around  13. 

The  last  column  in  the  table  shows 
two-month  changes  in  mean  earnings 
estimates  for  fiscal  1983.  Analysts 
have  lowered  their  assessment  of  the 
prospects  of  1 7  of  these  56  companies. 
HBO  &  Co.,  which  provides  hospitals 
with  computer  software,  and  Mary 
Kay  Cosmetics  show  the  sharpest 
two-month  drops.  Like  nearly  all 
these  firms,  they  are  still  expected  to 
show  higher  earnings  in  1983.  But  the 
fact  that  analysts  are  scaling  back 
their  earlier  estimates  could  be  a 
warning  signal.  HBO  &  Co.  is  still 
selling  at  41  times  its  1983  estimate 


and  32  times  its  1984  estimate.  In 
comparison,  Mary  Kay  is  selling  at  19 
times  estimated  1984  earnings. 

Now  look  at  the  bright  side.  Tele- 
Communications  and  Teradyne  lead 
the  list  of  recent  earnings  estimate 
increases.  Even  though  analysts  still 
expect  1983  to  be  a  down  year,  Tele- 
Communications,  the  nation's  largest 
cable  TV  operator,  is  investing  heav- 
ily for  future  earnings  growth.  Tera- 
dyne, a  manufacturer  of  electronic 
components,  instruments  for  testing 
semiconductors,  and  telecommunica- 
tions equipment,  should  benefit  from 
increased  military  spending  and  a 
pickup  in  the  economy. 

All  the  stocks  on  this  list,  of  course, 
have  pushed  well  ahead  of  the  market 
averages  because  they  are  in  fast- 
growing  businesses.  Which  makes 
them  glamorous.  Which  also  makes 
them  vulnerable.  ■ 


Living  high  and  dangerously 


-Price- 


l  mpany/business 


%  change 

from' 
8/13/82 


-Earnings- 
1983 


latest 


1984 
est 


-Price/earnings  ratio  

1983  1984 


2-month  % 
change  in 
1983  est 


ita  General/computer  equipment  160%  57  Vs  $1.10  $1.71  $3.77  52  33  15  -2.8% 

verly  Enterprises/health  care  svcs  160  40  1.38  1.65  2.06  29  24  19  -0.6 

al-Mart  Stores/retailing  159  755/a  1.95  2.48  3.18  39  30  24  2.5 

lantic  Rsrch/rockt  motors,  comm  eq  159  39%  1.49  1.71  2.04  27  23  19  1.2 

liconix/electronics  156  34'/2  0.28  0.78  1.38  NM  44  25  8.3 


atrix  Corp/health  care  equip  153  42%  0.99  NA  NA  43  NA  NA  NA 

3W  Jones  &  Co/publishing  153  51%  1.46  1.68  2.00  35  31  26  1.2 

>K  Computer  Systems/computer  svcs  151  34%  0.62  0.67  0.93  55  51  37  -1.5 

i lared  Medic  Systems/hosp  comptr  svcs  148  38%  0.94  1.09  1.35  41  35  28  -0.9 

tarion  Labs/ethical  drugs  148  39  0.68  0.76  1.38  57  51  28  5.6 


I  me  Inc/publishing 

|  IRA  Corp/computer  equip 

J>  CI  Communications/telecommuns 

rviceMaster  Inds/hlth  care,  clng  svc 

tel/electronics 


143 
141 
140 
137 
136 


73 

35  % 
487s 
43 
36% 


2.46 
0.79 
1.69 
1.01 
0.39 


3.25 
0.88 
2.49 
1.19 
0.71 


4.31 
1.17 
3.26 
1.47 
1.29 


30 
45 
29 
43 
93 


22 
40 
20 
36 
51 


17 
30 
15 
29 
28 


-0.3 
-3.3 
-4.6 
0.0 
5.2 


>ys  'R'  Us/specialty  retailing  135        415/8  1.21  1.57  2.03  34  27  21  0.9 

nders  Associates/aerospace  131  1 125/a  3.84  3.99  5.14  29  28  22  3.1 

lectra-Physics/precision  instruments  131        34  0.03  0.56  1.87  NM  61  18  -15.2 

immunity  Psych  Cntrs/hlth  care  svcs  127        40  1.17  1.37  1.73  34  29  23  3.8 

ryker/health  care  equipment  127        35%  1.01  1.17  1.43  35  31  25  0.9 


Systems/aerospace  127  38%  1.32  1.64  2.03  29  24  19  7.9 

ary  Kay  Cosmetics/cosmetics  123  35%  1.28  1.50  1.91  28  24  19  -23.9 

reat  Lakes  Chemical/chemicals  123  60%  2.31  2.86  4.11  26  21  15  0.0 

ray  Research/computer  equip  118  52%  1.41  1.79  2.37  37  29  22  1.1 

imnicare/health  care  services  118  43  1.52  1.76  2.10  28  24  20  1.7 


: 'stematics  Inc/computer  services  116  42%  0.87  0.92  1.27  49  46  34  1.1 

lenentech/bio-engineering  115  41%  0.05  0.09  0.17  NM  NM  NM  -10.0 

:high  Press/printing  113  64  0.46  NA  NA  74  NA  NA  NA 

nitrode/electronics  110  58'/2  2.22  2.61  3.29  26  22  18  -5.4 

lewlett-Packard/electronics  105  91%  3.23  3.55  4.47  28  26  20  -0.3 


MP/electrical  equipment  105  103%  3.34  4.31  5.66  31  24  18  5.1 

;aled  Air/packaging  &.  containers  104  40%  1.37  2.38  2.92  30  17  14  5.3 

Duse/real  estate  developer  104  33%  0.58  0.63  0.76  58  54  45  3.3 

elecredit/financial  services  103  30%  0.97  1.02  1.29  31  30  23  -7.3 

?rkshire  Hathaway/insurance,  textiles  101  915  33.24  NA  NA  28  NA  NA  NA 

ectro-Biology/health  care  equip  100  30%  0.56  0.60  1.44  55  51  21  -9.1 


A:  Not  available.    NM:  Not  meaningful.   Sources:  William  O'Neil&Co.,  Institutional  Brokers  Estimate  System  (IBES),  services  of  Lynch, Jones  & 

Ryan  with  computer  analysis  from  Chase  Econometrics  Interactive  Data  Corp. 
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FOR  PUBLIC  COMPANIES 
FISCAL  YEAR  DOES  NOT  COINCIDE 
WITH  THE  CALENDAR  YEAR 
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m 
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Here's  a  timely, 
inexpensive, 
convenient  way 
to  distribute 

your  report  to 
a  market  that 
owns  over 
$300  billion  in 
corporate  stocks 


Take  advantage  of  this  special 
opportunity  to  present  your 
company's  record  of 
achievement  to  Forbes'  high- 
powered  investors — those 
who  own  and  run  American 
business. 

At  a  cost  of  only  $2,660  for  a 
1/8  page  black  &  white 
advertisement,  you  can  reach 
700,000  Forbes  subscribers, 
who  have  investment  port- 


folios with  an  average  value 
$615,000.  And  more  than  ha 
influence  investment  decisioi 
for  others  as  well — including 
corporations,  estates,  pensic 
funds  and  trusts. 

For  specific  information  on 
participating  in  the  1983  Forb 
Fall  Annual  Report  Advertisir 
Section,  contact  Sarah  Mad 
60  Fifth  Ave.,  New  York,  NY 
(212)  620-2371. 


m 


83  issue  Closing:  September  19 


»rbc 


Foi 

Capital 


Capital  Markets 


MONEY  &  INVESTMENTS 


the  "death  of  bonds'  is  no  more  valid  a 
hypothesis  now  than  the  "death  of  equi- 
fes"  was  setter al years  ago. 

LONG  TERM  RATES: 
HE  TREND  IS  DOWN 


By  Ben  Weberman 


last  January  a  lot  of  people — includ- 
ing me — were  forecasting  lower  in- 
fcrest  rates  and  consequently  higher 
lond  prices.  Long-term  Treasury 
londs  were  then  trading  to  yield 
§0.5%.  Three-month  bills  were  at 
i.75%.  Those  yields  are  now 
■  1.25%  and  9%.  In  short,  the  pre- 
dictions of  interest-rate  optimists 
feke  me  haven't  looked  good  this 
rear.  In  1983  so  far,  bond  prices 
fiave  failed  to  carry  through  on  their 
umart  1982  rally.  In  fact,  prices  of 
long-term  bonds  are  lower  now  than 
tn  January. 

I  The  result  is  that  the  psychology 
If  the  bond  market  is  bearish  again, 
krtost  of  the  players  are  betting  that 

I I  he  economic  recovery  will  be  ex- 
raordinarily  strong,  that  money 
I  upply  is  expanding  much  too  rapid- 
ly and  that  inflation  will  rear  its 
nead  again  in  1984,  if  not  sooner. 
My  colleague  Ashby  Bladen  sums 
'ip  this  view  on  p.  174.) 

I  Are  the  bears  right  this  time?  Is 
he  "death  of  bonds"  any  more  valid 
i  hypothesis  now  than  the  "death  of 
equities"  was  a  few  years  ago?  In 
!)ther  words,  are  we  optimists  going 
p  be  wrong  in  a  permanent  way  or  a 
iemporary  way? 

Before  answering  these  questions, 
let's  look  at  what  really  caused  the 
Increase  in  the  money  supply  that 
:he  bears  are  so  concerned  about. 


3en  Weberman  is  economics  editor  of 
"ORBES  magazine 


And  what  really  happened  to  the 
fixed  income  market. 

Last  April  and  May,  income  tax 
refunds  created  a  temporary  bulge 
in  Ml — the  measure  of  demand  de- 
posits and  currency  in  circulation. 
Before  that  blip  had  a  chance  to 
wash  out,  the  economy  started  to 
pick  up.  The  recovery  was  consum- 
er-stimulated, which  means  more 
money  in  circulation;  by  definition, 
that  adds  to  Ml.  Meanwhile,  in  De- 
cember, banks  and  S&Xs  were  per- 
mitted to  open  money  market  de- 
posit accounts.  There  has  since 
been  a  dramatic  shift  of  savings  into 
MMDAs  and  out  of  money  market 
mutual  funds,  as  well  as  other  exot- 
ic accounts  such  as  repurchase 
agreements.  In  bank  MMDAs  and 
money  funds,  this  money  showed 
up,  of  course,  as  part  of  M2. 

Now,  however,  money  is  flowing 
out  of  MMDAs — and  M2 — into  the 
stock  market,  either  directly  or 
through  stock  funds  and  index  fu- 
tures and  options  and  thus  disap- 
pearing from  the  M  measures.  So 
far,  in  the  past  week  or  two,  the 
official  statistics  have  shown  a 
shrinkage  in  the  money  supply. 
This  in  spite  of  the  gathering 
strength  of  the  economic  recovery. 

As  for  the  fixed  income  market,  it 
has  been  laboring  under  unusually 
large,  but  nonrecurring,  demands 
for  credit.  The  U.S.  Treasury  raised 
$11.6  billion  of  intermediate  and 
long-term  money  through  the  sale 
of  4-year,  7-year  and  20-year  coupon 
securities  in  late  June.  At  the  same 
time,  banks,  corporations  and  other 
entities  that  like  to  appear  bigger 
than  they  are  were  borrowing  short- 
term  funds,  some  overnight,  for 
window  dressing  on  their  June  30 
financial  statements.  That  kind  of 
money  tends  to  get  paid  back  quick- 
ly, since  it  simply  leads  to  the  pay- 
ment of  unnecessary  interest. 


As  these  twin  crests  begin  to  re- 
cede, one  in  the  money  supply  and 
the  other  in  demand  on  the  fixed 
income  markets,  real  rates  of  re- 
turn— that  is,  yields  less  the  infla- 
tion rate — become  more  and  more 
attractive.  Real  return  has  jumped 
to  about  7%  for  long-term  Treasury 
issues  and  to  9%  for  high-grade  cor- 
porate bonds.  That  assumes  infla- 
tion of  4%  to  5% — realistic  enough 
when  you  consider  that  durable 
goods  output  is  still  only  67%  of 
capacity  and  prices  of  sensitive  raw 
materials  are  still  steady  (except  for 
oil,  whose  immediate  future  price  is 
anybody's  guess). 

The  fact  is,  the  market  has  antici- 
pated Fed  credit-tightening,  and 
most  or  all  of  the  adjustment  has 
already  taken  place.  The  bench- 
mark federal  funds  rate  covering 
overnight  loans  by  banks  to  other 
banks  is  an  excellent  measure  of  the 
degree  of  tightness  or  restraint  in 
Fed  credit  policy.  Fed  funds  have 
been  ranging  between  8%  and  8'/2% 
since  the  start  of  this  year,  with  the 
exception  of  a  blip  in  April  and, 
more  recently,  a  bulge  in  June,  to 
9'/4%.  Meanwhile,  demand  for  per- 
sonal and  business  loans  is  moder- 
ate enough  so  that  corporations 
have  already  been  able  to  issue  large 
amounts  of  long-term  bonds  in  spite 
of  competition  from  those  huge 
Treasury  borrowings. 

Let's  put  all  this  in  some  kind  of 
perspective,  insulated  from  the 
screaming  headlines  about  weekly 
changes  in  money  supply  and  inter- 
est rates.  From  such  a  perspective, 
it's  clear  to  me  that  interest  rates  on 
long-term  Treasury  bonds  topped 
out  21  months  ago  when  yields  hit 
15%.  The  same  is  true  of  short-term 
rates.  Three-month  bills  reached 
16%  in  the  fall  of  1981,  fell  to  10% 
that  winter  before  recovering  to 
15%  in  February  1982  and  then  de- 
scending, to  7.5%  to  9%,  for  most  of 
this  year. 

I  am  convinced  we  won't  see  a 
new  eruption  of  inflation  and  rapid- 
ly rising  interest  rates  over  the  next 
several  months.  Nor  will  the  Fed  do 
anything  but  pull  gently,  very  gen- 
tly, on  the  credit  reins.  So  the  bond 
market  has  only  been  resting;  we 
have  been  seeing  a  mild  downward 
reaction  in  a  fundamentally  bull 
market  for  bonds.  The  bond  market 
bears  have  mistaken  temporary 
phenomena  for  long-term  trends.  ■ 
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Observations 


The  developing  inflationary  boom  will 
send  interest  rates  through  the  roof. 

A  FAREWELL 
TO  BONDS 


By  Ashby  Bladen 


My  apologies  to  Ernest  Hemingway. 
However,  I  cannot  emphasize  too 
strongly  that  inflation  and  the  fi- 
nancial instability  it  produces  are 
rapidly  destroying  the  appeal  of 
long-term,  fixed-income  claims  like 
bonds  and  mortgages  for  individuals 
and  institutions  alike.  And  that  this 
has  ominous  implications  for  our 
national  standard  of  living  because 
American  prosperity  and  economic 
progress  were  built  upon  the  ready 
availability  of  long-term  credit. 

Last  year  we  botched  an  excellent 
opportunity  to  break  the  inflation, 
for  the  fourth  time  in  16  years.  The 
next  good  opportunity  will  have  to 
await  another  severe  and  painful 
downturn,  which  is  not  likely  dur- 
ing the  next  18  months.  Mean- 
while, let  us  look  at  the  impact  of 
another  inflationary  expansion  on 
the  investment  preferences  of  indi- 
viduals and  institutions. 

Individuals  used  to  hold  long 
bonds  and  mortgages  mainly  for  the 
secure  and  stable  income  that 
sound  ones  provided.  But  by  now, 
two  decades  of  inflation  and  appall- 
ing losses  of  real  purchasing  power 
have  largely  wiped  out  that  motive. 
More  recently,  the  widening  cycli- 
cal fluctuations  in  bond  prices  have 
tempted  people  to  buy  them  when- 


Asfiby  Bladen  is  senior  rice  president  for 
investments  of  the  Phoenix  Mutual  Life  In- 
surance Co.  and  author  of  How  to  Cope 
with  the  Developing  Financial  Crisis. 


ever  they  believed  that  the  Fed 
would  push  interest  rates  down  to 
combat  recession,  thus  presenting 
them  with  a  capital  gain. 

Speculating  on  falling  interest 
rates  by  going  long  has  worked  out 
well  for  people  who  were  nimble 
enough  to  get  out  before  the  roof  fell 
in,  but  eventually,  economic  recov- 
ery and  renewed  inflation  gave  the 
less  nimble  majority  a  black  eye. 
Last  year  we  had  the  granddaddy  of 
all  bond  market  rallies,  but  even  so, 
bond  and  mortgage  prices  never  got 
up  to  the  cyclical  lows  of  1974.  And 
now  the  eye-blackening  process  has 
started  once  again. 

The  damage  that  inflation  and 
climbing  interest  rates  are  inflicting 
on  financial  institutions  is  more 
complicated  to  explain,  but  it  is  also 
more  important.  Institutions  play  a 
crucial  role  in  the  financing  of  eco- 
nomic progress  because  there  is  a 
fundamental  mismatch  between  the 
demand  for  liquidity  on  the  part  of 
savers  and  the  need  for  longer-term 
accommodation  on  the  part  of  the 
borrowers  who  invest  m  the  tools 
that  raise  our  standard  of  living. 

Savers  want  to  be  able  to  liquidate 
their  financial  claims  and  retrieve 
their  purchasing  power  whenever 
they  need  to  use  it.  But  borrowers 
and  investors  in  real  tools  want  the 
use  of  it  until  the  tools  pay  for 
themselves.  In  the  case  of  things 
like  steel  mills  and  power  dams, 
that  can  take  20  years  or  more. 

The  most  important  economic 
function  of  financial  institutions  is 
to  bridge  the  gap  between  the  re- 
quirements of  savers  and  investors 
by  accepting  short-term  deposits 
from  one  group  and  making  long- 
term  loans  to  the  other.  That  is  nor- 
mally a  profitable  business  because 
the  interest  rate  on  a  long-term  loan 
is  usually  higher  than  that  on  a 
short-term  deposit.  But  if  interest 
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rates  should  rise  sharply  enough 
that  an  institution's  depositors 
want  to  withdraw  their  funds  in  or- 
der to  reinvest  at  higher  rates  else- 
where, the  institution  would  have 
to  raise  the  funds  to  pay  them  off  by 
selling  its  loans  at  a  loss. 

Before  the  inflation  became  seri- 
ous, that  risk  was  moderate,  and 
institutions  were  willing  to  accept 
it.  But  today  the  risk  is  severe,  and 
cautiously  managed  institutions  are 
not  willing  to  accept  it.  So  they  are 
becoming  interest-rate  arbitragers 
who  match  the  maturities  of  their 
assets  and  liabilities,  and  hope  to 
nail  down  a  modest  spread  between 
the  rates  at  which  they  borrow  and 
those  at  which  they  lend. 

That  means  that  investors  in  pro- 
ductive real  assets  are  finding  it  in- 
creasingly difficult  to  get  long-term 
loans.  Instead,  they  have  to  assume 
that  they  can  refinance  the  project 
when  the  initial  loan  matures.  And 
since  that  is  a  risky  assumption, 
cautious  business  people  no  longer 
invest  heavily  in  projects  with  long 
payback  periods. 

True,  the  demise  of  the  bond  mar- 
ket has  been  announced  before  and 
it  turned  out  to  be  greatly  exaggerat- 
ed. Recently,  several  institutions 
have  been  offering  higher  rates  for 
deposits  than  they  could  earn  on 
loans  of  equivalent  maturity.  They 
deliberately  mismatched  maturities 
and  invested  long  in  order  to  earn 
the  higher  rate,  because  they  as- 
sumed that  inflation  and  interest 
rates  would  not  rise  rapidly  enough 
to  saddle  them  with  serious  losses. 

However,  I  have  pointed  out  be- 
fore that  the  federal  government's 
deficit  alone  is  creating  purchasing 
power  at  a  rate  6%  faster  than  we 
are  producing  real  goods  and  ser- 
vices to  buy  with  it.  The  inflation- 
ary implications  of  that  has  led  cau- 
tious managers  like  me  to  match 
maturities  carefully  and  accept  a 
temporary  competitive  disadvan- 
tage rather  than  expose  our  institu- 
tions to  the  risk  of  crippling  losses. 
Now  the  optimistically  managed 
institutions  are  getting  a  black  eye 
once  again,  so  next  time  they  will 
think  twice  before  going  long. 

At  the  moment,  we  are  heading 
for  an  inflationary  boom,  but  in  the 
longer  run  American  prosperity 
cannot  be  maintained  unless  we  de- 
cisively break  inflation  and  restore 
financial  stability.  ■ 
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The  economy  is  stronger  than  expected. 
Bad  news  for  the  stock  market. 

GOOD  IS  BAD 


By  Ann  C.  Brown 


Yawn.  Looks  like  we're  back  to  an 
eighths-to-quarters  market,  where 
stock  prices  move  in  a  narrow  range 
intraday  and  end  each  session  little 
changed  from  the  previous  close. 
Sigh.  The  last  12  months  will  live 
long  and  pleasantly  in  investor 
memories.  "The  Spree  of  '82-'83" 
will  be  a  tale  oft  told  to  any  grand- 
child who  will  listen.  Soaring  new 
highs  in  volume,  in  the  averages, 
action  and  excitement,  at  times  bor- 
dering on  frenzy.  Big  money.  Fast 
money.  Who  would  have  believed  it 
a  year  ago?  A  450-point  gain  on  the 
Dow?  You  gotta  be  kiddin'.  Too  bad 
the  market  only  trades  futures,  not 
pasts.  What's  ahead,  at  least  over 
the  near  term,  could  take  some  of 
the  bloom  off  last  summer's  rose. 

Among  the  cement  sneakers 
keeping  the  market  from  running 
away  are  rising  interest  rates,  as  the 
Fed  treads  the  fine  line  between  too 
much  money  and  too  little.  Mr. 
Volcker  was  catapulted  back  into 
office  almost  solely  on  his  reputa- 
tion as  an  inflation  fighter  and,  if 
the  Fed  errs  (which  it  seldom  fails  to 
do),  it  will  probably  be  on  the  side  of 
oversquelching  the  money  supply. 
This  will  result  in  heightened  fears 
of  an  aborted  economic  recovery. 

It's  a  case  of  good  news  becoming 
bad  news.  Most  current  earnings  es- 
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timates  assumed  an  initial  slow  re- 
bound in  the  GNP  growth  rate, 
gaining  momentum  as  the  year  pro- 
gressed. The  earlier  anticipated  4% 
level  for  the  second  quarter  now 
appears  to  be  closer  to  6.5%,  reviv- 
ing, in  those  of  us  old  enough  to 
remember,  visions  of  a  return  to  the 
horrors  of  "stop-go"  economics 
rather  than  the  hoped-for  "neograd- 
uahsm."  As  a  result,  company  earn- 
ings, soon  to  be  reported,  may  suffer 
by  being  too  good.  Instead  of  delight 
with  the  greatly  improved  bottom 
lines,  investor  fright  and  selloff  in 
stocks  could  occur.  The  stronger 
corporate  profits  make  the  economy 
appear,  the  greater  the  likelihood  of 
monetary  tightening. 

Another  contributor  to  invest- 
ment concern  is  what  isn't  happen- 
ing in  Washington  in  the  Depart- 
ment of  Fiscal  Irresponsibility.  The 
Administration's  request  that  the 
Congress  mend  its  spending  ways 
has  been  greeted  with  all  the  enthu- 
siasm of  an  unfriendly  corporate 
takeover.  With  the  economy  grow- 
ing faster  than  previously  expected, 
the  federal  deficit  estimate  has  been 
slightly  reduced,  thanks  to  in- 
creased tax  revenue.  Paradoxically, 
this  very  strength  will  hasten  the 
clash  between  the  private  and  pub- 
lic sectors  for  funds.  That  could 
cause  interest  rates  to  rise  and, 
sooner  or  later,  weaken  stock  prices. 

Finally,  during  the  next  few 
months,  fears  of  what  the  other  fel- 
low will  do  once  he,  she  or  the  insti- 
tutional "they"  go  long-term  on 
their  capital  gains  should  help  to 
keep  unbridled  buying  under  con- 
trol. My  guess  is  that  there  will  be 
surprisingly  little  selling  motivated 
purely  by  the  desire  to  lock  up  prof- 
its. Investors  are  renowned  for  their 
apathy,  their  attachment  to  win- 
ning stocks  and  their  aversion  to 
paying  taxes  on  any  terms,  long  or 


short.  The  institutions  are  unlikely 
to  bail  out  unless  there  is  clearly 
something  more  attractive  to  bail 
into  because  their  size  precludes 
jumping  around.  And,  if  interest 
rates  increase  as  I  expect,  they 
won't  rise  high  enough  to  tempt  big 
players  away  from  their  equity  posi- 
tions, particularly  when  most  al- 
ready have  too  much  cash  on  hand. 

Although  I'm  still  wearing  a  yel- 
low stripe  down  my  back,  I'm  hard 
at  work  on  my  list  of  potential  new 
buys,  which  I  may  use  around  the 
time  the  leaves  turn  red  and  gold.  Of 
interest  are  several  insurance  com- 
panies, which,  for  the  most  part, 
have  sat  out  the  rally.  Aetna  Life  & 
Casualty-  (39)  has  traded  in  its  pres- 
ent range  for  about  three  years,  hav- 
ing been  hurt  by  the  recession  and 
high  interest  rates.  While  there  is 
still  some  question  about  earnings 
from  group  health  insurance,  Aetna 
stands  to  benefit  from  a  cyclical  re- 
covery in  property  and  casualty  in- 
come, pension  earnings  and  diversi- 
fied business  income.  Earnings  of 
S4.90  per  share  for  1983  will  be 
down  from  the  S5.80  per  share  re- 
ported in  1982.  However,  early  esti- 
mates for  1984  see  Aetna's  earnings 
around  $7.05  per  share. 

General  Re  Corp.  (61)  has  been  as 
high  as  72  this  year.  Once  the  cur- 
rent cutthroat,  competitive  envi- 
ronment calms  down,  it  should  be 
able  to  widen  its  impressive  annual 
earnings  growth  rate  to  20%  or  so. 
Earnings  for  1983  are  estimated  at 
S4.95  per  share,  with  S5.80  possible 
for  1984.  The  company  has  split  the 
stock  in  three  of  the  last  four  years 
and  might  do  so  again  this  year. 

Two  situations  that  have  appeal 
for  entirely  different  reasons  are 
Farmers  Group  (39)  and  CIGSA  (47). 
Farmers  Group  tumbled  a  too-quick 
10  points  after  reporting  only  mild- 
ly disappointing  first-quarter  earn- 
ings. For  1983  earnings-per-share  es- 
timates remain  around  S4  to  S4.10. 
In  1984,  $4.65  or  so  looks  possible. 

CIGNA  is  last  year's  combo  of 
Connecticut  General  Insurance  Co. 
and  IN  A  Corp.  Here  the  opportunity 
for  earnings  increases  exists  as  the 
new  company  benefits  from  econo- 
mies of  scale  and  savings  from  the 
merger  and  from  personnel  reduc- 
tions. Earnings  for  this  year  are  esti- 
mated at  $6.60  to  $6.75  per  share  vs. 
$6.38.  Next  year,  preliminary  guess- 
timates are  for  $9  per  share.  ■ 
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Close  your  eyes 

Now  have  % 
someone  read 

this  to  you. 


.ou  are  blind.  A  student.  Facing  four  years  of  college.  With 
about  thirty- two  textbooks  to  read.  Plus  fifty  supplemental  texts 
How  are  you  going  to  manage? 

With  Recording  for  the  Blind.  Since  1951,  we've  helped  over 
60,000  blind,  perceptually  and  physically  handicapped  students 
get  through  school.  By  sending  them  recordings  of  the  books 
tney  need  to  read.  Free. 

Recording  for  the  Blind  is  non- 
profit, and  supported  by  volun-  S 
teers  and  contributions  from        f  \  ^^oNOMtcr \nd  society 
people  like  you  who  can  imagine  f  fr-^^WB.  1111  ■ 
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what  it  s  like  to  be  blind. 

Your  tax-deductible  donation 
will  help  our  students  meet  their 
educational  goals.  We'd  all  be 
grateful. 

If  you  want  to  know  more 
about  us,  write: 

Station  E 

Recording  for  the 

Blind,  Inc. 

215  East  58th  Street 

New  York,  New  York  10022 

(212)  751-0860 
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Psychology  &  Investing 


MONEY  &  INVESTMENTS 


Feeling  secure  with  your  large  paper 
profits  in  hot  Amex  and  o-t-c  stocks? 
There  is  good  reason  to  think  again. 

THE  EARLY  BIRDS 


By  Srully  Blotnick 


V 
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Not  everyone  waited  for  the  market 
to  come  roaring  out  of  the  starting 
blocks  last  August  before  doing  his 
buying.  Some  investors  were  active 
on  the  buy  side  throughout  June, 
July  and  early  August.  What  are  the 
views  of  these  smart — or  lucky — 
investors  now? 

"I'm  getting  ready  to  sell,"  replied 
Carl,  who  works  in  the  production 
division  of  a  large  food  company. 
His  response  echoed  that  of  the  ma- 
jority of  investors  in  his  position. 

"How  come?"  I  inquired.  "I 
thought  you  were  still  bullish." 

"I  am,"  he  responded,  before  I  had 
barely  finished  my  sentence,  "but 
I'm  afraid  of  all  the  other  sellers  that 
might  be  thinking  the  same  way  I 
am.  If  they  act  first,  there  won't  be 
anything  left  for  me."  Better  get  out 
too  soon,  he  reasons,  than  be 
crushed  in  the  rush  for  the  door. 

Investors  have  learned  a  painful 
but  important  lesson  in  recent 
months,  thanks  to  what  they  have 
seen  happen  to  the  stock  of 
Warner  Communications,  Bald- 
win-United and  Texas  Instru- 
ments. The  abrupt  downside 
movement  in  the  price  of  these 
three  issues,  particularly  since  the 
market  had  a  strong  upside  bias  at 
the  time,  shook  them. 

Dr.  Srully  Blotnick  i\-  a  research  psychologist 
and  author  of  Getting  Rich  Your  Own  Way 
and  Winning:  The  Psychology  of  Successful 
Investing. 


Previously,  they  were  of  the  belief 
that  it  took  many  sellers  acting  si- 
multaneously to  push  a  stock's 
price  down.  In  fact,  if  it  declined  by 
one-third,  they  were  convinced  that 
one-third  of  the  shareholders  had 
sold.  Now,  their  view  has  changed. 

"I'll  bet  almost  everybody  got 
hurt  in  each  of  those  disasters," 
Carl  commented.  He  correctly  sus- 
pects that  few  investors  got  out  in 
time.  With  increased  sophistication 
has  come  fear,  a  fear  of  the  mob — in 
this  case,  a  rather  small  mob.  It 
won't  take  many  sellers  acting  at 
once,  Carl  now  believes,  to  drive 
down  substantially  the  price  of  the 
stocks  on  which  he  has  a  sizable 
profit  that  will,  at  last,  soon  qualify 
for  capital  gains  treatment.  This 
makes  the  Carls  of  the  investment 
world  jumpy. 

The  uneasiness  varies  quite  a  bit 
from  investor  to  investor,  depend- 
ing primarily  on  the  stocks  they 
now  own.  Those  who  bought  blue 
chip  issues  are  the  most  inclined 
now  to  sell.  Carl's  one  of  them. 

At  the  other  end  of  the  spectrum 
are  investors  who  bought  Amex  and 
o-t-c  shares  prior  to  the  rally  and 
have  kept  on  buying  them  during  it. 
Odd  as  it  may  sound  at  first,  they 
are  the  least  inclined  to  dispose  of 
their  holdings  now.  Their  fat  paper 
profits  have  made  them  euphoric. 

Nancy  is  an  example.  Taking 
even  SI  of  profit  now  to  avoid  being 
trampled  at  the  doorway  is  far  from 
her  mind.  "Why  should  I  sell?"  re- 
plied Nancy,  an  M.B.A.  at  a  comput- 
er company.  "We  have  nowhere  to 
go  but  up.  Next  year  is  an  election 
year,  remember?" 

Ted,  who  is  one  of  three  partners 
in  a  six-year-old  |S4  million  in  1982 
sales)  manufacturing  concern, 
agrees:  "There's  just  too  much 
money  sitting  on  the  sidelines  wait- 
ing to  get  in.  No  pullback  can  possi- 


bly last  very  long.  This  is  the  onlj 
market  I've  ever  played  that  virtual 
ly  comes  with  a  written,  money 
back  guarantee." 

Both  Ted  and  Nancy — unlike 
Carl — are  continuing  to  use  what 
ever  surplus  income  and  spare  casr 
they  have  to  buy  additional  share: 
in  the  small  companies  and  low 
priced  stocks  they  tend  to  favor 
though  they  do  try  to  do  thei: 
buying  only  on  pullbacks.  Since 
they  bought  shares  in  these  same 
companies  at  much  lower  prices— 
for  instance,  Dome  Petroleum  at  \ 
and  a  fraction — they  have  unwit 
tingly  been  "averaging  up"  foi 
many  months.  That  is,  the  average 
cost  of  the  shares  they  now  hold  has 
been  rising  as  later,  more  expensive 
shares  have  been  added  to  the  ones 
they  bought  earlier. 

That  doesn't  bother  them  in  the 
least.  As  their  comments  make 
clear,  they  are  convinced  that  the 
U.S.  has  finally  emerged  from  the 
economic  doldrums  in  which  it  has 
found  itself  for  a  decade.  In  theii 
opinion,  every  major  problem  that 
has  plagued  us  year  after  year  has 
now  become  either  manageable  or  , 
thing  of  the  past.  In  Ted's  words, 
"OPEC  caused  the  trouble  in  the 
first  place,  and  now  isn't  anything 
to  worry  about.  The  worst  is  behind 
us.  Inflation  and  interest  rates  will 
stay  low,  of  that  much  I'm  certain.' 
However,  they  don't  expect  large 
companies  to  benefit  in  this  new 
economic  era  to  nearly  the  extenl 
that  smaller  ones  will. 

It's  quite  a  reversal:  Blue  chip 
owners  nervous  and  jumpy;  hoi 
stock  players  professing  equanim- 
ity. It  strikes  me  as  incredibly  naive 
for  people  like  Ted  and  Nancy  tc 
think  that  the  stocks  of  large  com- 
panies could  suffer  a  major  setback 
while  small  companies  and  startups 
remain  exempt.  Yet,  both  Nancy 
and  Ted  are  convinced  that  will 
happen.  I  doubt  it.  Although  the 
attitude  is  fueling  much  of  the 
buying  in  Amex  and  o-t-c  stocks,  it 
overlooks  the  fact  that  the  most  im- 
portant customers  of  the  small 
companies  in  which  they  are  inter- 
ested are  large  companies,  not  the 
public  directly.  As  we  saw  on  the 
upside,  so  we  will  see  on  the  down, 
when  and  if  it  comes:  They  all  gc 
together  when  they  go.  My  feeling  is 
that  Carl  is  right  this  time;  Ted  and 
Nancy  may  be  in  for  a  shock.  ■ 
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Two's  company...three's  a  crowd 


(and  fours  too  many) 


S  (Ik)  (S3  EE]  [Q 
ran  pyif^npg^] 


1.  In  Medialand  you'll  find  a  number  of 
establishments  at  which  you  can  obtain  lodging. 
For  example,  such  long-standing  favorites  as 
Magazine  Manor,  Newspaper  Plaza,  Radio  Haven 
and  Poster  Place. 


2.  And  the  relatively  newer  TV  Inn. 


er  the  years,  more  and  more  people  have 
to  Medialand.  And,  as  they  have  come, 

2  various  locations  have  prospered, 
nlarged. 


4.  All,  that  is,  except  TV  Inn.  TV  Inn  has  a 
problem.  Like  the  hours  in  the  day,  it  has  limited 
space  in  which  to  expand. 


5.  So  TV  Inn  did  the  only  thing  it  could  do-it 
began  putting  two  people  in  one  room.  When  its 
guests  didn't  object  too  much  it  began  putting 
three  and  four  and  more,  including  hitch  hikers. 


:er  a  while,  at  rising  rates,  the  guests  began 
lainlng.  With  so  many  people  in  a  room, 
anybody  wanted  attention,  nobody  could 
mber  who  called.  So  many  of  the  guests, 
ning  annoyed,  went  back  to  the  established 


7.  "After  all,"  they  said,  "when  you  pay  for 
attention,  you  ought  to  get  It.  And  with  so  many 
people  in  one  room,  how  can  you?" 


Good  Housekeeping 


8.  MORAL:  The  quickest  way  to  fall  out  of  bed  is 
to  sleep  with  too  many  bedfellows. 


(For  choice  accommodations  at  the  most 
efficient  rates,  call  your  advertising  agent 
or  Good  Housekeeping  for  reservations.) 


G00O  HOUSEKEEPING  IS  A  PUBLICATION  Of  HEARST  MAGAZINES  A  DIVISION  OF  THE  HEARST  CORPORATION  0  '983  THE  HEARST  CORPORATION 


Property  Strategies 


CANCER. 

NOT 
KNOWING 
THE  RISKS 
IS  YOUR 
GREATEST 
RISK. 


A  lot  of  people  think 
cancer  is  unbeatable. 

That  simply  isn't  true. 
In  fact,  over  two  million 
people  have  had  cancer 
and  survived  to  lead 
happy,  normal  lives. 

And  not  only  can 
cancer  be  beaten,  it  can 
also  be  prevented. 

There  are  definite 
precautions  that  have  been 
proven  to  decrease  your 
risk  of  getting  certain 
cancers. 

Ask  your  local 
American  Cancer  Society 
to  send  you  a  free  booklet 
about  cancer  risks. 


V  AMERICAN  CANCER  SOCIETY 

<  How  you  live  may  save  your  life. 


This  space  contributed  as  a  public  service 


m  III  MSPEL'L'6 

-dLj^  Ristorante  Italiano 
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Will  the  ruggedly  individualistic  real  es< 
tate  developer  go  the  way  of  mom-and 
pop  stores?  Many  will,  but  not  all. 

LIFE  AFTER 
MERRILL  LYNCH 


By  Stephen  E.  Roulac 


He  is  obviously  troubled.  "I've  built 
a  successful  development  company. 
Over  20  years,  I've  done  over  1  mil- 
lion feet  of  industrial  space,  nearly 
half  as  much  office  space,  plus  some 
apartments  and  shopping  centers. 

"In  the  beginning,  things  pretty 
much  financed  themselves.  I  could 
organize  my  construction  so  that 
loan  proceeds  paid  the  cost  of  put- 
ting up  the  building.  Then — when 
more  capital  was  required — the  big 
life  insurance  companies  agreed  to 
advance  all  the  money  for  a  share  of 
the  equity.  Sure,  I  hated  to  give  up 
any  of  my  action,  but  half  of  a  bigger 
deal  is  better  than  all  of  a  much 
smaller  one. 

"Not  long  ago,  though,  financing 
got  lots  harder.  Instead  of  50%,  the 
life  companies  wanted  70%,  even 
80% .  When  I  put  a  pencil  to  some  of 
their  proposals,  my  upside  looked  a 
lot  like  a  salary — even  though  I  still 
had  all  the  pressure  and  the  risk  of 
an  equity  position.  Lately,  I've 
pulled  back." 

My  client,  a  successful  developer 
from  Ohio,  pauses,  thinking  hard. 
He  already  has  a  net  worth  of  per- 
haps $15  million,  but  he  wants  to  do 
better.  His  goal  is  to  create  a  major 
company,  one  that  will  provide  op- 

Stephen  E.  Roulac  is  chairman  of  Sational 
Management  Advisory  Services,  a  division  of 
Kenneth  Leventhal  &  Co..  a  national  CPA 
and  consulting  firm  specializing  in  real 
estate  and  financial  senices. 


portunities  for  his  employees,  pa: 
ticularly  his  two  sons. 

He  and  I  go  on  to  talk  abov. 
things  like  organizational  struc 
tures  and  compensation  arrange 
ments,  the  advantages  and  disac 
vantages  of  one  geographic  marke 
over  another  and  whether  his  err 
phasis  should  be  on  industrial  c 
office  space.  Suddenly  the  clier 
blurts  out  what's  really  botherin 
him:  "Tell  me,  is  there  a  future  fc 
developers  like  me?  Or  are  we  limit 
ed  to  being  construction  managei 
for  Merrill  Lynch?" 

This  isn't  an  isolated  questior 
These  days  plenty  of  developer 
have  been  forced  out  of  busines: 
Others  are  pursuing  "personal  intei 
ests."  And  many  of  those  still  activ 
are  more  confused  than  ever. 

No  wonder.  Changes  in  financu 
services  and  the  transformation  c 
real  estate  financing  relationship 
are  making  obsolete  traditions 
ways  of  doing  business,  longtim 
relationships  and  proven  formi: 
las — all  part  of  an  inexorable  mov 
to  one-stop  financial  shopping. 

Rough-and-tumble  builders  are  L 
the  middle  of  a  transformation  i: 
the  way  they  do  business  that  fe"s 
of  them  understand.  The  challeng 
for  today's  developer  is  to  contrc 
the  terms  of  his  money  access- 
something  that  was  a  fairly  passiv 
process  in  the  past.  A  developer,  fc 
example,  used  to  turn  over  the  re 
sponsibility  for  seeking  project  fi 
nancmg  to  a  mortgage  banker.  He 
in  turn,  would  call  up  one  of 
handful  of  insurance  companie 
with  whom  he  had  a  "correspor 
dent"  relationship. 

It  doesn't  work  that  way  any 
more.  Big  conglomerates,  often  rela 
tively  new  to  real  estate,  provide 
full  range  of  financing  services 
Outfits  like  American  Express 
General  Electric  and  Sears.  Tha 
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ilins  they  can  also  have  lots  more 
page  over  a  developer  than  the 
all-guy  intermediaries  he  former- 
i;  ealt  with. 

[ut  back  to  my  client's  worries, 
e,  life  for  builders  will  be  chaotic 
r  the  next  few  years.  But  I  think 
re  is  a  future — and  a  very  excit- 
one — for  those  independent  de- 
ppers  who  understand  these 
nges  and  make  the  required 
(isitions. 

asically,  the  organizations  that 
trolled  real  estate  financing 
frt  to  become  more  active  on  the 
duct  side  of  the  business — spe- 
:ally,  to  become  developers 
mselves.  Rather  than  sitting  pas- 
ily  by  while  this  happens,  for- 
l  d-thinking  developers  are  taking 
offensive.  They  are  organizing 
jrities  companies  to  offer  real 
ite  limited  partnerships.  They 
creating  captive  mortgage  bank- 
'  and  financing  facilities.  Some 
teven  acquiring  their  own  depos- 
ases. 

(ere's  one  interesting  example: 
v  California  laws  have  allowed 
jthe  creation  of  scores  of  S&Ls, 
|  many  have  been  started  by 
t  estate  developers.  This  pro- 
bs  an  opportunity  to  control 
t  terms  of  project  finance,  rather 
i  accepting  whatever  terms 
tie  faraway  conglomerate  offers. 
':re  are  also  tax  advantages, 
be  S&Ls  pay  substantially  low- 
rates  than  corporations.  The 
ft  industry  can  be  profitable, 
'  and  lately,  well-run  S&Ls 
>e  been  selling  at  a  healthy  pre- 
im  above  book  value. 
Xpect  to  see  more  combinations 
this.  The  fiduciary  financing 
!iness  benefits  from  the  entrepre- 
Irial  style  of  developers.  And  the 
'epreneunal  real  estate  business 
efits  from  the  fiduciary's  stabil- 
The  key  is  to  combine  trust  and 
l»urces  with  creativity  and  initia- 

.  Those  who  can  see  the  oppor- 
iity  here  and  have  the  manage- 
ht  skills  necessary  to  realize  it 

profit  in  this  new  environment, 
[s  there  a  future  for  the  small 
tvidual  real  estate  developer  be- 
d  being  a  contract  construction 
lager  for  Merrill  Lynch?"  For  the 
»ive  majority,  the  answer  is:  No. 
I  for  a  versatile  minority  that  is 
I  to  change  with  the  times,  the 
Iwer  is:  Go  out  and  emulate  Mcr- 
Lynch.  ■ 
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Business  news 

The  executives  who  run 
the  world's  20,000  largest 
corporations  were  asked  to 
name  their  most  reliable 
source  of  Business  News* 

The  result  may  surprise 
you,  but  it  won't  surprise 
American  readers  of  the 
Financial  Times. 


in  the  round. 

If  you  haven't  seen  the 
Financial  Times  recently, 
we'd  like  to  send  you  a 
sample  copy. 

Write  or  call: 
FT.  Publications,  Inc. 
75  Rockefeller  Plaza, 
New  York,  NY  10019 
(212)  489  8300 


FINANCIALTIMES 


Tokyo  to  protest  Interest  rate 

viinm  chosier  against  French      wm»««s  hopes  bring 


*  Survey: 
Annual 
Investment 
Files  1982 


GET  TODAY'S 
HIGH  BOND  YIELDS 
WITH  LIQUIDITY. 


If  you're  seeking  a  higher, 
more  stable  level  of  income 
during  this  period  of  declining 
money  market  rates,  the  T.  Rowe 
Price  New  Income  Rind  offers 
you  a  solution.  Earn  double- 
digit  yields  from  a  proven  leader 
in  corporate  bond  and  other 
debt  securities. .  .plus,  enjoy  the 
same  liquidity  features  of  a 
money  market  fund: 

•  Daily  access  to  your  money 

•  Free  checkwriting  over  $500 

•  No  penalty  for  early 
withdrawal 

•  Free  exchange  with  other 
T.  Rowe  Price  Funds 

So,  if  your  objective  is 
to  capture  high  long-term 
yields,  while  accepting  some 


capital  risk,  consider  the  New 
Income  Rind. 

CALL  NOW  FOR 
TODAY'S  HIGH  YIELD 
TOLL  FREE  1-800-638-5660 
In  Baltimore  547-2308 

Yield  should  be  considered  along  with  the  potential 
for  price  fluctuation;  both  will  vary  as  market  con- 
ditions change. 

I  

Please  send  me  a  prospectus  on  your  New 
Income  Fund  — a  no-load  fund  — with  more 
complete  information,  including  management 
fee  and  other  charges  and  expenses.  I  will 
read  it  carefully  before  I  invest. 

□  Send  me  your  free  IRA  Information  Kit,  too. 
Name  


Address . 
City  


State. 


Zip. 


T  Rowe  Price 

100  E.  Pratt  Street,  Baltimore,  MD  21202        „  , 

3ol)  I 

T. Rowe  Pncc  Marketing,  Inc.,  Distributor. 
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After  two  years  of  surplus  sugar  produc- 
tion, there  now  appears  to  be  a  modest 
shortfall.  It's  nothing  to  build  a  rally  on. 

A  SWEET  TREAT  FOR 
THE  BEARS 


By  Stanley  W.  Angrist 


Most  commodity  traders  like  sugar 
as  a  speculative  vehicle.  It  does  not 
take  a  lot  of  searching  to  find  out 
why.  In  1 974  sugar  made  a  spectacu- 
lar move  from  12  cents  per  pound  to 
over  66  cents  in  a  few  months,  al- 
lowing some  iron-nerved  specula- 
tors to  realize  over  $50,000  profit 
per  contract.  In  1979  it  displayed 
again  its  taste  for  dollar  fireworks, 
as  it  moved  in  a  year  from  a  base  of  8 
cents  to  45  cents  per  pound. 

Recently,  sugar  has  started  to 
move  up  again.  After  sleeping  be- 
tween 6  cents  and  8  cents  per  pound 
for  almost  a  year,  it  doubled  in 
price,  reaching  12  cents  per  pound. 
Fundamentalists  should  be  puzzled 
by  this  move.  Here's  why. 

The  world  produced  100.5  mil- 
lion metric  tons  of  sugar  in  the 

1981-  82  crop  year,  yielding  a  huge 
8.9  million  metric  ton  surplus.  The 

1982-  83  season  produced  another 
4.3  million  ton  surplus.  It  is  inter- 
esting to  note,  however,  that  these 
huge  excesses  of  sugar  did  not  stop 
prices  from  doubling  when  a  poten- 
tial deficit  of  1  million  to  2  million 
metric  tons  was  forecast  for  the 

1983-  8-'  crop  year.  This  shortfall 
can  easily  be  supplied  by  the  Euro- 
pean Economic  Community  or  In- 
dia, which  hold  excess  stock.  So 
why  did  the  price  double? 


Stanley  W.  Angrist  is  a  commodity  specula- 
tor, consultant  and  longtime  observer  of  the 
commodity  markets 


The  market  simply  is  reflecting 
the  short-term  dislocations  that  can 
occur  in  a  transitional  stage  as  sugar 
consumers  locate  low-cost  sugar 
stocks  from  which  to  fill  their 
needs.  These  fundamentals  bring 
out  the  bear  in  me.  I  think  a  bear 
spread  of  long  May  1984/short  Oc- 
tober 1983  sugar  makes  some  sense. 
Over  the  years  the  spread  has  had  a 
tendency  to  work  fairly  consistent- 
ly from  early  summer  to  mid-Sep- 
tember (see  table).  One  of  the  factors 
encouraging  me  in  this  trade  is  the 
fact  that  October  has  been  unable  to 
command  a  premium  over  May,  in 
spite  of  sugar's  rapid  price  rise. 

The  margin  per  spread  is  $750  and 
the  round-turn  commission  should 
be  about  $115.  I  would  enter  the 
spread  only  if  May  is  at  no  more 
than  125  points  premium  to  Octo- 
ber, risk  no  more  than  50  points 
($562  per  spread)  from  the  entry 
point  and  look  for  the  spread  to  wid- 
en at  least  75  points  ($843  per 
spread)  from  the  entry  point. 

You  should  be  aware  that  from 
July  1  on  there  is  no  price  limit  on 


A  sweet  spread 

Over  the  past  15  years  October  sug] 
ar  has  shown  a  tendency  to  lost 
relative  to  May  from  early  summe! 
until  mid-September.  One  shoulc 
also  note  that,  in  11  years  out  <> 
the  past  15,  October  has  sunk  to  ; 
discount  relative  to  May  by  tht 
time  the  spread  is  usually  lifted 
The  data  below  are  the  averagi 
weekly  differences  in  points,  ob 
tained  by  subtracting  October  fron 
May.  Each  point  is  worth  $11.25 
In  1974  sugar  experienced  one  o 
the  greatest  price  rallies  ever  in  thi 
commodity  market,  rising  to  6< 
cents  per  pound.  For  those  playini 
this  bear  spread,  it  was  a  disaster. 


Calendar  Week  ended  Week  ended  Potential 


year 

June  17 

Sept  16 

gain  or  (los 

1968 

41 

59 

18 

1969 

-2 

-21 

(19) 

1970 

2 

0 

(2) 

1971 

12 

61 

49 

1972 

-21 

59 

80 

1973 

-67 

-58 

9 

1974 

-430 

-623 

(193) 

1975 

-41 

-77 

(36) 

1976 

20 

124 

104 

1977 

46 

158 

112 

1978 

97 

80 

(17) 

1979 

100 

127 

27 

1980 

80 

104 

24 

1981 

58 

150 

92 

1982 

153 

159 

6 

Source:  Sbearson  American  Express 

the  October  contract.  Therefore,  tht 
risk  in  this  spread  is  substantial 
Consequently,  this  spread  will  tak» 
some  careful  monitoring  by  thost 
who  trade  it.  ■ 


You  can  catch  more  bulls  with  sugar  . . . 

Some  observers  of  the  sugar  market  think  that  a  sustained  rally  in  sugar 
would  move  the  October  contract  to  a  premium  over  the  May.  It  has  not 
happened  so  far.  Could  this  be  a  trap  to  catch  unsuspecting  sugar  bulls? 


Sugar  price  (cents) 


15 


October  contract 


12 


May  contract 
T     _  ^ 


12  1">  26 

April 


May 


14  21  2' 

lune 
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Forbes 


TRAVEL 


Classified/ 


August  1,  1983 


TRAVEL 


CORPORATE  ITEMS 


CORPORATE  ITE> 


by  ball  with  ex- Yankees,  Dodgers,  Giants  and  Celtics  of  the 

50's,  60's  and  70's  in  actual  game  conditions. 
[i95  includes  airfare,  accommodations.  Mini-Camp  at  $1,595. 
Contact: 

f  GREAT  AMERICAN  SPORTS  CAMPS  •  (415)  924-8725 


REAL  ESTATE 


SAVE 

this  address 
you  are  interested 
a  Farm  or  a  Ranch 
lywhere  in  the  west 

ict  ORR  LAND  COMPANY 

We  have  all  sizes 

I  LAND  COMPANY 

iast  58th  Street,  Suite  155 
Denver,  CO  80126 

(303)  295-1313 


MONTANA 
UNTAIN  RANCHES 

ious.  well -balanced  cattle  ranch  in  one 
na's  milder  winter  climate  areas.  This 
lUnp  cost  ranch  runs  from  the  meadow 
one  of  Montana's  great  trout  rivers 
gh  mountain  sides  This  900  A.U 

has  tremendous  variety  of  topography 
►  excellent  elk .  deer  and  antelope  hunt- 
>nly  an  hour  from  air  service  in  Boze- 
3  minutes  to  the  Butte  airport. 
NE  LODGE  CREEK  RANCH  is 
lant  land  holding  in  a  private  mountain 
»outhwest  Montana,  just  an  hour  south 

The  ranch  runs  from  peak  to  peak  and 
y  managed  700  A.U.  cattle  operation 
ng  and  mountain  lake  fishing  are  at 
st  in  this  historic  Montana  ranching 
"ontact  Exclusive  Agents  for  the  Sell- 
X  &  HALL  INC.,  P.O.  Box  1924, 
Montana  59103.  (406)  252-2155. 


ISLANDS 

tally  private  Great  Lakes  is- 
>8  acre  Whiskey  [si.,  $175,000. 
Martin  Isl  ,  950  acres,  lodge, 
DO 

it  Cormican,  Realtor, 

nn  Plaza,  Petoskey,  MI  49770 
147  1780;  Eve  (616)  347-6646. 


'REE  CATALOG 

Free  FALL  Catalog  describes  and 
farms,  ranches,  acreages,  recre- 
roperties,  businesses,  town  and 
lomes  in  46  states  coast  to  coast! 
ecify  type  and  location  preferred 

[TED  FARM  AGENCY 

612-Y  W.  47th  Street 
Kansas  City,  MO  641 12 


BUSINESS  OPPORTUNITIES 


BUSINESS  OPPORTUNITIES 

Established  businesses  located 
west  of  the  Mississippi  for  sale  by 
owners.  Many  owner  financed. 
All  price  ranges  available. 
Call  collect. 

Energy  &  Related  Businesses 
Manufacturing 
Retail  &  Wholesale 

(non-durable  goods) 
Business  Services 

AFFILIATED  BUSINESS 
CONSULTANTS 

Box  6339.  Dept.  F  Co  Spgs  CO  80934 
(303)  630-8188.  Ext  14 
No  fee  to  buyer  involved 


A  REAL  OPPORTUNITY  IN  PRE-CUT  HOUS- 
ING. Pan  Abode  Cedar  Homes,  the  original 
solid-wall  cedar  home  manufacturer,  wants 
dealers  in  important  markets.  Talented  real 
estate  marketers,  builders,  entrepreneurs 
will  find  Pan  Abode  an  excellent  entry  into 
the  manufactured  homes  market.  Pan 
Abode  custom-manufactures  each  complete 
home  package  under  rigorous  quality  con- 
trol; over  40  standard  models,  custom, 
commercial,  multi-unit  capability.  Complete 
Dealer  Information  Package:  send  a  $25 
check  to  Pan  Abode  Inc.,  4350  Lake  Wash- 
ington Blvd.  N.  Renton,  WA  98056. 


roe 

SALE 

IV  OWNS) 


5000  BUSINESSES 
FROM  COAST 
TO  COAST 
No  Brokerage  Commission 
Inquiries  &  listings  welcome 
BUSINESS  OWNERS 
MULTIPLE  LISTING  SERVICE 
Toll  Free  800-327-9630 
In  Fla.  call:  305-462-2524 


COURSES/SEMINARS 
TRAINING  PROGRAMS 


LAW  STUDY  THROUGH 
CORRESPONDENCE 

Registered  Law  School 
Qualify  for  California  Bar  Exam. 

Phone  Toll  Free  800-423-4530 
Ca.  residents  phone  800-362-7052 
SOUTHLAND  UNIVERSITY 
Dept  21B       35  N.  Craig  Ave 
Pasadena,  CA  91107 


FOR  INFORMATION  ON  FORBES  CLASSIFIED 
CALL  LINDA  LOREN  AT  (212)  620-2440 


Stamptan  Stall,  £td. 


THE  EXECUTIVE  COLLECTION 
Hampton  Hall  Ltd  ,  the  leading  manufacturer  of  corporate  neckware,  will 
design  a  handsome  tie  and  scarf  for  your  company,  or  school.  Add  to  this  a  leather 
bound  wallet  and  a  belt  of  the  same  motif  and  you  have  the  Hampton  Hall 
executive  collection.  Custom  designed  tote  bags  and  hats  are  also  available.  For 
additional  information  and  brochure,  please  call  or  write:  fmin  nrHerl50  units) 
HAMPTON  HALL  LTD  .  220  5th  Ave.,  Suite  903-04,  N.Y.,  N  Y.  10001    (212)  685-2440 

Dept  FB8 


EXECUTIVE  GIFTS 


SAVE  SSS  ON 
COMPUTERS  a  CALCULATORS 


CALCULATORS  — COMPUTERS  by 
H  P,  Texas  Instruments,  Com- 
modore, Atari  HP-41CV  $219  95  — 
HP41C  $169  95  —  HP-75C  $729  95 
—  HP-12C  $99  95  —  Commodore 
64  $259  95  —  T  I  99/4A  $99  95  —  Tl 
CC40  (new  compact)  $199  95  — 
Timex  TS  1000  $44  95  —  Timex 
printer  $89  95  —  Atari  800-48K 
$299  95  —  Atari  1200XL  64K 
$399  95  —  Atari  400-16K  $89  95  — 
Mattel  Intellivision2609$49  95  Ep- 
son printers  and  many  more  (some 
prices  after  rebate) 
OSC  —  PO  Box  74545,  LA,  Cal 
90004  —  800  421  8045  or  213- 
739  11 30  in  Cal  800  252  2153. 


MISCELLANEOUS  FOR  SALE 

GENUINE  GEMSTONES  AND 
JEWELRY 

Free  wholesale  catalog. 
Satisfaction  guaranteed! 
Member  Jewelers  Board  of  Trade 
Chamber  of  Commerce 
HOUSE  OF  ONYX 
No.  1  MAIN  ST. 
GREENVILLE.  KENTUCKY  42345 
TOLL  FREE  SERVICE  1-800-626-8352 

CONSULTING 


BUSINESS  VALUATIONS 

For  Taxes,  Litigation,  ESOP,  Sale 
Comp.  Plans.  Consult,  to  Law, 
Business,  Gov't  Tax  Authorities 

Expert  Court  Testimony 
AMBROSE/MANAGEMENT 
ADVISORS,  INC. 
1200  Lincoln  #410,  Denver.  CO  80203 
303/571-0111 


LAND  WANTED 


INVESTOR  WANTS  LAND 

A  scenic  working  ranch  or  timber- 
land.  Not  less  than  10.000  acres 
Will  buy  for  cash  or  terms  as  re- 

quired    Box  A252  Forbes 
60  Fifth  Avenue 
New  York,  N  Y  10011 


EXECUTIVE  GIFTS 


BOOKS  ON  TAPE 

FREE  BROCHURE 


Money  back 
guarantee 

VISA  and 
MasterCard. 


«  Call  Toll-Free 

s  1-800-854-6758 

(in  California  1-800-432-7646) 


Or  write  Books  on  Tape,  Inc 
Dept.  FB    P.O.  Box  7900 
Newport  Beach,  CA  92660 


Plains  Indian  Art  fir  Artifacts. 

r*ree  Catalog  shows  painted  shields  mounted  trophy  buffalo 
skulls  war  arrows  peace  pipes  chokers  breast  plates,  war 
ebbs  tomahawks  lances  horse  dance  sticks,  star  quilts  and 
more  Exclusive  source  Hand  made  with  traditional  tools  and 
authentic  materials  Many  have  interesting  stories  to  tell  from 
Cheyenne  Sioun  and  BiKktoot  heritage  Collector  s  Items, 
unique  gills  and  stunning     ^m  decorations 


8305  Department  fR 


Rapid  City  South  Dakota  5770I  Area  Code  |605)  Ml  J620 


Forbes:  Capitalist  Tool 


Commodities 


After  two  years  of  surplus  sugar  produc- 
tion, there  now  appears  to  be  a  modest 
shortfall.  It's  nothing  to  build  a  rally  on. 

A  SWEET  TREAT  FOR 
THE  BEARS 


By  Stanley  W.  Angrist 


Most  commodity  traders  like  sugar 
as  a  speculative  vehicle.  It  does  not 
take  a  lot  of  searching  to  find  out 
why.  In  1974  sugar  made  a  spectacu- 
lar move  from  12  cents  per  pound  to 
over  66  cents  in  a  few  months,  al- 
lowing some  iron-nerved  specula- 
tors to  realize  over  $50,000  profit 
per  contract.  In  1979  it  displayed 
again  its  taste  for  dollar  fireworks, 
as  it  moved  in  a  year  from  a  base  of  8 
cents  to  45  cents  per  pound. 

Recently,  sugar  has  started  to 
move  up  again.  After  sleeping  be- 
tween 6  cents  and  8  cents  per  pound 
for  almost  a  year,  it  doubled  in 
price,  reaching  12  cents  per  pound. 
Fundamentalists  should  be  puzzled 
by  this  move.  Here's  why. 

The  world  produced  100.5  mil- 
lion metric  tons  of  sugar  in  the 

1981-  82  crop  year,  yielding  a  huge 
8.9  million  metric  ton  surplus.  The 

1982-  83  season  produced  another 
4.3  million  ton  surplus.  It  is  inter- 
esting to  note,  however,  that  these 
huge  excesses  of  sugar  did  not  stop 
prices  from  doubling  when  a  poten- 
tial deficit  of  1  million  to  2  million 
metric  tons  was  forecast  for  the 

1983-  8'1  crop  year.  This  shortfall 
can  easily  be  supplied  by  the  Euro- 
pean Economic  Community  or  In- 
dia, which  hold  excess  stock.  So 
why  did  the  price  double? 


Stanley  W.  Angrist  is  a  commodity  specula- 
tor, consultant  and  longtime  observer  of  the 
commodity  markets. 


The  market  simply  is  reflecting 
the  short-term  dislocations  that  can 
occur  in  a  transitional  stage  as  sugar 
consumers  locate  low-cost  sugar 
stocks  from  which  to  fill  their 
needs.  These  fundamentals  bring 
out  the  bear  in  me.  I  think  a  bear 
spread  of  long  May  1984/short  Oc- 
tober 1983  sugar  makes  some  sense. 
Over  the  years  the  spread  has  had  a 
tendency  to  work  fairly  consistent- 
ly from  early  summer  to  mid-Sep- 
tember (see  table).  One  of  the  factors 
encouraging  me  in  this  trade  is  the 
fact  that  October  has  been  unable  to 
command  a  premium  over  May,  in 
spite  of  sugar's  rapid  price  rise. 

The  margin  per  spread  is  $750  and 
the  round-turn  commission  should 
be  about  $115.  I  would  enter  the 
spread  only  if  May  is  at  no  more 
than  125  points  premium  to  Octo- 
ber, risk  no  more  than  50  points 
($562  per  spread)  from  the  entry 
point  and  look  for  the  spread  to  wid- 
en at  least  75  points  ($843  per 
spread)  from  the  entry  point. 

You  should  be  aware  that  from 
July  1  on  there  is  no  price  limit  on 


A  sweet  spread 

Over  the  past  15  years  October  sug 
ar  has  shown  a  tendency  to  lost 
relative  to  May  from  early  summe: 
until  mid-September.  One  shoulc 
also  note  that,  in  11  years  out  o 
the  past  15,  October  has  sunk  to  < 
discount  relative  to  May  by  tru 
time  the  spread  is  usually  lifted 
The  data  below  are  the  average 
weekly  differences  in  points,  ob 
tained  by  subtracting  October  fron 
May.  Each  point  is  worth  $11.25 
In  1974  sugar  experienced  one  o 
the  greatest  price  rallies  ever  in  th< 
commodity  market,  rising  to  6( 
cents  per  pound.  For  those  playinj 
this  bear  spread,  it  was  a  disaster. 


Calendar  Week  ended  Week  ended  Potential 


year 

June  17 

Sept  16 

gain  or  (los 

1968 

41 

59 

18 

1969 

-2 

-21 

(19) 

1970 

2 

0 

(2) 

1971 

12 

61 

49 

1972 

-21 

59 

80 

1973 

-67 

-58 

9 

1974 

-430 

-623 

(193) 

1975 

-41 

-77 

(36) 

1976 

20 

124 

104 

1977 

46 

158 

112 

1978 

97 

80 

(17) 

1979 

100 

127 

27 

1980 

80 

104 

24 

1981 

58 

150 

92 

1982 

153 

159 

6 

Source  Shearson  American  Express 

the  October  contract.  Therefore,  th 
risk  in  this  spread  is  substantia] 
Consequently,  this  spread  will  tak 
some  careful  monitoring  by  thos 
who  trade  it.  ■ 


You  can  catch  more  bulls  with  sugar  . . . 

Some  observers  of  the  sugar  market  think  that  a  sustained  rally  in  sugar 
would  move  the  October  contract  to  a  premium  over  the  May.  It  has  not 
happened  so  far.  Could  this  be  a  trap  to  catch  unsuspecting  sugar  bulls? 


Sugar  price  (cents) 


1 5 


12 


October  contract 


May  contract 
JL     „  r-. 


April 


May 


lunt 
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Forbes  1 

ClaSSlfied/  August  1.  1983 

TRAVEL 

TRAVEL                           CORPORATE  ITEMS 

CORPORATE  ITEMS 

AUE YOUR 
ASEBALLAND 
ASKETBALL 


LFILLED 


Jay  ball  with  ex- Yankees,  Dodgers,  Giants  and  Celtics  of  the 

50's,  60's  and  70's  in  actual  game  conditions. 
595  includes  airfare,  accommodations.  Mini-Camp  at  $1,595. 
Contact: 

GREAT  AMERICAN  SPORTS  CAMPS  •  (415)  924-8725 


REAL  ESTATE 


SAVE 

this  address 
f  you  are  interested 
a  Farm  or  a  Ranch 
nywhere  in  the  west 

act  ORR  LAND  COMPANY 

We  have  all  sizes 
*  LAND  COMPANY 

East  58th  Street,  Suite  155 
Denver,  CO  80126 

(303)  295-1313 


MONTANA 
IUNTAIN  RANCHES 

uous,  well-balanced  canle  ranch  in  one 
ina's  milder  winter  climale  areas  This 
atinp  cost  ranch  runs  from  the  meadow 
fig  one  of  Montana's  great  trout  rivers 
igh  mountain  sides  This  900  A.U. 
i  has  tremendous  variety  of  topography 
s  excellent  elk.  deer  and  antelope  hunt- 
only  an  hour  from  air  service  in  Boze- 
iO  minutes  to  the  Butte  airport. 
LNE  LODGE  CREEK  RANCH  is 
nant  land  holding  in  a  private  mountain 
southwest  Montana,  just  an  hour  south 

The  ranch  runs  from  peak  to  peak  and 
ly  managed  700  A.U.  cattle  operation 
mg  and  mountain  lake  fishing  are  at 
in  this  historic  Montana  ranching 
Contact  Exclusive  Agents  for  the  Sell- 
LL  &  HALL  INC.,  P.O.  Box  1924, 

Montana  59103  (406)  252-2155. 


ISLANDS 

jtally  private  Great  Lakes  is- 
98  acre  Whiskey  Isl. ,  $175,000. 

Martin  Isl  ,  950  acres,  lodge, 
•00 

at  Cormican,  Realtor, 

:nn  Plaza,  Petoskey,  Ml  49770 
J47  1780;  Eve  (616)  347-6646. 


?REE  CATALOG 

Free  FALL  Catalog  describes  and 
farms,  ranches,  acreages,  recre- 
iroperties,  businesses,  town  and 
lomes  in  46  states  coast  to  coast! 
>ecify  type  and  location  preferred 

ITED  FARM  AGENCY 

612-Y  W.  47th  Street 
Kansas  City.  MO  64112 


BUSINESS  OPPORTUNITIES 


BUSINESS  OPPORTUNITIES 

Established  businesses  located 
west  of  the  Mississippi  for  sale  by 
owners.  Many  owner  financed. 
All  price  ranges  available. 
Call  collect. 

Energy  &  Related  Businesses 
Manufacturing 
Retail  &  Wholesale 

(non-durable  goods) 
Business  Services 

AFFILIATED  BUSINESS 
CONSULTANTS 

Box  6339.  Dept  F.  Co  Spgs  CO  80934 
(303)  630-8188.  Ext  14 
No  fee  to  buyer  involved 


A  REAL  OPPORTUNITY  IN  PRE-CUT  HOUS- 
ING. Pan  Abode  Cedar  Homes,  the  original 
solid-wall  cedar  home  manufacturer,  wants 
dealers  in  important  markets.  Talented  real 
estate  marketers,  builders,  entrepreneurs 
will  find  Pan  Abode  an  excellent  entry  into 
the  manufactured  homes  market.  Pan 
Abode  custom-manufactures  each  complete 
home  package  under  rigorous  quality  con- 
trol; over  40  standard  models,  custom, 
commercial,  multi-unit  capability.  Complete 
Dealer  Information  Package:  send  a  $25 
check  to  Pan  Abode  Inc. ,  4350  Lake  Wash- 
ington Blvd.  N.  Renton,  WA.  98056. 


foe 

SALE 


($> 


5000  BUSINESSES 
FROM  COAST 
TO  COAST 
No  Brokerage  Commission 
Inquiries  &  listings  welcome 
BUSINESS  OWNERS 
MULTIPLE  LISTING  SERVICE 
Toll  Free  800-327-9630 
In  Fla.  call:  305-462-2524 


COURSES/SEMINARS 
TRAINING  PROGRAMS 


LAW  STUDY  THROUGH 
CORRESPONDENCE 

Registered  Law  School 
Qualify  for  California  Bar  Exam. 

Phone  Toll  Free  800-423-4530 
Ca.  residents  phone  800-362-7052 
SOUTHLAND  UNIVERSITY 
Dept  2IB       35  N.  Craig  Ave 
Pasadena,  CA  91107 


FOR  INFORMATION  ON  FORBES  CLASSIFIED 
CALL  LINDA  LOREN  AT  (212)  620-2440 


(52 


Mamptad  Matt,  £td. 


THE  EXECUTIVE  COLLECTION 
Hampton  Hall  Ltd  ,  the  leading  manufacturer  of  corporate  neckware,  will 
design  a  handsome  tie  and  scarf  for  your  company,  or  school  Add  to  this  a  leather 
bound  wallet  and  a  belt  of  the  same  motif  and  you  have  the  Hampton  Hall 
executive  collection.  Custom  designed  tote  bags  and  hats  are  also  available.  For 
additional  information  and  brochure,  please  call  or  write:  fmin  orHerl50  units) 
HAMPTON  HALL  LTD.,  220  5th  Ave.,  Suite  903-04,  N.Y.,  N  Y.  10001    (212)  685-2440 
 Depl  FB8 


EXECUTIVE  GIFTS 


EXECUTIVE  GIFTS 


Save  sss  on 
computers  a  calculators 


CALCULATORS  — COMPUTERS  by 
H  P,  Texas  Instruments,  Com- 
modore, Atari  HP  41CV  $219.95  — 
HP41C  $169  95  —  HP  75C  $729  95 
—  HP-12C  $99  95  —  Commodore 
64  $259  95  —  T  I  99/4A  $99  95  —  Tl 
CC40  (new  compact)  $199  95  — 
Ttmex  TS  1000  $44  95  —  Timex 
printer  $89  95  —  Atari  800-48K 
$299  95  —  Atari  1200XL  64K 
$399  95  —  Atari  400-16K  $89  95  — 
Mattel  Intelhvision  2609  $49  95  Ep- 
son printers  and  many  more  (some 
prices  after  rebate) 
OSC  —  PO  Box  74545,  LA,  Cal 
90004  —  800  421  8045  or  213 
739  1130  In  Cal  800  252  2153. 


BOOKS  ON  TAPE 

FREE  BROCHURE 


MISCELLANEOUS  FOR  SALE 

GENUINE  GEMSTONES  AND 
JEWELRY 

Free  wholesale  catalog. 
Satisfaction  guaranteed! 
Member  Jewelers  Board  of  Trade 
Chamber  of  Commerce 
HOUSE  OF  ONYX 
No.  1  MAIN  ST. 
GREENVILLE.  KENTUCKY  42345 
TOLL  FREE  SERVICE  1-800-626-8352 

CONSULTING 


S  Call  Toll-Free 

B  1-800-854-6758 

(in  California  1-800-432-7646) 


Or  write  Books  on  Tape,  Inc. 
Dept.  FB    P.O.  Box  7900 
Newport  Beach,  CA  92660 


BUSINESS  VALUATIONS 

For  Taxes,  Litigation,  ESOP,  Sale 
Comp.  Plans.  Consult  to  Law. 
Business.  Gov't  Tax  Authorities 

Expert  Court  Testimony 
AMBROSE/MANAGEMENT 
ADVISORS,  INC. 
I200 Lincoln  #410,  Denver. CO 80203 
303/571-0111 


LAND  WANTED 


INVESTOR  WANTS  LAND 

A  scenic  working  ranch  or  timber- 
land.  Not  less  than  10.000  acres. 
Will  buy  for  cash  or  terms  as  re- 

qUlred    Box  A252  Forbes 
60  Fifth  Avenue 
New  York,  N  Y  10011 


Plains  Indian  Art  fir  Artifacts. 

free  Catalog  shows  painted  shields  mounter}  trophy  buffalo 
skulls  war  arrows  peace  pipes  chokers  breast  plates,  war 
clubs  tomahawks  lances  horse  dance  sticks  star  quilts  and 
more,  exclusive  source  Hand  made  with  traditional  tools  and 
authentic  materials  Many  have  interesting  stones  to  tell  from 
Cheyenne  Stou*  and  Blackfoot  heritage  Collectors  items 
unique  gifts  and  stunning  ,  ^m  decorations 


PRAIRIE  EDGE       po    aw  ^  ™ 

Rap«Klt>  South  Dakota  57701  Area  Code  (605)  Ml  J6M 
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Forbes /Index 


Index  of  companies  covered  in  news  stories  and  by  the  columnists  in  this  issue.  Each  reference  is  to  the  first  page 
of  the  story  in  which  the  company  name  appears. 


AC  Nielsen   158 

Acme-Cleveland   120 

Adolph  Coors    1 56 

Advanced  Systems    72 

Aetna  Life  &  Casualty    176 

Alaska  Power  Authority    106 

Alleghany    167 

Alpha  Microsystems    82 

AMCA  (Canada)    120 

American  Medical  Buildings    70 

Anderson,  Greenwood    74 

Apache  Petroleum   76 

Apple  Computer   82 

AiBitron  Ratings    158 

Arthur  Andersen    82 

Atasi   82 

Baker,  Fentress    166 

Baldwin-United    180 

BancOhio    139 

BankAmcrica    46,  144 

Bassett-Walker    110 

Bell  Canada   137 

Bendix    122 

Big  Apple  Farms    31 

Bionomic  Sciences  Intl    31 

Blinder  Robinson   31 

Blue  Bird  Bus    100 

Blue  Cross/Blue  Shield    139 

Bonanza  Intl    42 

BPM  Ltd    34 

British  Lcyland  (UK)    102 

BTR  Pic  (UK)    155 

Burlington  Northern    166 

Caterpillar    78 

CBS    137 

Chemical  New  York    144 

Orristian  Science  Monitor   154 

Christian  Science  Publishing  Society    154 

Chrysler   120 

CIGNA    176 

Cincinnati  Milacron    120 

Citicorp   144 

Comdisco   139 

Condo  West    87 

Conna    8 

Connors  Publishing    82 

Consolidated  Edison    48 

Cross  &  Trecker   120 

CW  Communications   82 

Dayton-Hudson    164 

Dean  Witter   144 

Desert  Arabian  Bloodstock   31 

DH  Blair   31 

Diet  Institute   31 

Digital  Research    82 

Dominick's  Pizza  Plus    31 

Dresser  Inds    78 

Electro-optics    122 

Emerson  &  Associates    82 


Enetech    31 

Ex-Ccll-O   120 

Farb  Cos   12 

Farmers  Group    176 

Ferranti  (UK)   122 

Financial  Times  (UK|    102 

Fluor   106 

Ford  Motor   120 

Fourth  National    34 

GE    139 

General  Re    1 76 

Genesee  Brewing   156 

GM    8,  120 

Goldman,  Sachs    31 

Great  Western  Savings   87 

Greyhound   82,  100 

Heineken  (Netherlands)   156 

Hewlett-Packard    82,  166 

Homestake  Mining    154 

Hospital  Corp  of  Amenca    70 

Hospital  Satellite  Network    70 

IBM    31,  82 

Interdesign    122 

International  Thoroughbred  Breeders    31 

InvestorVision    8 

Iowa  Power  &  Light    48 

John  Deere    78 

K  mart   164 

Kirin  (Japan)    156 

Komatsu,  Ltd  (Japan)   78 

Lynch,  Jones  &  Ryan    8 

MAN  Truck  &  Bus  |W  Germany)    9 

Mapco    106 

Matsushita  (lapan)   137 

Mattel    170 

May  Petroleum   76 

McCormick  Oil  &  Gas    76 

McDonnell  Douglas   122 

MCI  Communications   42 

McRae  Consolidated  Oil  &  Gas   76 

Meridian  Venture    31 

Merrill  Lynch    144 

Mexico  Fund   166 

Mobil    34 

Monsanto   166 

Morgan,  Keegan   14 

Neoplan  (W  Germany)    9 

NetAmerica    42 

New  England  Electric  System   48 

NewhallLand  &  Farming   76 

Norelco    155 

North  American  Philips    70,  155 

Northeast  Expositions    82 

Northrop    166 

Oak  Hill  Sportswear    142 

Olympia  Brewing    156 

Omaha  World  Herald   106 

Oppenheimer  &  Co   134 

Osbome  Computer    82 


OTC  Net   I 

Pacific  Power  &  Light   M 

Paine  Webber   M 

Pan  American  World  Airways   M 

Pannill  Knitting    l] 

Peter  Kiewit  Sons'   11] 

Philadelphia  Electric   4 

Philips  Inds  NV  (Netherlands!    13 

Plenum  Publishing   lJ 

Pneumo   La 

Prentice-Hall   6 

Prime  Computer    17 

Prudential-Bache    14 

Quadstar   

Raychem    id 

RCA    13 

Rooney,  Pace   3 

Rothmans  Intl  (UK)   15 

Rothschild  Ventures    19 

Rothschild,  Inc    31,  15 

Saab-Scania  ISwedenJ   .-.  

Saskatchewan  Power  (Canada)    10 

Schlumberger  (Netherlands  Antilles!    7 

Scott  Instruments   4 

Sears,  Roebuck    144,  16 

Security  Pacific   

Sehncourt  |UK|   IS 

Shearson/Amencan  Express          9,  76,  144,  166,  16 

Shell  Oil  .J 

Short  Line  Bus    101 

SIS    ia 

Sony  (Japan)   13] 

Southeast  Securities  of  Florida  31 

Southern  Pacific    4 

Sterling  Software    4 

Suntory  Ltd  (Japan)   1  S« 

Tandem  Computer   81 

Telerate  3 

Tender  Loving  Care   3] 

Tenneco    71 

Texas  Instruments    170,  18( 

The  Interface  Group  

Trailways   10C 

Transco  Energy   71 

TRW  

Tultex    lit 

Unigate  Ltd  (UK)   

Union  Pacific   10« 

United  Liquors,  Ltd   151 

URS   71 

Vauxhall  Motors  (UK)   KM 

Videotron   -  3] 

Volvo  (Sweden)    i 

Walt  Disney  Prods   

Warner  Communications    170,  180 

Washington  Public  Power  Supply  System   10d 

Watkins-Johnson    16J 

Wyly   43 

Xerox  


Do  you  know  anybody 
who  is  somebody  in  busines 
who  does  not  read 
Forbes  Magazine? 
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Flashbacks 


i  "The  more  things  change. . . ." 
Items  from  past  issues  of  Forbes 


lixty  years  ago  in  Forbes 

\'om  the  issue  of  August  4,  1923) 


•neral  Motors  President  Alfred  Sloan 


jrhe  automotive  industry  begins  a 
Hew  selling  season  Aug.  1  with  a  record 
|ff  sales  behind  it  exceeding  the  total  of 
Way  12  months  in  history.  Never  has 
he  industry  guessed  correctly  public 
remand  as  to  the  number  of  cars  re- 
liuired,  the  kind  of  cars  wanted,  or  just 
rdien  they  would  be  wanted.  ...  If  the 
f  I  inds  of  models  of  cars  that  were  want- 
bd  could  have  been  delivered  in  vol- 
I :  me  when  they  were  wanted,  it  is  safe 
\h  say  that  half  as  many  more  cars 
Mould  have  been  marketed. 
:|  "Especially  is  this  true  of  cars  with 
jjlosed  bodies,  for  the  percentage  of 
Mosed  cars  sold  is  increasing  beyond 
\fll  belief.  The  closed  car  is  already  the 
:  ;  ear-round  car,  and  it  won't  be  long 
I .  efore  we  will  mean  a  closed  car  when 
\ye  refer  to  an  automobile — not  an 
:  pen  touring  car  as  we  have  meant  in 
:  |he  past." — General  Motors  President 
I  ivlfred  P.  Sloan 

A  revival  of  mining  unparalleled 
iince  the  days  of  the  California  gold 
ush  of  '49  is  being  experienced  in 
Idaho,  Nevada  and  Utah  at  the  present 
lime,  according  to  Harry  R.  Hawley,  a 
ion  of  former  Governor  James  H. 
Tawley  of  Idaho.  'In  the  past  two 
i rears  rapid  strides  have  been  made 
oward  the  reestablishment  of  pre- 
vartime  prosperity.  Everywhere  the 
)ld  "Ghost  Towns"  are  coming  to  life, 
loads  are  being  constructed,  deserted 


mines  reopened,  and  the  entire  coun- 
try seems  to  have  taken  a  new  lease 
on  life.  Idaho  City,  which  in  1880  had 
a  population  of  25,000,  two  years  ago 
had  25  white  men  and  25  Chinese. 
Today  it  is  building  up  again.'  " 

"The  temporary  injunction  obtained 
Oct.  5  last  by  Attorney  General 
Daugherty,  restraining  striking  rail- 
way shopmen  from  interfering  with 
interstate  commerce,  was  made  per- 
manent by  a  decision  by  U.S.  District 
fudge  Wilkerson.  Strikes  and  strikers 
received  another  blow  when  the  U.S. 
Court  of  Appeals  held  that  erstwhile 
shopmen  and  their  union  leaders  who 
were  cited  for  contempt  in  District 
Court  for  violation  of  the  Daugherty 
temporary  injunction  may  not  benefit 
by  a  jury  trial.  The  ruling  was  based 
on  the  premise  that  the  men  were 
engaged  in  an  unlawful  strike." 


Fifty  years  ago 

(August  1,  1933) 

"Eugene  Meyer's  purchase  of  the 

Washington  Post  (for  $825,000)  caused 
astonishment,  especially  as  it  was 
steadily  incurring  very  heavy  deficits. 
I  think  I  know  the  real  explanation: 
Before  their  marriage,  his  wife  was  on 
the  editorial  staff  of  the  New  York 
Sun  and  has  always  maintained  in- 
tense interest  in  affairs.  She  is  vice 
president  of  the  paper,  and  doubtless 
will  become  a  potent  influence  in 
shaping  its  destinies." 

— B.C.  Forbes 

"A  bus  company  in  northern  New 
Jersey  has  a  small  portable  machine 
which  cuts  new  grooves  in  nonskid 


Edited  by  Dero  A.  Saunders 


tires  when  the  original  tread  has  be- 
come worn.  The  tire  does  not  have 
to  be  removed  from  the  bus  for  the 
operation." 

"Expect  early  resumption  of  install- 
ment buying.  It  probably  will  attain 
very  broad  proportions.  Why?  For 
over  three  years  this  business  has 
been  diminishing.  Practically  all 
boom-period  commitments  have 
been  closed  out  one  way  or  another. 
For  the  last  two  or  three  years  mil- 
lions of  families  and  individuals  have 
been  exercising  self-denial.  Many 
possessing  savings  have  been  afraid  to 
draw  on  them  except  for  the  sheerest 
necessaries.  And,  of  course,  other 
millions  of  consumers  have  been 
without  purchasing  power. 

"Now  that  jobs  are  increasing,  now 
that  wages  are  being  raised,  now  that 
faith  in  the  outlook  is  reviving,  resus- 
citation of  buying  on  easy-payment 
terms  will  be  entirely  logical." 


Twenty-five  years  ago 

(August  1,  1958) 

"As  copper  soared  to  a  lofty  price  of 
48.1  cents  a  pound  in  1956,  producers 
scrambled  to  mine  all  the  red  metal 
they  could.  But  though  copper  is  prob- 
ably the  world's  most  versatile  metal, 
it  is  also  one  of  its  most  cyclical. 
When  buying  by  electrical .  equip- 
ment, auto,  housing  and  other  indus- 
trial customers  turned  down,  the  pro- 
ducers were  caught  short  [and]  were 
not  particularly  quick  to  cut  back  out- 
put. The  result  was  eight  successive 
slashes,  which  brought  copper  down 
to  a  lackluster  25  cents  a  pound." 


Phelps  Dodge  copper  reduction  plant  in  Arizona 
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The  general  remedy  of  those 
who  are  uneasy  without  knowing 
the  cause  is  change  of  place. 
Samuel  Johnson 


There  is  a  pleasure  in  the 
pathless  woods;  there  is  a 
rapture  in  the  lonely  shore, 
there  is  society,  where  naught 
intrudes,  by  the  deep  sea, 
and  music  in  its  roar. 
Byron 


I  have  no  enthusiasm  for  nature 
which  the  slightest  chill 
will  not  instantly  destroy. 
George  Sand 


The  preservation  of  health 
is  a  duty.  Few  men  seem 
conscious  that  there  is 
such  a  thing  as  physical 
morality. 
Herbert  Spencer 


The  best  cure  for  an 
off  day  is  a  day  off. 
Frank  Tyger 


No  great  work  has  ever 
been  produced  except  after 
a  long  interval  of  still 
and  musing  meditation. 
Walter  Bagehot 


It's  leisure  hours,  happily 
used,  that  have  often  opened 
a  new  world  to  many  a  person. 
George  M.  Adams 


You  have  two  types  of  energy. 
One  is  physical,  the  other  is 
mental  and  spiritual.  The  latter 
is  by  far  the  more  important, 
for  from  your  subconscious  mind 
you  can  draw  vast  power  and 
strength  in  time  of  need. 
Clement  Stone 


Exercise  is  the  chief 
source  of  improvement 
in  our  faculties. 
Hugh  Blair 


Thoughts 

on  the  Business  of  Life 


My  theory  is  to  enjoy  life, 
but  the  practice  is  against  it. 
Charles  Lamb 


The  right  kind  of  recreation 
is  almost  as  essential  to 
success  as  the  right  kind  of 
education  Hooks,  walks, 
music,  plays,  athletics, 
automobiling,  traveling, 
gardening,  com  ersation — 
each  in  its  proper  place 
can  supply  ideal  recreation 
Recreation  should  mean 
renewing  ones  vital  forces, 
getting  a  fresh  outlook  and 
a  fresh  hold  on  life,  imbibing 
fresl)  knowledge  and  refilling 
the  wellsprings  of  joy 
B.C.  Forbes 


Do  men  like  to  fish  or 
do  they  just  like  to  get 
away  from  it  all? 
William  Feather 


There's  lots  of  people  in  this 
world  who  spend  so  much  time 
watching  their  health  that 
they  haven't  time  to  enjoy  it. 
Josh  Billings 


The  sun  does  not  shine  for 
a  few  trees  and  flowers,  but 
for  the  wide  world's  joy. 
Henry  Ward  Beecher 


I  would  feel  more  optimistic 
about  a  bright  future  for  man 
if  he  spent  less  time  proving 
he  can  otitwit  nature  and  more 
time  tasting  her  sweetness 
and  respecting  her  seniority. 
E.B.  White 


More  than  3,000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a  574- 
page  book  at  S13.95.  Send  check  and  oidei 
to:  Forbes  Inc.,  60  Fifth  Ave.,  New  York,  N.Y. 
10011.  Add  appropriate  sales  tax  on  New 
York  State  orders. 


Preposterous  ass,  that  never 
read  so  far  to  know  the  cause 
of  why  music  was  ordained; 
was  it  not  to  refresh  the  mind 
of  man  after  his  studies  or 
his  usual  pain? 
Shakespeare 


A  pleasure  is  none  the  less 
a  pleasure  because  it  does 
not  last  forever. 
W.  Somerset  Maugham 


The  quality  of  life  is  more 
important  than  life  itself. 
Alexis  Carrel 


To  live  is  the  rarest  thing 
in  the  world.  Most  people 
exist,  that  is  all. 
Oscar  Wilde 


A  Text. . . 

Come  ye  yourselves  apart 
into  a  desert  place,  and 
rest  a  while. 
Mark  6:31 


Sent  in  by  Theodore  I.  Eckberg,  Sherman 
Oaks,  Calif.  What's  your  favorite  text?  The 
Forbes  Scrapbook  of  Thoughts  on  the  Busi- 
ness of  Life  is  presented  to  senders  of  texts 
used. 


The  true  pleasures  are  almost 
innumerable.  Relations  and 
friends,  conversation,  books, 
music,  poetry,  art,  exercise 
and  rest,  the  beauty  and  variety 
of  nature  are  but  a  few  of  them. 
John  Lubbock 


I  would  not  exchange  my 
leisure  hours  for  all  the 
wealth  in  the  world. 
Mirabeau 
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nly  our  name  is  Eastern. 


Once  the  name  Eastern  meant  service  only  in  the  East. 

Not  any  more.  Today  we  spread  our  wings  North  to  Canada.  Westward  to 
the  Pacific.  And  Mexico.  Down  to  the  Caribbean.  All  the  way  to  South  America.* 

lb  over  120  cities  in  22  countries — flying  more  passengers  than  any  airline 
in  the  free  world. 

Today  only  our  name  is  Eastern. 

A  EASTERN 


Eastern  Air  Lines,  Inc. 


America's  favorite  way  to  fly 


THE  CAR  YOU 
CAN  HOLD  ON 


I 


LONGER. 

II  you  Ye  about  to  go  shop-  the  average  ol  all  other  cars  on  the  frofii  bucket  seats  with  adjustable 

ping  lor  a  new  ear,  gel  a  grip  on  road:  lumbar  supports, 
yourself)  Prices  are  astronomical.           Besides  getting  more  years  ,  So  in  addition  to  being  the 

But  if  you  buy  a  Volvo,  you'll  lor  your  money,  you  get  more  ear.  earyouean  hold  on  to  longer, 

get  more  than  your  moneys  worth.  All  Volvos  come  with  power  you'll  find  Volvo  is  also  the  ear  ye 

Studies  show  Volvos  life  expect-  assisted  brakes  and  steering,  fuel  won't  want  to  VOLVO 

aney  is  now  one  third  longer  than  injection,  radials,  even  reclining  let  goof.       A  earyouean  believe i 

'Analysis  CQOdliCt0d  by  Ken  Warwick  &  Avsoviak-s.  Itn  Based  on  a  comparison  Of  U.S  registration  data  lor  Volvo  and  for  ihc  automobile  industry  as  a  whole  and  not  by  iikIukIii.iI  make 
,  litis  is  Hot  however,  an  expressed  or  implied  warranty  but  itVcomfofting  lo  know  C<        Volvo  of  America  (  orporation 


***** 
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VOLVO 


Augusi  10,  isoo  LiAKb 


74820"UO3  I  f" 


■ 


DOUBLE  TAKE. 


When  you  travel  the  world,  we  know  you  take  the  card.  Now,  take  the  cheque. 
MasterCard  Travelers  Cheques  are  accepted  on  every  continent  in  over  170 
countries.  They're  refundable  'round  the  world  and  easily  replaced  when  lost. 
Next  trip,  enjoy  the  convenience  of  the  world's  ultimate  double  take, 
MasterCard  and  MasterCard  Travelers  Cheques. 

MasterCard  Travelers  Cheques 

So  Worldly.  So  Welcome. 


'f  you  want  to  find  new  and  better  ways  to 
solve  people  problems,  more  effective  ways  to 
'<eep  your  relationships  with  others  smooth 

ad  harmonious,  the  Dale  Carnegie  Course 

an  help  you  to  further  develop  these  valuable 

-ersonal  skills. 
It  gives  you  new  insights,  new  perspec- 

ives,  a  deeper  understanding  of  yourself  and 
.ther  people.  It  shows  you  how  to  apply  this 


knowledge  in  your  everyday  dealings  with 
others  to  achieve  more  positive  results  and 
enjoy  smoother  relationships  in  the  workplace, 
in  social  activities  and  in  your  personal  life. 

For  a  free  copy  of  our  quick-reading  booklet 
that  outlines  the  objectives  and  benefits  of  the 
Dale  Carnegie  Course,  call  toll-free  (800) 
231-5800.  In  Texas,  call  (800)  392-2424. 
Or  write  directly  to  the  address  below. 


DALE  CARNEGIE  &  ASSOCIATES,  INC 

SUITE  983  F  •  7047  REGENCY  SQUARE  BLVD.  •  HOUSTON, TEXAS  77036 


"It  can  now 
be  delivered  by 
a  computer? 

GEE!" 
(No,  GTE!) 

The  mail  can  now  get  through  in  seconds. 
Thanks  to  GTE's  electronic  mail  service, 
called  Telemail. 

GTE  TelemailSM  is  currently  serving  busi- 
ness and  government  organizations  in  the 
United  States,  the  United  Kingdom  and 
Canada. 

Here's  how  it  works : 

Using  desktop  data  terminals,  subscribers 
dial  into  the  GTE  Telenet  data  network  to 
send  and  receive  their  messages.  Messages 
arriving  at  a  central  computer— the  "post 
office,"  so  to  speak— are  delivered  instantly  to 
the  individual  electronic  "mail  boxes"  where 
they  are  stored  and  available  for  pickup  24 
hours  a  day. 

Telemail  can  be  especially  useful  to  com- 
panies that  want  to  keep  in  touch  with  sales- 
men, since  portable  computer  terminals  are 
available  that  the  salesmen  can  take  with 
them  when  traveling. 

It's  all  pretty  amazing,  isn't  it?  Especially 
when  you  stop  and  think  that  only  around 
a  hundred  years  ago  we  were  using  pony 
express. 
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The  road  to  Mexico 


The  U.S.  Navy  is  on  the 
move  in  the  Caribbean  and 
the  newscasts  are  full  of 
Nicaragua  and  El  Salvador. 
Behind  this  lurks  the  reality 
of  Mexico.  Strategically, 
Central  America  is  vital 
chiefly  because  it  is  the  road 
to  Mexico,  whose  fate  and 


that  of  the  U.S.  are  inextrica-     Waiting  for  ch>  la  Madrid 

bly  and  unavoidably  inter-   

twined.  So,  what's  going  on  in  Mexico?  Its  dramatic  economic  growth 
has  degenerated  into  a  vicious  stagflation,  and  not  a  few  Mexicans  are 
alarmed  by  the  parallels  they  see  between  the  troubles  facing  the 
elected  government  of  President  Miguel  de  la  Madrid  and  those  that 
collapsed  the  Porfirio  Diaz  dictatorship  more  than  70  years  ago.  Then 
Mexico's  most  pressing  problems  were  economic:  oil,  trade,  foreign 
debt,  an  insufficiency  of  jobs — and  drought.  These  same  problems  face 
de  la  Madrid.  Will  history  repeat  in  bloodshed  and  hunger,  with  dire 
consequences  for  both  Mexico  and  the  U.S.?  Forbes  dispatched  Con- 
tributing Editor  Norman  Gall.  His  report,  including  a  lively  interview 
conducted  in  Spanish  with  the  president,  starts  on  page  70. 

How  $675  became  $7  million 

Speaking  of  historical  parallels,  Assistant  Managing  Editor  Paul 
Sturm  searched  for  a  precedent  to  the  forthcoming  breakup  of  AT&T. 
He  found  a  rough  one  in  the  old  Standard  Oil  Trust.  On  May  15,  1911 
the  Supreme  Court  ruled  that  John  D.  Rockefeller's  empire  must  be 
broken  up.  This  decision  set  off  a  chain  of  events  that  made  a  lot  of 
brokers  rich  and  also  set  off  a  beneficial  explosion  of  business  initia- 
tive and  competition.  The  resultant  boom  in  stock  trading  led  Teddy 
Roosevelt,  ex-President  by  then,  to  remark  that  Wall  Street  owed  a 
great  deal  to  the  Supreme  Court.  A  profitable  arbitrage  business 
sprang  up  and  lasted  for  years.  But  the  big  winners  from  the  Standard 
Oil  breakup  were  investors  who  simply  held  on  to  the  pieces  of  paper 
they  received.  Before  the  breakup,  a  share  in  the  Trust  fetched  about 
$675  on  the  New  York  Stock  Exchange.  If  held  until  1983  the  major 
stocks  spun  off  from  that  single  piece  of  paper  would  have  a  market 
value  of  more  than  $5  million.  The  lesser  spinoffs  would  probably  add 
a  couple  million  more.  Even  for  a  70-year  wait  that  isn't  bad:  $675 
into,  say,  $7  million.  (For  those  numbers  we  are  indebted  to  R.M. 
Smythe  &  Co.,  which  did  the  complicated  arithmetic  for  us.) 

Moral?  Could  it  be  that  the  wisest  thing  for  most  investors  is  to 
hold  all  the  pieces  of  AT&T  paper  and  will  them  to  grandchildren? 
The  communications  business  isn't  as  young  in  1983  as  the  oil 
business  was  in  1911,  but  it  has  only  scratched  the  surface  of  its 
possibilities.  For  more,  see  Richard  Phalon's  "A  fund  only  a  mother 
could  love?"  on  page  117. 

For  the  universities:  a  "C"  in  Investing  101 

Speaking  of  stocks,  did  your  portfolio  keep  up  with  the  popular 
averages — up  50%  and  more  in  the  past  year?  If  not,  you  had  distin- 
guished company:  Most  of  our  college  and  university  endowment 
funds,  in  spite  of  the  economic  and  financial  brains  available  to  them, 
generally  underperformed  the  market.  Story  begins  on  page  46. 
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If  your  health  care  plan 
isn't  generating  income, 
its  not  healthy. 


Self-insurance  may  be  the 
healthiest  approach  to  funding 
health  and  welfare  plans. 

Properly  set  up,  it  actually 
generates  income  that  can 
lower  the  expense  of  funding. 

It  requires  a  special  trust. 
Astute  short  term  asset  man- 
agement. And  specialists  who 
know  and  understand  the  in- 
tricacies of  self-insurance  plans, 
and  can  prevent  complications. 

The  concept  is  that 
no  funds  should  be  permitted 
sick-leave.  Either  they  pay 
claims.  Or  earn  interest. 

Because  you  are  in  control 
of  funding  the  plan,  you  can  pay 
into  it  based  on  your  cash  flow. 

When  cash  flow  is  healthy, 
you  may  pre-pay  the  trust. 

When  cash  flow  is  strained, 
you  can  recover  by  reducing 
your  contributions  into  the  plan. 

The  funds  you  put  in  your 
plan  are  working  for  you.  So, 
instead  of  a  chronic  outflow  of 
cash, you  get  something  else. 

A  nice  recovery. 


Follow  our  line  of  thinking 


Sell  low. 

And  come  out  ahead. 

Interest  rates  are  apt 
to  move  in  a  fickle  manner. 
Catching  you  off  guard. 

But  astute  money 
managers  cover  themselves. 
With  futures  contracts  on 
financial  instruments. 

The  principle  is  the  same 
as  hedging  commodities. 
Except  you  buy  contracts 
when  you  think  interest  rates 
will  be  going  down.  And 
sell  to  cover  rising  rates. 

Futures  can  help  lock 
in  the  interest  cost  of  a  loan 
or  the  yield  on  an  investment. 

The  end  result  of  finan- 
cial futures  may  be  soothing 
to  the  corporate  finances. 

But  the  process  of  get- 
ting there  can  be  wracking  to 
the  nerves. 

Financial  futures  require 
constant  monitoring.  Intricate 
computer  models.  And 
advisors,  like  ours,  who,  even 
amidst  wild  interest  rate 
gyrations,  always  seem  to 
know  one  thing. 

Which  way  is  really  up. 


What  will  you  do 
whenwfloat"goes 
down  the  drain? 


Payment  terms  of  "2%/10 
minutes"  may  become  the 


It's  not  far  off.  It's  already 
beginning. 

Right  now,  experiments 
are  going  on  to  cut  float  time 
in  half. 

Electronic  check  collec- 
tion is  starting  to  dribble 
on-stream. 

And  electronic  business- 
to-business  payments  are 
becoming  more  widespread. 

A  iigid  program  that 
merely  reports  where  your 
funds  are  simply  won't  be 
enough. 

You'll  need  a  fluid  system. 
Able  to  meet  funding  needs. 
Able  to  keep  borrowing  under 
control. 

The  way  you  do  bus- 
iness will  have  to  change 
dramatically. 

We're  staying  on  top  of  the 
situation. 

Because  it's  no  longer 
hypothetical  that  float  could 
disappear. 

Somebody  has  already 
begun  to  pull  the  plug. 


CONTINENTAL  BANK 

Continental  Illinois  National  Bank  and  Trust  Company  of  Chicago 
231  S.  LaSalle  St., Chicago,  IL  60697 

Atlanta  •  Boston  •  Chicago' Cleveland  •  Dallas •  Denver  •  Houston  •  Los  Angeles •  Minneapolis*  New  York  •  Oklahoma  City  •  St.  Louis ■  San  Francisco* Seattle ■  White  Plains 


Trends 


Three  wheelers,  again 

The  three-wheeled  car  is  making  a 
comeback,  beginning,  of  course,  in 
California.  Trihawk,  Inc.  of  Dana 
Point  and  Badsey  Bullet,  U.S.A.,  based 
in  Santa  Ana,  have  been  marketing 
"high-performance"  three-wheelers 
at  $15,000  and  $16,900,  respectively, 
for  the  last  several  months.  Now  Zoe 
Motors,  Inc.  of  Los  Angeles  is  coming 
in.  Its  three-wheeled  Zoe  Zipper  will 
cost  $3,000  to  $3,700  and  get  over  100 
miles  to  the  gallon,  according  to  Dan 
Levitan,  Zoe's  executive  vice  presi- 
dent, but  the  car  goes  only  45  mph. 
Levitan  says  more  than  50  dealers 
around  the  U.S.  have  ordered  the  cars 
and  should  have  them  this  month  and 
next.  Why  hasn't  the  three-wheeler, 
an  idea  that's  been  around  since  the 


Karl  Betiz'  1885  three-wheeler 


If  at  first  you  don't  succeed.  .  .  . 


1880s,  caught  on  in  the  U.S.?  "It's 
been  tried  before  at  the  wrong  times," 
Levitan  says.  The  right  time,  he  is 
convinced,  is  now:  "Some  150,000 
people  at  the  Los  Angeles  and  San 
Diego  auto  shows  this  past  spring  saw 
our  three-wheeled  car,  and  acceptance 
was  good.  There  is  a  need."  General 
Motors  apparently  thinks  differently. 
It  has  at  least  one  three-wheeled  pro- 
totype but  no  plans  to  produce  it. 


When  is  a  ticker  a  ticker? 

Like  many  big  cities,  Chicago  faces 
big  municipal  budget  deficits  next 
year,  with  the  Second  City's  deficits 
estimated  at  anywhere  from  $40  mil- 
lion to  $150  million.  And  a  city  alder- 
man thinks  he  has  found  a  new  way  to 
raise  revenue:  taxing  computer  termi- 
nals. Combing  through  Chicago's  mu- 
nicipal code,  Edward  Burke,  chairman 
of  the  City  Council  's  finance  commit- 
tee, uncovered  a  provision  dating 
back  to  the  1940s  for  taxing  "tickers." 
It  had  been  aimed  at  discouraging 


bookies  operating  out  of  "wirerooms" 
by  forcing  them  to  pay  a  $6.50-a-year 
license  to  operate  each  ticker.  Illinois 
has  no  off-track  betting,  so  there  are 
probably  some  horscrooms  still 
around.  If  the  dusty  licensing  law  is 
taken  broadly  enough,  however, 
Burke  thinks  it  could  apply  to  almost 
any  electronic  device  that  either 
transmits  or  receives  news  and  infor- 
mation. "There  are  hundreds  of  thou- 
sands of  computers  that  do  that  in 
Chicago,"  he  notes. 


So  who's  worried? 

Some  mutual  fund  managers  may  be 
looking  wanly  at  the  new  "supermar- 
ket" financial  giants — Sears,  Roe- 
buck, Prudential-Bache,  Shearson/ 
American  Express — but  T.  Rowe 
Price,  the  Baltimore-based  group  with 
$16  billion  in  assets  and  $8.5  billion 
of  that  in  ten  mutual  funds,  professes 
not  to  be  worried.  An  outside  survey 
of  1,500  investors  (including  1,200  T. 
Rowe  Price  shareholders),  says  a 
spokesman,  showed  that  85%  are  ei- 
ther not  interested  or  only  "some- 
what" interested  in  so-called  one-stop 
financial  shopping.  "The  lack  of  sup- 
port for  the  concept  was  uniform 
among  investors  in  money  market, 
stock  or  bond  funds,"  Price  claims. 
Shareholders  prefer  to  diversify  their 
investments  with  more  than  one 
firm,  are  satisfied  with  current  ar- 
rangements or  believe  that  one  insti- 
tution cannot  specialize  in  every- 
thing, says  Price.  More  than  half 
(56%)  of  the  shareholders  surveyed 
used  two  to  five  institutions  for  their 
investment  and  personal  loans,  and 
one-third  dealt  with  six  to  ten  differ- 
ent institutions. 


Education  inflation 

College  students  can  expect  a  9  %  to 
10%  increase  in  tuition  and  fees  this 
fall,  according  to  the  American  Coun- 
cil on  Education  in  Washington,  D.C. 
Students  at  public  colleges  and  uni- 
versities will  spend  an  average  of 
$4,618  for  tuition,  fees,  room  and 
board  during  the  1983-84  season,  says 
the  ACE,  while  those  at  private  uni- 
versities will  face  average  expenses  of 
about  $8,939.  Those  increases  com- 
pare with  an  expected  rise  in  inflation 
of  only  4%  to  5%  in  1983-84.  "Ana- 
lysts see  average  college  costs  outpac- 
ing inflation  rates  through  1984  in 
order  to  make  up  for  ground  lost  dur- 
ing the  late  1970s  and  early  1980s," 
explains   ACE    Research  Associate 
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Cathy  Henderson.  She  says  colleges 
and  universities  held  back  on  in- 
creases for  faculty  and  maintenance 
while  paying  larger-than-expected 
sums  for  utilities.  Salaries,  for  exam- 
ple, grew  44.9%  from  1977  through 
1982,  while  the  general  inflation  rate 
went  up  59.4%.  Tuition,  fees  and 
room  and  board  grew  less  than  the 
CPI  from  1977  through  1982,  she 
adds.  (For  another  analysis,  sec  [>  46.) 


What  they  are  saying 

Lee  Iacocca,  now  Chrysler's  chairman 
and  CEO,  was  asked  why,  when  he 
headed  Ford  five  years  ago,  he  allowed 
anyone  to  tamper  with  the  design  of 
the  Mustang,  the  hottest  car  in  the 
Ford  line:  "We  were  crazy." 

A  veteran  network  correspondent 
on  Capitol  Hill,  asked  whether  Henry 
Kissinger,  the  new  but  still  controver- 
sial chairman  of  President  Reagan's 
special  commission  on  Central  Amer- 
ica, was  in  for  a  rough  time  with  Con- 
gress: "Don't  underestimate  how 
many  of  these  people  want  to  get  their 
pictures  taken  with  the  guy." 


Audit  insurance 

A  new  insurance  policy  that  is  sup- 
posed to  pay  off  when  a  taxpayer  loses 
a  fall  to  the  IRS — already  approved  by 
22  states — is  drawing  cries  of  foul 
from  the  Treasury  Department.  "Pro- 
viding reimbursement  where  non- 
compliance is  detected  has  no  dis- 
cernible social  benefit  and  can  only 
result  in  increased  contempt  for,  and 
noncompliance  with,  the  tax  laws," 
John  Chapoton,  assistant  secretary  for 
tax  policy,  told  the  Senate.  So  far  the 
only  such  policy  on  the  market  is 
Taxright,  developed  and  managed  by  a 
Washington,  D.C.  firm  called  Victor 
O.  Schinnerer  &.  Co.  Inc.  and  carried 
by  Omaha-based  Central  National  In- 
surance Co.  Schinnerer  thinks  those 
in  the  $35,000  to  $125,000  range  will 
buy  the  most  policies,  which  cost 
from  $100  to  $600.  A  Schinnerer 
spokeswoman  disputed  Chapoton's 
charges,  noting  that  the  policy  ex- 
cludes illegal  actions,  omissions  of 
gross  income,  mathematical  and 
clerical  errors  and  "highly  aggressive" 
tax  shelters.  Returns  must  also  be 
worked  up  by  a  CPA  or  a  tax  lawyer.  A 
congressional  tax  expert  granted  that 
such  policies  might  be  a  "compliance 
positive"  factor,  noting  that  the  long 
list  of  all-bets-off  clauses  includes  no 
coverage  for  IRS  penalties  or  interest. 
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Gourmet's  delight 

High-livers  can  relax.  The  price  of 
caviar  has  dropped  a  mouth-water- 
ing 30%.  The  reason?  Obedience  to 
the  law  of  supply  and  demand,  ac- 
cording to  John  P.  Roberts,  president 
of  Iroquois  Brands  Ltd.'s  Romanoff 
Caviar  Co.  When  U.S.  feelings  were 
inflamed  against  Iran  during  the 
hostage  crisis,  he  says,  Iranian  cav- 
iar was  scrubbed  from  many  menus. 
More  important,  with  Iran  in  chaos, 
importers  were  leery  of  the  chances 
of  getting  adequate  supplies.  So  they 
had  to  rely  on  the  Russians.  Roberts 
says  things  have  since  steadied  in 


Proceeds,  says  Farrar,  will  be  used  to 
repay  prior  construction  loans  and 
for  renovation  of  the  Evans  painting 
gallery  and  the  nearby  museum 
school  building.  It  expects  to  amor- 
tize the  bonds  from  operating  rev- 
enues— admissions,  shop  sales, 
membership  fees,  school  tuition  and 
endowment  income.  The  funding  ef- 
fort is  backed  by  Massachusetts  leg- 
islation that  allows  cities  and  towns 
to  designate  specific  areas  for  revital- 
ization.  These  "commercial  revital- 
ization  districts"  are  eligible  to  raise 
tax-exempt  financing  through  the 
Massachusetts  Industrial  Finance 
Agency.  The  Museum  of  Modern  Art 


(with  37  each).  So,  NCTV  and  groups 
like  it  are  more  than  worried  about  a 
trend  toward  deregulation  of  televi- 
sion. NCTV  says  the  FCC  isn't  fulfill- 
ing its  fiat  to  protect  the  public  inter- 
est, and  a  bill  passed  by  the  Senate 
earlier  this  year  makes  things  worse 
by  ordering  the  FCC  to  "eliminate 
unnecessary  rules  and  regulation." 
NCTV  could  find  some  support  in  the 
House,  however,  where  Representa- 
tive Tim  Wirth  (D-Colo.),  head  of  the 
telecommunications  subcommittee, 
opposes  deregulation.  "You  deregu- 
late when  there  is  a  competitive  mar- 
ket," says  a  Wirth  aide.  "That's  true 
of  radio,  but  not  TV." 


The  kingly  sturgeon 

Even  underwater,  the  law  of  supply  and  demand  is  at  work. 


Teheran  and  supplies  have  regained 
their  old  reliability.  Moreover,  Iran 
still  enjoys  the  most-favored-nation 
status  it  has  had  since  1952,  and  so 
Iranian  caviar  comes  into  the  U.S. 
with  only  a  15%  tariff.  Russian  cav- 
iar must  pay  a  30%  levy.  With  com- 
petition back  and  the  dollar  showing 
such  strength,  prices  have  naturally 
come  down.  Not  that  this  kingly  by- 
product of  the  mighty  sturgeon  is 
any  bargain,  even  now.  The  best 
Beluga  caviar,  Roberts  says,  is  down 
from  $275  a  pound— to  $200— 
wholesale. 


Bonds  for  art 

The  Boston  Museum  of  Fine  Arts  has 
found  a  new  gimmick — $29  million 
in  tax-exempt  bonds — to  ensure  con- 
tinuation of  its  renovation  program 
without  digging  into  its  endow- 
ments. "We  were  looking  for  a  bridg- 
ing vehicle  in  anticipation  of  future 
fundraising,"  says  Ross  W.  Farrar, 
associate  director  of  the  museum. 


in  New  York  and  the  Art  Institute  of 
Chicago  have  sold  tax-exempts  in 
the  last  five  years,  but  those  bonds 
were  either  collateralized  with  secur- 
ities or  secured  by  specific  revenue 
streams.  Says  George  Brewster,  a 
vice  president  of  public  finance  at 
the  First  National  Bank  of  Boston: 
"The  Boston  Museum  of  Fine  Arts 
bonds  are  unique." 


Wham!  Bam! 

Mayhem  on  the  tube  is  getting  worse, 
according  to  the  National  Coalition 
on  Television  Violence,  a  group  that 
wants  a  sort  of  "x-rated"  system  for 
rough-and-tumble  shows.  It  charges 
that  the  first  quarter  of  1983  had  the 
worst  programming  ever,  with  an  av- 
erage of  nearly  10  violent  acts — beat- 
ings, brawls,  murders,  rapes  and  the 
like — per  hour  of  prime-time  network 
programming.  The  worst  offenders, 
says  NCTV,  were  NBC's  A-Tcani  (with 
40  violent  acts)  and  ABC's  High  Perfor- 
mance and  CBS'  Wizards  and  Warriors 


The  wild  blue  yonder 

The  strange  logic  that  rules  air  travel 
was  never  more  evident  than  during 
the  first  half  of  this  year.  Although 
the  airlines  enjoyed  a  6.8%  increase  in 
travel,  an  average  of  80%  of  the  tick- 
ets sold  were  at  discount  prices.  (Tops 
was  April,  when  89%  went  for  dis- 
count fares.)  With  the  peak  travel  sea- 
son under  way,  airlines  have  raised 
fares  and  may  even  make  a  small  prof- 
it for  the  month  of  June.  That  first 
half,  however,  was  a  writeoff. 


Something  from  nothing 

Utilities  have  found  a  way  to  turn  a 
throwaway  into  real  money.  In  1977, 
for  example,  San  Antonio's  City  Pub- 
lic Service  was  planning  to  spend 
$500,000  a  year  to  bury  the  150,000 
tons  of  fly  ash  it  expected  to  generate 
as  waste  at  two  new  coal-fired  plants. 
Then  along  came  Monier  Resources, 
Inc.,  a  U.S.  subsidiary  of  an  Australian 
company,  with  a  different  idea:  Sell 
the  fly  ash  as  a  substitute  for  cement 
in  making  concrete.  "If  we  couldn't 
sell  the  fly  ash  on  a  shared  revenue 
basis,"  says  Gerry  Gordon,  president 
of  Monier  Resources,  Inc.,  "we  would 
dispose  of  it  at  no  cost  to  the  utility." 
City  Public  Service  now  makes 
$500,000  a  year.  Monier  has  $20  mil- 
lion in  total  sales  and  sells  over  $10 
million  worth  of  fly  ash  (more  than 
750,000  tons  at  $12  to  $18  per  ton)  for 
some  17  utilities  in  10  states,  includ- 
ing Georgia  Power  Co.,  Florida  Power 
Corp.  and  Duke  Power.  Monier  is  by 
far  the  leader  in  this  up-from-nothing 
industry,  says  Gordon,  but  there  are 
now  20  or  25  companies  selling  3  mil- 
lion to  4  million  tons  of  fly  ash  a  year. 
That  hardly  makes  a  dent  in  «-he  ce- 
ment industry  (which  produces  about 
70  million  tons  a  year  at  more  than 
$60  a  ton),  but  the  utilities  are  making 
a  profit  on  a  once-useless  by-product. 
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Clean  air,  or  else 

Ten  years  ago  the  Environmental  Pro- 
tection Agency  moved  to  phase  out 
the  lead  in  gasoline  by  requiring  that 
all  cars  made  after  1974  burn  only 
unleaded  fuel.  Consumers  have  been 
thwarting  that  aim,  however,  by  fit- 
ting plastic  adapters  onto  the  nozzles 
of  regular  pumps  and  filling  their  cars 
with  leaded  fuel  at  savings  of  up  to  50 
cents  per  gallon  (Forbes,  Apr.  11).  "It 
is  not  clear  what,  if  anything,  the  EPA 
can — or  will — do  about  it,"  Forbes 
noted.  The  1973  law  put  the  burden  of 
enforcement  on  station  attendants, 
but  nowadays  70%  of  gas  sold  nation- 
wide is  self-service. 

Equally  serious  for  the  EPA  is  the 
epidemic  substitution  of  so-called 
test  pipes  for  catalytic  converters. 
The  converter  (now  a  must  on  all  gas- 
powered  cars)  changes  carbon  monox- 
ide and  hydrocarbons  into  harmless 
carbon  dioxide  and  water.  Lead  levels 
in  the  blood  of  Americans  were  re- 
duced by  almost  37%  between  1976 
and  1980,  says  the  National  Center 
for  Health  Statistics  in  Hyattsville, 
Md.,  a  decline  it  says  probably  came 
from  reduced  lead  in  gasoline.  But  the 
EPA  estimates  that  one  in  five  cars  on 
the  road  has  been  tampered  with  and 
that  2  million  to  3  million  test  pipes 
are  being  installed  each  year.  Remov- 
ing converters,  says  EPA  attorney 
Marc  Hillson,  can  increase  some  pol- 
lutants by  300%  to  900%  and  does 
not  increase  fuel  economy  or  other- 
wise benefit  consumers.  (Ford  Motor 
reports  that  removing  converters  and 
burning  leaded  fuel  increase  mainte- 
nance requirements.)  "If  people  really 
knew  what  they  were  doing,"  Hillson 
says,  "they  wouldn't  do  it." 

The  EPA  is  not  sitting  in  neutral, 
however.  The  Clean  Air  Act  does  not 
prohibit  individuals  from  using  lead- 
ed gasoline.  Nor  does  it  prevent  them 
from  installing  test  pipes;  but  by  law, 
third  parties  cannot  install  them.  So 
the  EPA  is  investigating  two  of  the 
major  replacement-pipe  producers: 
Products  for  Power,  a  Chicago  subsid- 
iary of  CED's  Corp.,  and  National 
Muffler  Manufacturing  Co.  Inc.  in 
East  Point,  Ga.  The  EPA  believes  the 
firms  have  caused  illegal  installation 
of  test  pipes  and  wants  to  stop  it.  Both 
have  sued  the  EPA  to  halt  proceed- 
ings. In  Chicago  the  court  enjoined 
the  investigation,  but  Atlanta's  dis- 
trict court  has  not  yet  ruled. 

There  is  action  at  the  state  level, 
too.  In  California  the  Air  Resources 
Board  has  forced  five  test-pipe  firms 


out  of  the  market  in  the  last  two  years 
and  is  preparing  a  case  against  Nation- 
al Muffler  Manufacturing.  "The  com- 
panies have  all  agreed  not  to  offer  the 
devices  for  sale  here  and  to  tell  dis- 
tributors their  sale  is  illegal,"  says 
board  press  secretary  Bill  Sessa. 

Clean  air  may  not  be  on  the  way 
out,  after  all. 


The  kings  don't  care 

The  million-dollar  horse  had  already 
become  commonplace  two  years  ago, 
with  the  prices  of  Thoroughbreds  ris- 
ing 15%  a  year,  yearlings  and  brood 
mares  commanding  seven-figure  tags 
at  the  auction  block  and  stallions  be- 
coming multimillion-dollar  syndi- 
cates (Forbes,  Mar.  30,  l')SI).  Some 
thought  horses  would  outrace  inflation 
forever,  though  purses  and  racetrack 
attendance  were  not  keeping  pace. 
The  pace  has  only  quickened  since. 


The  $10.2  million  coll 


From  breakneck  to  unbelievable. 


At  the  Keeneland  summer  sales  in 
Lexington,  Ky.  last  year,  Britain's 
football-pool  king,  Robert  Sangster, 
beat  out  Mohammed  bin  Rashid  al 
Maktoum,  heir  apparent  to  the  throne 
of  Dubai,  by  paying  an  unheard  of 
$4.25  million  for  an  unnamed  colt 
sired  by  Nijinsky  II,  a  son  of  the  great 
Northern  Dancer.  A  colt  sired  by 
Preakness  and  Belmont  runner-up 
Alydar  brought  in  $2.2  million  (Fol- 
low-Through, Aug.  JO,  1982). 

This  year  the  pace  went  from  break- 
neck to  unbelievable.  At  Keeneland, 
Sangster  and  the  Dubai  sheikh  met 
again,  battling  until  the  royal  heir  was 
forced  to  lay  out  $10.2  million  for 
another  colt  sired  by  Northern  Danc- 
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er.  That  was  more  than  double  last 
year's  record  price.  "This  is  a  racing 
prospect,  and  it  makes  no  financial 
sense  whatsoever,"  noted  one  expert 
(and  nonbidding)  observer.  "It  just  be- 
came a  matter  of  ego."  But  even  with- 
out that  $10.2  million  top  sale,  Keene- 
land's  average  yearling  price  rose  49% 
this  summer.  The  median  went  up, 
too,  from  $210,000  last  year,  to 
$300,000.  It's  the  sport  of  kings  and 
the  kings  don't  care. 


Help  on  the  air 

Newspaper  publishers  have  earned 
their  reputation  for  watching  the  pen- 
nies, but  they  have  their  generous  mo- 
ments, too.  Last  year  three  major  dai- 
lies in  areas  hit  hard  by  the  recession 
handed  out  thousands  of  lines  of  ad- 
vertising to  let  their  readers  run  free 
job-wanted  notices  (Forbes,  Trends, 
May  10,  1982). 

Now  television  is  in  the  act.  In 
April  President  Reagan  called  togeth- 
er 75  broadcasters,  most  of  them  from 
TV,  to  thank  them  for  their  volunteer 
efforts  to  deal  with  unemployment. 
The  White  House  credited  them  with 
creating  (or  at  least  finding)  20,000 
jobs  since  last  year.  Some  stations 
screened  men  and  women  looking  for 
work;  others  showed  business  spokes- 
men describing  available  jobs.  New 
York's  WPIX  did  both,  besides  pre- 
senting specialists  with  advice  on 
how  to  prepare  resumes  and  how  to 
get  prepped  for  job  interviews. 

One  station  that  has  gone  beyond 
that  is  KDKA,  the  pioneer  CBS  affiliate 
in  Pittsburgh.  With  unemployment 
there  more  than  16%  last  winter,  the 
station  collected  $90,000  worth  of 
Thanksgiving  turkeys  for  9,000  fam- 
ilies. It  then  used  a  symphony  orches- 
tra's river  barge  to  collect  food  at  five 
river  ports,  and  its  volunteers  got  23 
tons  of  food  for  distribution  to  the 
unemployed.  It  has  begun  to  feature 
two  jobless  persons  for  1 5  seconds  each 
on  its  weekday  6  o'clock  news  pro- 
gram and  has  held  weekly  food  drives 
in  25  Pittsburgh-area  towns. 

Together  with  a  2'/2-hour  job-a-thon 
broadcast  in  March,  the  newscasts  on 
the  unemployed  have  generated  2,000 
interviews  and  at  least  100  jobs.  Using 
volunteer  National  Guardsmen  and 
county  maintenance  workers,  the  sta- 
tion has  collected  over  60  tons  of  food 
and  $20,664  to  stock  area  "food 
banks."  Surprisingly,  all  this  has  done 
little  for  KDKA's  ratings.  A  spokes- 
woman says,  however,  "It  makes  peo- 
ple feel  better  about  the  station." 
Moreover,  she  adds,  "dire  necessity 
prompted  us." 


Business  news 

The  executives  who  run 
the  world's  20,000  largest 
corporations  were  asked  to 
name  their  most  reliable 
source  of  Business  News* 

The  result  may  surprise 
you,  but  it  won't  surprise 
American  readers  of  the 
Financial  Times. 


in  the  round. 

If  you  haven't  seen  the 
Financial  Times  recently, 
we'd  like  to  send  you  a 
sample  copy. 

Write  or  call: 
FT.  Publications,  Inc. 
75  Rockefeller  Plaza, 
New  York,  NY  10019 
(212)  489  8300 


FINANCIAL  TIMES 


gBEBBfflggi  Tokyo  to  protest  lntere*t  ™te 

Miners     Chrysler     agaillSt  French  «•*««  W?P*SJ>r,,1S 


*  Survey: 
Annual 
Investment 
Files  1982 


Invest  in  the  Bond  Rind  that  earns 

HlGHfiELDS 
TAX-FREE 


Municipal  bond  rates  have  rarely 
compared  so  favorably  with 
taxable  yields,  and  the  T.  Rowe 
Price  Tax-Free  Income  Fund 
puts  these  high  returns  in  easy  reach.  The 
higher  your  tax  bracket,  the  better  our 
yield  looks. 

And,  unlike  investments  in  an  individual, 
long-term  municipal  bond,  you  have  the  addi- 
tional advantage  of  daily  access  to  your  money. 

You  also  enjoy  these  other  important 
advantages. 

•  No  sales  charge. 

•  No  penalty  for  early  withdrawal. 

•  Free  checkwriting  over  $500. 

•  Free  exchange  with  other  T.  Rowe 
Price  Funds. 

•  Minimum  investment  of  only  $1,000. 

Remember,  when  interest  rates  are  de- 
clining, longer  term  investments  such  as  our 
Tax-Free  Income  Fund,  enable  you  to  enjoy 
higher,  more  stable  income  than  money  mar- 
ket securities.  And,  even  though  the  Fund's 
share  price  will  vary  and  could  decline,  there 
is  also  an  opportunity  for  gain.  So,  if  you're 
a  high  bracket  investor  seeking  a  high,  rela- 


tively stable  level  of  tax-free  income,  consid- 
er the  T.  Rowe  Price  Tax-Free  Income  Fund. 
CALL NOW 
TOLL  FREE  1-800-638-5660 

In  Baltimore  547-2308 

Yield  should  be  considered  together  with  changes 
in  share  price  —  both  will  fluctuate  as  market 
conditions  change.  Income  may  be  subject  to  state 
and  heal  taxes. 

I  1 

T  Rowe  Price 

T.  Rowe  Price  Marketing,  Inc.  Dept.  V24 
100  E.  Pratt  St.,  Baltimore,  MD  21202 

Please  send  me  a  prospectus  on  your  Tax- 
Free  Income  Fund  with  more  complete  in- 
formation, including  management  fee  and 
other  charges  and  expenses.  I  will  read  it 
carefully  before  I  invest. 

Name  


Address  

City  

j  State  Zip_ 
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Readers  Say 


More  IRAs? 

Sir:  Though  I  understand  your  con- 
cern about  wasteful  subsidies,  I  feel 
you  missed  the  point  in  your  discus- 
sion on  congressional  proposals  for 
new  kinds  of  IRAs  such  as  Individual 
Housing  Account  ("The  newest  pork 
barrel,"  July  4).  Our  tax  laws  have 
seriously  penalized  both  saving  and 
investment.    Nontaxable  accounts 
such  as  IRAs  provide  a  valuable  op- 
portunity for  small  savers. 
—James  A.  McClure 
U.S.  Senator  (R-ldaho) 
Washington,  DC. 

\\  e  question  whether  a  proliferation  of 
ncu  sorts  of  IRAs  is  the  best  antidote  to  the 
antisavings  bias  of  our  tax  code. — Ed. 


Beef  about  burger  test 

Sir:  As  a  small  stockholder  in 
McDonald's,  I  am  unhappy  with  "So 
Which  Burger's  Best?"  (Fact  and  Com- 
ment, July  18). 

First,  the  panel:  "a  group  of  Forbes 
staffers."  Five?  Twenty-five?  Aficion- 
ados? Dopes?  Second,  the  samples: 
"bite-size  bits."  I  will  not  tell  you 
how  I  would  rate  Forbes  if  I  attempt- 
ed to  on  this  sample. 
— Brandon  B  Shea 
halls  Church,  Va. 


We  invested  in  Harley 

Sir:  Although  it  may  be  convenient  to 
heap  the  current  woes  of  Harley-Da- 
vidson  on  a  former  corporate  parent 
("Thunder  road,"  July  18),  it  is  only 
fair  to  note  that  from  1975  to  1981 
AMF  invested  nearly  $56  million  in 
Harley-Davidson  motorcycle  engi- 
neering projects. 

The  Porsche-designed  Nova  engine 
project,  cited  in  the  article,  was  begun 
by  AMF  in  1977,  as  was  development 
on  the  new  FXRS  bike,  which  Harley 
introduced  after  it  was  divested. 
— Donald  P.  Rosendale 
Vice  President-Public  Affairs, 
AMF 

White  Plains.  NY. 


He's  listening 

Sir:  In  your  Fact  and  Comment  of  July 
18  ("Messrs.  Feldstein,  Regan — Are 
You  Listening?"!,  vou  specifically 
called  my  attention  to  your  discus- 
sion with  President  Reagan  about 


your  concern  that  some  people  in 
Washington  may  think  that  "the  re- 
covery's out  of  hand  already."  That  is 
not  my  opinion. 

You  also  suggested  that  there  may 
be  some  in  the  Administration  who 
would  like  to  see  interest  rates  rise. 
My  own  wish  is  just  the  opposite. 

However,  as  long  as  the  Fed  follows 
a  prudent  monetary  policy,  large  an- 
ticipated budget  deficits  will  inevita- 
bly mean  high  real  interest  rates.  The 
prospect  of  continuing  budget  deficits 
[would  be]  eliminated  by  enacting 
now  the  Administration's  budget  pro- 
posals, spending  restraint  and  the 
standby  tax. 
— Martin  S.  Feldstein 
Chairman. 

Council  of  Economic  Advisers 
Washington,  D  C 


Martin  Feldstein 


Fears  future  deficits. 


They  reduced  expenses 

Sir:  You  stated  (The  Funds,  July  18) 
that  the  Vanguard  Funds  use  an  SEC 
"12B-1"  plan  in  which  a  fund  is 
charged  added  expenses  for  sales  com- 
missions and  other  distribution  costs. 
Such  plans  represent  a  substantial  in- 
crease in  a  fund's  expense  ratio. 

Vanguard,  in  fact,  has  done  precise- 
ly the  opposite.  We  have  reduced  in- 
vestment advisory  fees  by  approxi- 
mately 0.10%,  in  return  for  assuming 
distribution  costs  approximating 
0.08%.  Net  result:  a  reduction  in  the 
Vanguard  Funds'  expense  ratios. 
— John  C.  Bogle 
Chairman, 

The  Vanguard  Group 
Valley  Forge,  Peuna. 


Bishops  not  balmy 

Sir:  Re  "The  Bishops  Bomb  Out"  (Fact 
and  Comment.  June  6).  As  a  journalist, 
you  should  respect  the  value  of  public 


discussion  of  public  policy.  Yet  you 
seem  to  object  that  the  bishops  have 
seriously  and  carefully  formulated 
their  judgments  on  an  issue  of  im- 
mense importance.  They  are  certainly 
fully  aware  they  are  unable  to  shake 
the  policy  or  the  consciences  of  the 
Kremlin.  Yet,  they  judged  (as  do  I) 
some  actions  are  ethically  unaccept- 
able, no  matter  how  great  the  danger, 
no  matter  what  provocation. 
— Don  N.  Kersten 
Ft.  Dodge.  Iowa 

Sir:  Too  bad  the  bishops  do  not  see 
nuclear  energy  and  nuclear  bombs  as 
God's  great  gifts  to  a  troubled  world. 

Witness  nuclear  energy's  safe,  ex- 
tensive usage  in  crowded  Japan  and  in 
France.  Also,  nuclear  bombs  are  a  de- 
terrent to  war. 
— William  G.  Kahlert 
St.  Paul.  Minn 


Dry  question 

Sir:  Re  the  Blessings  Corp.  and  their 
diaper  service  (The  Up  &  Comers,  July 
4l,  it  is  stated,  "in  the  age  of  Huggies, 
Luvs,  Pampers  and  other  disposables, 
which  soak  up  80%  of  the  market." 

Is  that  dollars  or  gallons? 
— Woodlief  Brou  1 1 
Abilene,  Tex. 


Indexing  works 

Sir:  Re  your  editorial  supporting  in- 
dexing of  income  tax  rates  (Fact  and 
Comment  II.  June  20).  As  a  Canadian,  I 
have  experienced  indexing  for  a 
number  of  years.  It  is  very  helpful  to 
retired  persons  on  fixed  income. 
— John  Reeve 
Downsview,  Out 


Up  to  snuff 

Sir:  The  article  "Paris — when  it  siz- 
zles" (Personal  Affairs,  June  20)  says, 
"The  Hotel  Ritz-Espadon  is  very  com- 
fortable and  pretty,  but  the  cuisine  is 
not  up  to  that  of  the  Bristol  and  the 
Crillon."  Michehn  awarded  the  Cril 
lon  two  stars  for  its  dining,  but  the 
Bristol  has  only  one  star.  The  Espadon 
restaurant  was  awarded  its  first  star  in 
1981  and  the  second  star  in  1983. 
— Franh  Klein 
Managing  I  Hrector, 
Hotel  Ritz 
Paris 


FORBES,  AUGUST  15,  1983 


Pan  Am  Flight  100 

Beats  The  (joncorde 

lb  London. 


Our  Flight  100  is  proof  that  the  race  doesn't 
lways  go  to  the  swiftest. 

Because  when  it  comes  to  comfort,  value,  extras, 
ven  timing,  Pan  Am  s  10  am  daylight  flight  from 
Kennedy  Airport  beats  the  Concorde  to  London 
very  day.  Even  though  it  arrives  later. 

And  Pan  Am's  747SP  "Clipper  President"  is 
asy  to  connect  to  from  Boston,  Detroit,  Hartford/ 
pringfield,  Philadelphia  and  Washington,  D.C.  All 
I  takes  is  one  ticket,  one  check  in,  one  baggage 
fcaim,  one  airline. 

:>pace  Seats  Our  First  Class  Sleeperette® 

Seats  may  well  be  the  most  comfortable  seats  in 
lie  sky.  There's  space  to  stretch  out.  Space  to  savor 
jur  Five  Star  Dining.  Space  to  actually  feel  privacy. 


ass 


Hipper  Class  Pan  Am  Clipper® CI 

an      incredible  value  for  the  business  traveler, 
pr  just  a  little  more  than  the  price  of  full  fare  Cabin 


Class""  you  get  room  to  think,  room  to  work,  room  to 
relax.  Plus  complimentary  drinks  and  champagne, 
headsets  and  first  run  movies. 

Timing  Flight  100  puts  you  in  London 
in  time  for  a  good  night's  sleep.  And  in  time  to 
miss  London's  rush  hour. 

Price  Pan  Am  lets  you  choose  First  Class, 
Clipper  Class  or  Cabin  Class.  The  Concorde  charges 
one  price.  And  it's  higher  than  our  First  Class. 

Extras  As  a  WorldPassSM  member,  the  more 
you  fly  Pan  Am  on  business,  the  more  you  fly  free 
for  pleasure.  And,  unlike  other  frequent  traveler 
programs,  WorldPass  gives  you  a  whole  world  of 
destinations  to  choose  from. 

For  reservations  and  information,  call  your 
Travel  Agent,  Corporate  Travel  Department 
or  Pan  Am. 


Pan  Am.\bu  Can  t  Beat  The  Experience.® 

schedules  subject  to  change  without  notice 


TALK  IS  CHEAP. 


Good  service,  however,  isn't. 

Which  is  why  in  the  last  three 
years  Burroughs  has  invested  over 
$100  million  worldwide  on  improv- 
ing our  service  and  support. 

For  example,  we  spent  a  small 
fortune  on  the  Burroughs  Respond 
System — a  sophisticated  computer- 
ized operation  that  insures  fast  ser- 
vice for  our  customers.  (Our  average 
response  time  for  mainframes  is 
alreadv  under  two  hours,  but  we're 
determined  to  do  even  better. ) 

Our  new  $23  million  Lisle 
Training  Center  is  a  "Serv  ice 


University"  that  trains  manv  of 
our  16,000  serv  ice  and  support 
people  in  the  latest  state-of-the-art 
computer  technology. 

Our  experts  are  taught,  for 
example,  to  use  a  highly  advanced 
diagnostic  device  called  a  logic  ana- 
lyzer which  is  remotelv  controlled 
so  they  can  diagnose  complex  prob- 
lems instantlv  from  our  customer 
support  centers  without  the  delav  of 
travelling  to  vour  company. 

W  hat's  more,  the  new 
Burroughs  Parts  Inventorv  Manage- 
ment System  is  designed  to  get  vou 


the  right  spare  part  at  the  right  place 
and  at  the  right  time. 

What  all  this  adds  up  to  is  that 
Burroughs  is  committed  to  doing 
evervthing  humanlv  (and  electroni- 
callv)  possible  to  provide  our  cus- 
tomers with  the  best  service  and 
support  in  the  industrv. 

And  with  $100  million  behind 
that  commitment,  it's  a  lot  more 
than  just  talk. 

Burroughs 

THE  QUESTION  ISN'T  WHO'S  BIGGER: 
IT'S  WHO'S  BETTER. 


"With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


IT'S  A  GOOD  THING  FOR  US  THE  U.S.S.R.  WOULDN'T  TRUST 


any  U.S.  promise  not  to  be  the  first  to  use  nuclear  weapons 
in  the  event  of  a  war  with  them. 

A  while  ago  in  that  influential  quarterly,  Foreign  Affairs, 
four  former  Power  figures — McGeorge  Bundy,  George  Ken- 
nan,  Robert  McNamara  and  Gerard  Smith — made  a  joint 
request  that  the  U.S.  make  such  a  stupid,  unilateral  pledge. 

Given  the  Soviets'  overwhelming  dominance  in  man- 
power under  arms,  in  tanks,  in  numbers  and  quality  of 
guns,  artillery  and  all  the  other  paraphernalia  of  conven- 
tional battle,  what  do  these  Four  think  keeps  Russia  from 
taking  over  the  Middle  East  and  most  of  Europe? 

NATO's  numbers  and  conventional  arms  capability? 

Saudi  Arabia's  military  capability? 


Our  recently  constituted  mobile  strike  force? 

It's  because  the  U.S.S.R.  figures — rightly,  I  believe — that 
if  it  launched  an  Afghanistan-like  assault  on  neighboring 
states  and  overwhelmed  Western  Europe  and/or  the 
Middle  East,  Russia  would  face  atomic  weapons.  And,  of 
course,  from  such  an  exchange  no  one  knows  what  muta- 
tions would  ultimately  evolve. 

But  all  of  us  know  there  would  be  no  world  as  we  know 
it.  No  "winners." 

Our  nuclear  capability  to  strike  back  keeps  the 
peace.  America's  nuclear  umbrella  and  the  possibility/ 
probability  that  it  would  be  used  in  extremis  keep  the 
Free  World  free. 


OBSERVED  ONE  EMINENT  CERTIFIED  PUBLIC  ACCOUNTANT 

to  Forbes  the  other  day:  "In  effect,  auditing  firms  are  selling  their  signatures  to  the 
corporate  reports  they  sign.  So  why  shouldn't  they  be  held  to  account  for  what  they  sign?" 


ANDERSON'S  RERUN  IS 

Remember  the  excitement  former  Congressman  John 
Anderson  created  when  he  became  an  independent  presi- 
dential candidate  four  years  ago  after  failing — along  with 
several  others — to  stop  Ronald  Reagan's  nomination  at  the 
Republican  convention?  He  had  a  sort  of  fresh  and  fair  Mr. 
Clean  look  about  him  and  attracted  more  favorable  media 
hoopla  than  either  regular  party  nominee.  By  Election  Day 
a  lot  of  that  patina  had  rubbed  off.  He  received  just  7%  of 
the  vote. 


A  TAXPAYER  RIP  OFF 

It  would  seem  we're  now  down  to  the  base  metal. 

Because  of  the  way  the  law's  written,  that  7%  showing 
in  1980  entitles  him  to  $6  million  in  matching  taxpayer 
funds  the  next  round.  So  he's  going  to  run  again  for 
President.  In  response  to  no  visible  demand  except  ego. 

What  a  travesty  on  everything  his  four-years-ago  enthu- 
siasts thought  he  personified.  An  exercise  in  futility  four 
years  later  that  rips  off  $6  million  from  his  countrymen. 

At  least  Stassen  paid  for  his  own  futility. 


KIDS'  VIDEO  GAME  DEXTERITY  IS  A  NATIONAL 

asset  of  considerable  consequence.  The  dummies  are  not  youngsters  totally  at  home  with  a  screen  on  which  they 

the  youngsters  who  spend  hours  feeding  innumerable  dots  can  do  any  sort  of  extraordinary  thing — visually,  by  the 

to  insatiable  Pac-Man.  The  dummies  are  the  deplorers  numbers,  intelligently.  Today's  lads  and  lassies  can  chal- 

who  are  blind  to  the  enormous  value  of  having  millions  of  lenge  and  be  challenged,  matching  their  wits  with  soft- 
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ware  mostly  wiser  than  some  of  the  softheaded  who  teach/ 
preach  in  classrooms. 

Remember,  it  was  the  kids  who  grew  up  tinkering  with 
Model  Ts  and  tractors  who  gave  this  land  its  extraordinary 
head  start  in  wheels  and  engines,  in  technical,  engineering 
and  productive  capabilities. 

Literally  every  day  the  need  grows  by  the  hundreds  and 
by  the  thousands  for  more  people  with  high-tech  compre- 
hension and  skills. 

The  other  day  the  chief  education  officer  for  the  Ameri- 
can Association  for  the  Advancement  of  Science  said  in 
the  Wall  Street  Journal  that  "there  is  no  quick  fix"  for  the 


shortage  of  scientists  and  mathematicians.  Baloney.  From 
this  reservoir  of  video-game-addicted  youngsters  there  are 
countless  thousands  wanting  to  know  how  the  game  is 
played,  how  the  rules  are  made,  and  how  they  can  make 
the  latter  and  win  the  former.  There's  always  a  bright 
percentage  (see  p.  36)  who  would  rather  make  the  software 
than  be  fed  by  it.  So  what  if  a  few  overenthusiastic  kids  see 
spots  and  dots  and  beams  and  splats  in  their  sleep?  They'll 
wake  up  and  go  on  to  take  charge  of  the  monsters. 

Get  off  their  backs.  Just  feed  'em  tougher  games. 

They're  so  at  home  with  high  tech  they  don't  even  know 
what  the  phrase  refers  to. 


FOR  MOST  OF  THE  UNEMPLOYED,  JOBS  IN  THE  PRIVATE  SECTOR 


are  the  only  real  answer.  But  that  answer 
is  largely  no  answer  for  the  vast  percent- 
age of  young,  inner-city  unemployed, 
i.e.,  blacks,  Hispanics,  Chicanos  and  oth- 
er minorities.  There  is  a  potential  an- 
swer, though,  for  those  suffering  this  un- 
yielding, embittering  frustration. 

During  the  Depression's  direful  days 
in  the  Thirties,  one  program  that  worked 
wondrously  well  was  the  Civilian  Con- 
servation Corps.  It  employed  around  3 
million  youngsters  and  lastingly  en- 


New  York's  Democratic  Senator  Pat 
Moynihan  and  Maryland's  Republican 
Senator  Mac  Mathias  are  sponsoring  a 
Senate  bill  for  a  new  conservation 
corps  that  would  hire  up  to  100,000 
unemployed  youths  at  the  minimum 
wage  to  tackle  such  conservation 
tasks.  The  House  has  already  passed  a 
bill  of  similar  intent. 

The  economy's  recovery  isn't  going  to 
meet  the  youth  employment  need  that 
plagues  virtually  all  our  cities.  With  a 
renewed  Civilian  Conservation  Corps 
we  can  make  a  real  beginning  in  tackling 


riched  our  land — as,  for  instance,  in  the 

planting  of  1 .3  billion  trees.  Calif-  Conservation  Corps  worker 

Today  we  have  a  crying  need  for  reforestation,  for  fire  the  problem.  And  with  the  work  that  corps  volunteers 
trails,  for  drainage  and  flood  control,  for  rehabilitating  city  could  accomplish,  they  would  richly  enhance  our  environ- 
parks  and  our  national  park  system.  mental  heritage. 

THINGS  THE  NEXT  50  YEARS  WON'T  SEE— WE  HOPE 


The  most  comprehensive  Look  Ahead  yet  is  contained 
in  U.S.  News  &)  World  Report's  Special  Supplement  mark- 
ing that  valuable  magazine's  own  50th  birthday.  However, 
in  its  challenging  survey  of  what  the  next  five  decades  may 
bring  to  a  broad  spectrum  of  areas,  there  are  a  couple  of 
specific  predictions  that  seem  too  way  out: 

•  "Space  colonies  will  orbit  the  earth  .  .  .  floating  cities 
will  house  thousands  of  people.  ..." 

Why?  Other  than  space  warfare  platforms,  why  on 
earth — er,  in  heaven's  name — would  we  spend  incalcula- 
ble Sbillions  to  put  cities  into  orbit? 

At  a  fraction  of  the  cost,  we  could  make  the  earth 
more  livable  for  more  people.  That  would  seem  to  be 


sufficient  challenge  for  the  next  hundred  years. 

•  "The  moon  will  be  mined  for  its  wealth.  .  .  ." 

Why?  We've  hardly  scratched  the  earth's  260  billion 
cubic  miles  of  riches.  We  need  to  mine  the  moon? 

•  "Levitating  trains  will  travel  at  250  miles  an 
hour.  ..." 

Who  needs  it?  Let's  hope  that  sometime  before  2033  our 
subways  and  trains  will  run  on  time  and  be  clean  and  safe. 
That  will  elevate  the  spirits  of  more  people  than  levitating 
the  trains  could  possibly  do. 

But  aside  from  these  wee  quibbles,  this  U.S.  News 
forecast  deals  excitingly  with  where  it's  likely  to  be  at  for 
us  all  in  the  next  five  decades. 


The  Draughtsman's  Contract 
mystery  in  an  English  manor  house.  It  has  the  critics  awed, 
but  you'll  probably  be  as  bored  and  bewildered  as  I  was.  A 
Whodunit  with  no  Who.       Octopussy — This  James 
Bond  007  film  is  as  much  fun  as  ever,  and  that's  much  fun 


Movies 

A  17th-century  murder    indeed.  The  plot  revolves  around  a  famed  Faberge  Egg  (it's 

a  representation  of  the  Imperial  Coronation  Egg  in  the 
Forbes  Collection)  that  is  a  pawn  in  an  international 
Kremlin  power  struggle.  Compared  with  Bond's  hilarious- 
ly miraculous  escapes  and  escapades,  Superman  is  a  clod. 
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#  Porky's  II — The  original  Porky's  had  some  funny  se- 
quences, some  funny  gags.  Having  seen/heard  none  half- 
way through  Porky's  II,  we  left.  #  Return  of  the  Jedi — 
Any  picture  that  takes  in  $45  million  in  its  first  week  and 
may  well  be  an  alltime  film  moneymaker  has  to  have 
something  going  for  it,  right?  Wrong.  This  "Star  Wars  III" 
is  a  boring  travesty  of  its  progenitor,  good  only  for  the 
stuffed-animal  business  and  those  in  the  movie  business. 
Trading  Places — This  remake  of  The  Prince  and  the 


Pauper  in  Greedy-Big-Business  clothing  has  lots  of  yucks 
but  none  of  the  poignancy  and  point  of  the  classic  it  rips 
off.  In  Hollywood's  hallowed  tradition,  the  Rich,  the  Com- 
pany and  the  Law  are  viciously  villainous.  @  War- 
Games — A  video-game  whiz  kid  finds  himself  plugged 
into  our  thermonuclear  nerve  center  computer  and  comes 
within  an  eyelash  of  setting  off  an  obliterating  exchange 
with  the  U.S.S.R.  The  hyped-up  hokum  of  the  second  half 
detracts  much  from  an  otherwise  scary  scenario. 


A  YEAR  FROM  NOW  I'LL  BE  ELIGIBLE  FOR  SOCIAL  SECURITY 

As  this  milestone  of  middle  age  approaches,  Woody  Allen  best  expressed  my 
feelings  on  the  matter:  "Some  people  try  to  achieve  immortality  through  their 
offspring  or  their  works.  I  prefer  to  achieve  immortality  by  not  dying." 

. . .  SPEAKING  OF  IMMORTALITY 


Thanks  to  the  fact  that  medicine  men  today  know  a  bit 
more  about  why  and  what  they  do  to  us,  plus  the  interface 
(if  the  Pentagon  will  excuse  our  borrowing  their  jargon)  of 
biology  -(-  chemistry  =  gening,  we  can  all  expect  to  live  far 
longer.  That  is,  if  we  don't  slip  in  the  bathtub  or  play  real 
atomic  games. 

So  one  can  now  reasonably  term  64  as  middle  age.  Okay, 
upper  middle  age,  if  you  want  to  be  persnickety.  I  feel  the  late 

LIFE  IS  NEVER 

as  you  used  to  think  it  was  going  to  be. 


German  Chancellor  Adenauer's  observation,  as  reported  by 
Richard  Nixon  in  Leaders,  is  entirely  in  order: 

"During  an  interview  on  Adenauer's  90th  birthday  in 
1966,  after  he  had  left  office,  a  reporter  reminded  the 
former  chancellor  that  he  had  also  interviewed  him  on  his 
80th  birthday  and  said  that  he  looked  forward  to  doing  so 
on  his  100th.  Responded  der  Alte,  'Certainly.  I  will  tell  my 
secretary  to  make  a  note  of  it.'  " 

RETIREMENT 

kills  more  people  than  old  age. 


BOOKS 


False  Premises — by  Winthrop 
Knowlton  (Random  House, 
$12.95).  Most  books  are  too  long, 
but  one  wishes  this  Proustian 
demitasse  were  a  much  bigger  cup. 
Win  Knowlton  captures  with  en- 
rapturing insight  the  full  flavor  of 
that  era  in  which  those  of  us  now 
white-haired  grew  up. 
Excerpts:  Once,  high  up  in  the 
hills,  Andrews  and  I  were  deciding  whether  or  not  to 
cross  an  icy  pond.  If  we  fell  through,  no  one  would  know,  no 
one  would  come  to  rescue  us.  It  was  then  he  confessed  that 
he  had  no  physical  courage.  His  father  had  seen  this  in  him 
and  told  him  it  made  no  difference — somepeople  simply  did 
not.  They  made  up  for  it  with  other  kinds  of  courage.  "Like 
whatV  I  asked,  a  little  resentful  that  cowardice  could  be 
acknowledged  this  way,  even  condoned.  He  thought  for  a 
long  time,  but  did  not  answer  me.  Finally,  we  did  not  cross 
the  pond.  .  .  .  That  evening,  sitting  in  the  paneled  bar  with 
its  coal  fire  and  display  cases  of  snowy  owls,  Andrews  told 
me  what  I  had  already  suspected,  that  his  father  was  dying. 
As  I  began  to  praise  him  for  staying  near  his  father  these  last 
years  and  not  going  to  Oxford,  ashehad  dearly  wished  to  do, 
he  put  his  hand  out  and  said,  " I  knew  the  day  would  come 
when  I  would  miss  him-,  but,  you  know,  I  didn 't  wish  him  to 
miss  me." 


Saylt 

AiritSo,, 
roe! 


TheStory 
of  Shoeless 
'jjdejackson 

^Donald 
yropman 


•  Say  It  Ain't  So,  Joe! — by  Donald 
Gropman  (Little,  Brown  &  Co., 
$1 1.95).  It's  hard  now  to  realize  how 
baseball,  in  its  heyday,  totally  domi- 
nated American  sports.  Near  its  ze- 
nith occurred  sports'  great  scandal, 
the  "fix"  of  the  1919  World  Series. 
This  is  the  story  of  one  of  baseball's 
then-Greats,  Joe  Jackson,  accused  of 
being  at  the  center  of  the  conspiracy. 
However,  the  author  finds  him  Not  Guilty. 

Excerpt:  As  a  player  there  is  no  doubt  Shoeless  foe  Jack- 
son belongs  in  the  Hall  of  Fame.  But  it  might  be  a 
disservice  to  the  memory  of  the  man  to  take  his  name  out 
of  banishment,  for  it  was  in  his  banishment  that  he 
achieved  his  greatest  feat:  under  the  weight  of  a  great 
slander  he  played  baseball  as  long  as  he  was  able  and  he 
carried  himself  with  dignity. 

If  Shoeless  Joe  Jackson  is  no  better  than  the  men  en- 
shrined in  the  Baseball  Hall  of  Fame,  men  like  Cobb, 
Comiskey,  Landis,  and  McGraw,  he  is  also  no  worse.  But 
they  have  become  legendary  figures  known  for  their  heroic 
deeds  and  he  has  become  a  symbol  of  failure  and  corrup- 
tion. As  he  told  an  old  Greenville  friend  the  day  before  he 
died,  "I don't  deserve  this  thing  that's  happened  tome.  "In 
truth,  Joe  Jackson's  greatest  crime  was  his  innocence. 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mind.  -MSF 


Merger  Schmerger 

There  are  no  precise  statistics,  but 
the  reality  is  that  most  mergers  do  not 
work  out.  Some  experts  say  that  as 
many  as  seven  of  ten  have  been  fail- 
ures. Tens  of  thousands  of  viable  and 
thriving  businesses  were  acquired  by 
giants  in  recent  decades,  and  most 
were  eventually  ruined  or  weakened. 

Widespread  departures  usually  fol- 
low a  hostile  takeover — the  acquired 
business  then  erodes  since  its  vibran- 
cy lies  with  the  people  who  made  it 
successful. 

When  companies  get  too  big, 
through  merger  or  otherwise,  they  of- 
ten lose  the  capacity  to  create  new 
products.  We  castigate  bureaucracy  in 
big  government  but  overlook  that  big 
bureaucracy  has  an  even  more  adverse 
impact  on  business. 

— Arthur  Burck,  securities  lawyer 
specializing  in  mergers  and 
acquisitions,  New  York  Times 

Who  Wants  Curing? 

There's  a  drug  called  chymopapain 
that  can  help  thousands  of  people  suf- 
fering from  intense  back  pain  and  save 
millions  in  surgery  costs.  Yet  it  took 
the  FDA  19  years  before  it  finally  ap- 
proved it  last  fall.  It's  not  that  there 
was  evidence  that  the  drug  was  dan- 
gerous. Rather,  the  FDA  wasn't  con- 
vinced that  it  would  be  effective.  The 
reason  for  doubt  was  that  it  didn't 
seem  to  help  some  disabled  veterans 
get  well.  It  did  not  occur  to  the  FDA 
that  veterans  on  disability  pensions 


have  a  very  practical  reason  not  to 
throw  away  their  crutches  and  leap 
into  the  air  shouting,  "I'm  cured.  .  .  ." 

— Washington  Monthly 

Looking  For  Magic 

On  Sunday  mornings  I  went  to  my 
aunt's  apartment  and  lay  on  the  floor 
reading  the  newspapers  and  listening 
to  Horowitz  and  Licia  Albanese.  I  told 
Aggie  that  Arthur,  discovering  that  I 
liked  music,  had  asked  me  to  accom- 
pany him  to  the  opera  at  Christmas.  I 
was  taken  aback:  I  didn't  know  he 
liked  that  kind  of  thing.  "Why,  sweet- 
ie, "  my  aunt  cried,  "those  are  the  ones 
who  do — lawyers  and  bankers  who've 
taken  all  the  magic  out  of  their  own 
lives." 

— False  Premises 
by  Winthrop  Knowlton 

No  Picnic 

Near  my  hometown  in  the  Sand- 
hills of  North  Carolina,  stands  of  tall 
pine  trees  line  the  roadsides.  I  well 
remember  from  the  1930s  the  young 
men  of  the  Civilian  Conservation 
Corps  setting  them  out  across  the 
eroded  old  fields.  Much  of  this  [type  of 
conservation]  work  is  still  visible  and 
still  environmentally  valuable  nearly 
50  years  later. 

There's  no  way  to  measure  the  oth- 
er achievements  of  the  CCC — the 
hope  it  gave  to  the  hopeless,  the  skills 
it  taught  the  unskilled,  the  social  dy- 
namite it  defused  by  providing  alter- 


natives to  idleness  and  resentment, 
even  the  quasi-military  field  life  to 
which  it  introduced  a  generation  des- 
tined to  emerge  from  Depression  into 

World  War  II  

The  California  Conservation  Corps' 
slogan — "Hard  Work,  Low  Pay,  Miser- 
able Conditions" — suggests  that  it  is 
not  a  picnic  or  hiking  trip.  A  federal 
version  could  be  just  as  demanding; 
and  it  probably  would  do  more  to  di- 
minish street  crime  than  any  of  the 
dubious  proposals  President  Reagan 
recently  unveiled. 

— Tom  Wicker,  New  York  Times 


We  find  ourselves  suddenly 
threatened  by  hordes  of 
Yankee  emigrants  whose 
progress  we  cannot  arrest. 

— California's  last  Mexican  Governor 
 (in  1846),  quoted  in  Time 


Anybody  But 

David  O.  Selznick,  his  wife's  writ- 
ing indicates,  was  not  an  easy  man  to 
live  with.  At  one  point  she  discovered 
that  Hollywood  domestics  registering 
with  an  employment  agency  would 
list,  along  with  salary  requirements, 
the  words,  "Not  Selznick." 

— Howard  Kissel,  in  W 

Fran  Camps  Out 

"Uh,  Jean?" 
"Yes?" 

"Are  you  awake?" 
"Yes." 

"What  the  hell  is  that?" 
"What?" 

"That  funny  glare  outside." 

(Pause)  "The  moon,  Fran." 

We  are  in  a  tent.  Fran  Lebowitz  is 
lying  on  my  right.  George  Butler  on 
my  left.  Fran  lights  up  a  Carlton. 

"You  don't  sleepwalk,  do  you, 
Fran?"  George  asks. 

Fran  exhales  a  fog  of  smoke. 

"I  don't  even  walk  when  I'm 
awake,"  she  says. 

Fran,  the  author  of  Metropolitan 
Life  and  Social  Studies-,  Fran,  who 
said  the  outdoors  is  "a  place  you  must 
pass  through  in  order  to  get  from  your 
apartment  into  a  taxicab";  Fran,  who 
described  nature  as  "a  location  where 
there  are  never  enough  comfortable 
chairs";  Fran,  who  called  the  sun  "the 
sort  of  harsh  overhead  lighting  that  is 
so  unflattering  to  the  heavy  smoker"; 
Fran,  whose  agent  laughed  like  a  ma- 
niac at  the  mention  of  the  idea — Fran 
is  camping  out. 

— E.  Jean  Carroll,  Outside 
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Kodak  announces 

The  Programmable 
Copier-Duplicator 
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Job-stream  programming:  Advanced  electronic  performance 
based  on  Kodak's  proven  copier  technology 

Powerful  computers  are  harnessed  for  repetitive  multistep 
operations  to  do  more  jobs  in  less  time.  And  it's  loaded  with 
other  talents  too: 

•  Zoom  reduction  •  Continuous  run  •  Cover-sheet 
insertion  •  Centralized  controls  •  Plain  English 
messages  •  Easier  duplexing  •  Integrated 
controller. 

Chances  are,  the  Ektaprint  200  copier 
can  improve  productivity  in  your  high- 
volume  job  stream. 

May  we  demonstrate?  Write: 
Eastman  Kodak  Company,  CD3428, 
Rochester,  New  York  14650. 
Telephone  toll-free:  1  800  44KODAK 
(1  800  445-6325)  Ext.  324. 


New  Kodak  Ektaprint  200 
copier-duplicator 


©Eastman  Kodak  Company,  1983 


THE  METROMATIC  LIFE  INSURANCE  PROGRAM. 
IT  WON'T  COST  YOUR  COMPANY  TO 
SHOW  YOU  CARE  ABOUT  YOUR  EMPLOYEES. 


Metromatic  is  one  insurance 
program  that  your  employees  will 
really  appreciate.  And  you  can 
offer  it  at  no  premium  cost  to  your 
company. 

Even  if  you  already  have  a  group 
plan,  you  can  offer  your  employees 
the  option  of  acquiring  Metropolitan 
permanent  whole  life  insurance  for 
themselves,  their  spouses,  and  chil- 
dren—at a  lower  premium  than  they 
would  pay  if  they  were  buying  it  on 
their  own. 

They  can  keep  their  insurance 
at  the  same  discount*  premium 
for  as  long  as  they  li\  .  even  if  they 
leave  your  company.  ,  ddition, 


Metropolitan's  permanent  insurance 
continues  to  build  cash  value. 

There  is  no  limit  to  the  number  of 
eligible  employees  who  can  be  en- 
rolled, and  Metromatic  is  available 
to  companies  large  and  small. 

With  Metromatic,  Metropolitan 
handles  the  details  for  you.  As  one 
of  the  largest  insurers,  we  have  offices 
across  the  country.  So  our  experienced 
staff  can  come  to  your  company  to 
discuss  coverage  options  with  your 
employees  and  enroll  them.  We 
just  ask  that  you  arrange  to  have  the 
premiums  automatically  deducted 
from  your  payroll. 

Your  employees  pay  less.  Essen- 


tially your  only  expense  is  setting  up 
the  payroll  deductions.  We  do  the 
rest  of  the  work.  That's  Metromatic. 

If  you'd  like  this  program  for  your 
company,  or  if  you  have  any  questions, 
please  call  your  local  Metropolitan 
representative  or  write  to  Metromatic 
Unit,  Metropolitan  Life  Insurance 
Company,  One  Madison  Avenue, 
New  York,  N.Y  10010. 

Metropolitan  believes  helping  em- 
ployees can  be  good  for  companies. 


5  2  Metropolitan 
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0P0LI1AN  REALLY  STANDS  BY  YOU. 

Life/Health/Auto/Home/Retirement 


Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


WILL  PAUL  VOLCKER  ACHIEVE  GREATNESS? 


The  recently  reappointed  Federal  Reserve  chairman  has 
a  unique  opportunity  to  leave  a  lasting,  positive  legacy  to 
his  country  and  the  Western  World.  He  can  take  the  lead  in 
creating  a  monetary  system  that  would  help  ensure  that 
there  will  not  be  another  debilitating  round  of  inflation  or 
deflation,  that  this  recovery  will  truly  not  be  the  ephemer- 
al kind  we've  had  since  the  late  1960s. 

Investors  have  a  considerable  stake  in  whether  Volcker 
rises  to  the  occasion.  If  he  does,  the  bull  market  since  mid- 
1982  will  be  only  a  harbinger  of  a  great  deal  more  to  come. 
If  not,  well,  just  recall  what  happened  to  stocks  and  bonds 
in  the  1970s. 

No  central  banker  has  the  power  Paul  Volcker  has  today. 
True,  he  reacts  carefully  to  pressure  from  the  White 
House,  from  Congress,  from  economists,  banks,  etc.  That 
is  one  of  his  sources  of  strength.  He  has  been  a  master  at 
giving  just  enough  to  anyone  who  counts  to  preserve  his 
basic  flexibility. 

Flying  Blind 

The  problem  for  Volcker — and  the  source  of  his  opportu- 
nity— is  this:  The  Federal  Reserve  today  has  no  rules,  no 
standards,  by  which  to  judge  its  conduct.  It  is  flying  blind, 
and  has  been  doing  so  since  the  late  1960s,  when  Lyndon 
Johnson  gratuitously  destroyed  the  Bretton  Woods  inter- 
national monetary  system. 

Our  central  bank  doesn't  know  whether  it  is  printing  too 
much  money,  too  little  or  just  the  right  amount.  It  can 
only  guess  the  impact  of  its  activities  on  the  U.S.  and  the 
world  economies,  only  surmise  whether  it  is  being  a  force 
for  stability  or  instability. 

It  wasn't  always  this  way.  Under  the  gold-based  Bretton 
Woods  system,  if  a  currency  came  under  attack  in  the 
exchange  markets,  policymakers  knew  they  had  to  tighten 
up.  The  Fed  has  no  such  reliable  compass  today.  Hence, 
the  current  hullabaloo  over  whether  or  not  the  Fed  is  being 
too  loose. 

To  realize  fully  our  economic  potential,  savers  must 
have  confidence  that  there  is  money  to  be  made  investing 
for  the  long  haul.  People  must  have  faith  that  there  are 


rules  for  preserving  the  value  of  the  dollar,  that  these  rules 
are  sensible  and  workable  and  that  the  essence  of  them 
will  survive  changes  of  personnel. 

Otherwise,  the  strong,  heartening  recovery  under  way 
will  ultimately  meet  the  fate  of  every  recovery  since  1968, 
when  Bretton  Woods  was  effectively  short-circuited — it 
will  degenerate  into  stagnation  with  soaring  interest  rates. 

Volcker  should  now  be  acting  as  a  catalyst  for  the 
creation  of  a  new,  sensible  monetary  system.  He  should  be 
scouring  the  history  books  to  learn  what  the  common 
denominator  of  successful  systems  of  the  past  was  and  to 
put  forth  proposals  for  a  new  monetary  constitution,  a 
constitution  that  would  be  based  on  the  signals  of  the 
markets  rather  than  the  all-too-fallible  judgments  of 
economists,  central  bankers  and  politicians. 

New  System  Could  Work 

Such  a  system  would  be  no  panacea.  If  politicos  behaved 
irresponsibly,  it  wouldn't  last.  But  Reagan,  Thatcher  and 
Kohl  are  a  different  breed  from  their  predecessors.  They  are 
sound  enough  to  make  a  new  arrangement  work. 

Why  Volcker  as  the  architect  of  a  stable  monetary  sys- 
tem? Because  neither  the  White  House,  the  Treasury  nor  the 
State  Department,  not  to  mention  Congress,  will  take  up 
the  cudgels  here.  There  is  a  vacuum.  Only  Volcker  can  fill  it. 

Will  he? 

The  portents  are  not  good. 

It  isn't  to  detract  from  the  Fed  chairman's  ability  and 
political  agility  to  observe  that  it  must  be  a  heady  experi- 
ence to  have  financial  markets,  even  government  heads, 
hanging  breathlessly  on  what  you  say  each  day.  Ronald 
Reagan  himself  doesn't  normally  move  markets,  change 
the  outlook  for  business,  influence  the  direction  of  inter- 
est rates  the  way  Volcker  routinely  does  every  time  he 
opens  his  mouth. 

Of  course,  Volcker's  unwillingness  to  take  the  lead  in  no 
way  diminishes  the  criticism  that  can  be  rightly  laid  at  the 
doors  of  the  rest  of  Washington  officialdom,  not  only  for 
creating  the  problem  Volcker  has  yet  to  tackle,  but  also  for 
not  recognizing  that  it  exists  in  the  first  place. 
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Want  to  see  America's  car  makers 
get  into  high  gear? 


Borg-Warner  builds  the  manual  transmissions  CM  and  other  auto  makers  need  to  meet  the         n  - 
demand  for  today's  more  efficient  cars  and  trucks.  That's  today's  Borg-Warner.  Diversified  for  financial     mm*  warner 

stability.  A  company  worth  watching. 


Watch 
-Warner 


For  311  ort  write:  Borg- Warner,  Dept.  50,  200  South  Michigan  Avenue,  Chicago.  Illinois  60604 


What's  Ahead  for  Business 


Edited  by  Thomas  O'Donnell 


Inflation's  big  engines 
have  been 
turned  off 


The  Fed  is  now 
more  reactor  to, 
than  controller  of, 
money  fluctuations 


Markets  know  more 
than  monetarists 


WHAT  THE  MARKET  IS  SAYING 

It's  never  possible  to  please  everyone.  The  recovery  is  far  stronger 
than  the  consensus  forecast  said  it  would  be.  But  economic  masochists 
find  cause  for  gloom.  Pointing  to  higher  than  expected  money  supply 
increases,  they  contend  that  rates  and  inflation  will  be  shooting  up. 

Not  likely.  Although  inflation  and  rising  interest  rates  have  accompa- 
nied economic  growth  during  most  postwar  expansions,  there  is  no 
inevitable  connection  between  them.  There  is  good  reason  to  think  the 
linkage  is  broken  this  time  around.  The  inflationary  psychology  of  the 
1970s  is  fading.  We  are  going  into  this  recovery  with  idle  plant  capacity 
and  with  financially  sound  consumers  able  to  buy  without  sinking 
heavily  into  debt.  So,  neither  consumers  nor  businesses  will  need  to 
borrow  heavily. 

Is  the  basic  money  supply  increasing  too  fast  for  comfort?  The  published 
figures  suggest  this  may  be  so,  but  the  fact  is  that  even  the  Federal 
Reserve's  governors  no  longer  totally  trust  the  published  figures.  The 
correct  signals  are  now  coming  from  the  financial  markets,  which  are 
saying  that  money  increases  have  been  moderate  rather  than  excessive. 
Thus,  What's  Ahead  predicts  for  the  balance  of  1983:  1)  a  firm  dollar;  2) 
weakness  in  gold  and  tangible  inflation  hedges;  3)  an  absence  of 
commodity  speculation;  and  4)  continued  strength  in  the  stock  and  bond 
markets.  Encouraged  by  all  this,  the  recovery  will  pick  up  strength.  Real 
GNP  growth  will  approach  9%  this  year  and  next. 

Regardless  of  what  the  central  bank  now  does,  the  basic  money 
stock,  Ml,  composed  of  cash  and  checking  account  balances,  will  be  up 
this  year.  One  reason  is  that  individuals,  believing  that  inflation  has 
been  tamed  and  the  dollar  will  remain  strong,  are  hanging  on  to  cash 
longer.  Another  is  that  corporations  will  beef  up  balances  in  checking 
accounts  as  business  improves.  Because  Ml  is  now  largely  made  up  of 
such  "private"  deposits,  the  Fed  is  more  of  a  reactor  to,  rather  than 
controller  of,  money  fluctuations. 

Moreover,  a  close  reading  of  the  M 1  figures  tells  a  different  story  from  the 
obvious  one.  Until  1 98 1 ,  M 1  was  basically  made  up  of  cash  and  deposits 
paying  no  interest.  But  today  interest-bearing  accounts  are  included  in 
M 1 .  Consider  what  this  means :  Money  has  shifted  from  savings  accounts 
into  these  interest-bearing  demand  deposits.  Thus  Ml  growth  has  been 
slower  than  the  figures  indicate.  So  the  Fed's  recent  decision  to  accept  the 
first  half's  seasonally  adjusted  14%  surge  in  Ml  and  move  the  second 
half's  target  range  up  to  5%  to  9%  is  both  sensible  and  prudent.  (For 
another  view,  see  Ben  Weberman's  Capital  Markets  column,  p.  119.) 

Note  that  the  Dow  Jones  industrial  average  spurted  more  than  30 
points  the  day  the  central  bank  broadened  its  targets.  Energy  prices  are 
weak.  Wage  increases  are  manageable  and  more  tied  to  merit.  Produc- 
tivity is  up.  And  the  firm  dollar  is  putting  downward  pressure  on 
import  prices.  Such  factors  will  determine  the  course  of  inflation  and 
interest  rates  into  1984.  Look  for  inflation  to  average  less  than  3%  this 
year  and  for  rates  to  be  lower  at  year-end  than  they  are  today. 
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The  Forbes  Index 


Forbes  Index 


12-month  close-up 
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More  good  news.  The  Forbes  Index  continues  to  rise  as  the 
smokestack  industries  bring  mounting  support  to  the  recov- 
ery. Industrial  production  increased  by  1 . 1  %  for  the  second 
month  in  a  row;  the  Forbes  Index  registered  a  2. 1%  gain. 

Consumers  also  continue  to  propel  the  economy  for- 
ward. Installment  credit  outstanding  was  up  by  0.8%, 
while  personal  income  rose  0.6%  during  the  latest  report- 
ing period.  The  combination  of  these  factors  helped  to 


push  up  retail  store  sales  by  0.7%. 

Inflation  is  still  under  wraps.  The  Consumer  Price  Index 
inched  up  just  0.3%  and  the  increasingly  important  ser- 
vice sector  index  posted  an  almost-as-small  0.4%  rise.  The 
only  cloud  on  the  horizon  came  from  the  housing  sector. 
After  jumping  by  28.1%  in  May,  new  starts  were  off  a 
slight  0. 1  %  in  June,  possibly  reflecting  a  seasonal  breath- 
ing spell. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  the  change  in  the 
amount  of  consumer  installment  debt  outstanding. 

To  measure  these  eight  elements,  Forbes  monitors  1 1 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  series  are  presented  at  right. 


320 

150  7 

280 

Total  index 

110 

240 

70" 

Consumer  price  indexes  |  1967=  100)                            New  housing  starts  (thousands) 

ail  urban  consumers,  unadjusted  (Dept.  of  Labor)               privately  owned,  unadjusted  (Dept.  of  Commerce) 

Industrial  production  index  ( 1967=  100) 
Seasonally  adjusted  (Federal  Reserve) 


Manufacturers  new  orders  and  inventories 

(Sbillions)  seasonally  (Dept.  of  Commerce) 


Personal  income  iSbilhons!  wage  and  salary  dis- 
bursements, seasonally  adiusted  (Dept.  of  Commerce) 


Unemployment  clainK^/  (thousands! 
seasonally  adiusted  (Dept.  of  Labor) 

Retail  store  sales  (Sbillions) 

seasonally  adjusted  (Dept  of  Commerce) 

Consumer  installment  credit  (Sbillions) 
total,  seasonally  adiusted  (Federal  Reserve) 

1    1    1    1    1    1    1    1    1    1     1    1    1    I  1 
AMJ  JASONDJFMAMf 

1    1     l    1    1     1     1    1    1    1    1    1    1     1  1 
AMJ    |  A  SONDFFMAMI 

1    1     1     1     1     1     1    1     1    1    1    1     1    1  l 
AM)    )  ASONDJFMAM? 

26 


FORBES,  AUGUST  15,  1983 


Kkkkr,  Peabody 
Offers  tax-advantaged 
investrnentsthat 
provide  income 
as  well  as  shelter. 


If  you're  in  a  position  to  need  shelter 
for  your  income,  you're  fortunate 
indeed.  But  even  the  most  fortunate 
can't  afford  to  take  imprudent  risks. 

Tax-advantaged  investments 
based  on  sound  economics  can  pro- 
vide many  benefits.  They  should,  of 
course,  offer  a  significant  reduction 
of  current  tax  liability  and  relief  from 
short-term  capital  gains  tax.  At  the 


same  time,  these  investments  should 
provide  for  the  conversion  of  ordi- 
nary income  into  long-term  capital 
gains  as  well  as  generate  appreciable 
tax-free  income  on  a  regular  basis. 
Most  importantly,  they  should  build 
greater  wealth.  But  there  are  so  many 
apparent  investment  opportunities 
available,  how  do  you  find  ones  that 
meet  your  specific  needs? 

At  Kidder,  Peabody  you 
benefit  from  two  layers  of  thinking. 
From  stockbrokers  experienced  in 
helping  upper  income  individuals  get 
the  most  from  their  investable  dollars. 
And,  from  specialists  in  our  Tax 
Incentive  Group  and  our  Corporate 


Finance  Department.  Together,  these 
experts  identify  industries  that  are 
growing  noticeably  faster  than  the 
economy  Then  they  originate  tax- 
advantaged  investments  that  meet 
both  Kidder,  Pea  body's  stringent 
standards  and  those  of  our  clientele. 

Kidder,  Peabody  can  help 
tailor  tax-advantaged  investments  to 
fit  your  special  needs.  Simply  talk 
with  one  of  our  brokers  at  the  Kidder, 
Peabody  office  nearest  you. 


er,  Peabody 

>•  INCORPORATED 

FounJrd  1865 
York  and  AmiruM  Stoii  Elihungn 


Wood  is  a  resistant  material. 

t  takes  shape  slowly,  sometimes  reluctantly..." 


John  W.  Teets 

Chairman  ol  the  Board 


The  Greyhound  Corporation 


For  a  copy  of  the  1982  Greyhound 
Annual  Report,  write  the  Public 
Relations  Department:  Grey  ho 
Tower  Phoenix.  Arizona  8507  7 


Unlike  clay,  which  takes  shape  quickly, 
wood  resists  the  chisel  and  the  adze.  It  takes 
muscle  and  time  to  pare  away  the  husk  and  reveal 
the  heartwood.  It  takes  the  ability  to  visualize  in 
the  third  dimension  and  the  patience  to  go  slowly 
and  thoughtfully  about  the  task.  And  then,  in  a 
single  instant,  there  is  a  moment  when  form  and 
essence  mingle,  and  life  seemg  to  spring  from  the 
wood. 

The  result  is  something  greater  than  the 
combined  skill  of  the  artist  or  the  elegance  of  the 
material.  The  result  is  something  different  and 
jring.  Something  imbued  with  spirit. 


As  the  new  chairman  of  The  Greyhour 
Corporation,  I  commissioned  the  wood  carvi 
the  cover  of  our  1982  annual  report  as  much 
symbolism  as  its  beauty  It  represents  what  v, 
doing  at  Greyhound . . .  honing  and  refining  tr 
body  corporate . . .  paring  away  the  excess  ai 
revealing  the  essential  strength  and  endurarr 
that  lie  beneath. 

The  Greyhound  Corporation  today  is  r 
what  it  was  a  year  ago,  nor  what  it  will  be  two 
five  years  or  a  decade  from  now.  We  have  m£ 
Greyhound  leaner  and  swifter  through  dispo 
of  a  number  of  subsidiaries  and,  in  the  montli 


pome,  we  will  be  adding  to  its  size  and  diversity 
'as  well,  giving  it  the  chance  to  stretch  its  abilities 
land  run,  full  out,  wherever  imagination  and  excel- 
lence can  take  it. 

There  is  nothing  haphazard  about  these 
bhanges,  however.  At  Greyhound,  we  operate  in 
he  conviction  that  planning  begets  progress\ 
\\nti  so,  before  we  turn  our  hand  to  any  aspect 
bf  shaping  the  corporation  into  a  more  vibrant, 
dynamic  organization,  we  immerse  ourselves  in 
meticulous  planning  There  also  has  to  be  disci- 
bline  The  hard  discipline  of  assuming  respon- 


sibility for  decision-making,  for  profitability,  for 
managing  our  own  future. 

This  wood  carving  of  the  greyhound  has 
evoked  an  unusual  response  from  people.  One 
I  think  is  more  than  just  artistic  in  nature.  It  has 
something  to  do  with  a  respect  for  excellence, 
with  a  recognition  of  high  courage  and  determina- 
tion I  like  to  think  The  Greyhound  Corporation 
embodies  that  same  spirit! 


The  Greyhound  Corporation 


Forbes 


A  few  years  back  the  film  Coming  Home  caught  the  public  fancy. 
This  year  the  hit  is  An  Officer  and  a  Gentleman.  The  shift  in  taste 
bodes  well  for  the  national  defense. 


The  new  recruit: 
motivated  and  ambitious 


By  Allan  Dodds  Frank 


arine  Brigadier  General 
Michael  Sheridan  recalls  re- 
cruiting difficulties  in  the 
early  post-Vietnam  days:  "We  adver- 
tised for  a  few  good  men.  We  got  a  few 
good  men  and  a  bunch  of 
bums.  The  barracks  were 
full  of  thugs." 

Those  days  are  gone. 
For  the  first  time  since  the 
all-volunteer  force  began 
in  1973,  U.S.  forces  are 
better  qualified  than  yes- 
teryear's draftees.  The  ser- 
vices will  take  in  at  least 
307,500  new  recruits  in 
fiscal  1983.  Of  those, 
nearly  90%  will  have  high 
school  diplomas.  That  9- 
in-10  figure  compares 
with  only  7  in  10  for  the 
20.1  million  in  the  \7 -to- 
ll -year-old  age  group.  As 
recently  as  1979  only  a  tri- 
fle over  half  the  recruits 
were  high  school  graduates.  On  intel- 
ligence tests,  military-bound  youths 
scored  9  percentage  points  higher 
than  the  national  average.  All  four 
services  are  running  at  more  than 
100%  of  enlistment  quotas.  Choice 
guaranteed  assignments,  carrying  bo- 
nuses of  $1,000  to  58,000,  are  filled 
through  October.  First-term  reenlist- 


ments,  a  record  high  68%  last  year, 
are  down  to  51%  for  1983.  With  so 
many  good  new  recruits  available,  the 
military  now  won't  allow  troops  with 
low  test  and  performance  scores  to  re- 
up.  ROTC  has  recruited  130,000  stu- 
dents, double  1973  figures.  The  re- 


The  Marine  welcome  at  Parris  Island 
"We  advertised  Jot  a  Jew  good  men. 


serves  and  National  Guard  are  full; 
applications  to  the  service  academies 
are  up  15%. 

The  recession?  That's  the  easy  an- 
swer, but  it  isn't  the  right  answer.  The 
mood  of  the  country  is  changing,  and 
so  is  the  appeal  of  military  life.  Today, 
Army  recruits  rank  getting  a  steady 
job  as  only  the  fifth  most  important 


reason  for  joining.  More  important  in 
their  eyes  are  educational  benefits 
that  include  college  tuition  money 
after  discharge,  self-improvement, 
learning  a  skill  and  the  adventure  of 
operating  military  equipment. 
But  personal  advantage  is  only  part 

  of  the  picture.  Soldiering 

is  no  longer  held  in  con- 
tempt by  young  people. 
Says  Dr.  Lawrence  J.  Korb, 
assistant  secretary  of  de- 
fense for  manpower,  re- 
serve affairs  and  logistics, 
"Now  people  think  it  is  a 
good  thing  when  their 
children  go  into  the  ser- 
vice. Kids  can  go  back  to 
high  school  on  career  day 
and  be  proud  they  are  in 
the  service." 

Proud — and  helped  be- 
sides. Fairly  typical  is  the 
case  of  17-year-old  Robert 
Lawrence  of  Rockville, 
Md.,  who  enlisted  in  the 

  Army  and  was  given  the 

choice  of  becoming  a  military  cook 
right  away  or  going  to  summer  school 
to  get  his  diploma,  to  be  followed  by 
an  assignment  to  combat  arms.  Law- 
rence chose  the  diploma  route.  "The 
Army  straightened  me  out  a  lot,"  he 
says.  "I  needed  something  to  moti- 
vate me.  I  was  in  with  the  wrong 
crowd."  But  the  choice  must  be  the 
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recruit's  own  choice.  The  military  no 
longer  serves  as  a  reform  school  for 
bad  actors.  "Parents  call  us  and  say 
'Take  our  kid,  we  can't  do  anything 
with  him,  maybe  the  Army  can.  We 
want  him  out  of  the  house,'  "  says  J. 
Glenn  Harden,  an  Army  recruiting 
sergeant.  "We  don't  take  them  much 
anymore." 

Who  goes  in?  Private  Brad  Rey- 
mann  did.  He's  19  and  gave  up  a 
$17.54-per-hour  electrician's  job  in 
Deer  River,  Minn,  to  join  the  Army. 
Pausing  from  parachute  training  at  Ft. 
Benning's  Airborne  course,  Reymann 
said,  "I'm  going  to  take  a  four-year 
course  in  electronics.  Then  I  plan  on 
getting  an  engineering  degree.  This 
way,  I'll  come  out  of  the  service  a  full 
journeyman,  and  I'll  learn  how  to 
work  a  computerized  switchboard." 

Again  and  again,  recruits  cite  the 
educational  and  self-improvement  as- 
pects of  military  service.  At  the  Ma- 
rine Corps'  Parris  Island,  18-year-old 
Marine  Private  William  Butler  said  he 
had  given  up  a  safe  job  at  the  Social 
Security  Administration  near  Balti- 
more so  he  could  make  enough  mon- 
ey to  return  to  Catonsville  (Md.) 
Community  College  to  study  math- 
ematics. Meanwhi-le,  said  Butler,  if  he 
likes  the  Marines  he  can  stay  in. 

Dr.  Jerald  Bachman  of  the  Universi- 
ty of  Michigan's  Institute  of  Social 
Research  says  his  surveys  show  that 
high  school  seniors  now  rate  the  mili- 
tary higher  than  public  schools.  Is  the 
educational  establishment  listening? 

Nor  is  patriotism  to  be  ignored  in 
the  changing  attitude  toward  the  mili- 
tary. At  Ft.  Benning,  parachutist 
trainee  Elvira  Hall,  a  Tuskegee  Insti- 
tute ROTC  graduate,  says,  "I  wanted 
to  serve  my  country  and  be  all  I  could 
be."  Military  advertising  is  capitaliz- 
ing on  the  new  mood.  Says  General 
Maxwell  Thurman,  the  Army's  top 
recruiter  until  becoming  vice  chief  of 
staff  in  June,  "By  taking  youngsters 
inside  the  tank  in  our  advertising,  you 
show  them  the  solid-state  computer 
and  laser  range  finder.  The  higher  tech 
you  appear  to  be,  the  more  relevant 
your  profession  appears  to  be  to  civil- 
ian opportunity."  Ted  Regan,  N.W. 
Ayer  executive  vice  president  in 
charge  of  the  $35  million  Army  broad- 
cast and  print  campaign,  says,  "We 
married  the  kids'  interest  in  high  tech- 
nology with  the  Army's  ownership  of 
high  tech."  Meanwhile,  many  of  the 
military's  2,200  recruiting  stations  are 
moving  from  the  central  cities  to  the 
suburbs  where  better  high  schools  are 
found.  It's  part  of  the  plan  to  steady  the 
number  of  black  and  female  recruits 
and  improve  quality. 

It's  not  that  the  military  is  anti- 


black  or  anti-women.  But  too  high  a 
proportion  of  blacks  in  combat  units 
could  lead  to  lopsided  casualties  in 
war.  The  women  are  excluded  from 
combat,  so  a  too  high  proportion 
would  reduce  fighting  effectiveness. 

Money  talks,  too.  Service  in  combat 
arms  outfits  is  more  desirable  now 
since  it  pays  $5,000  to  $8,000  as  a 
cash  enlistment  bonus,  $574  month- 


year  veteran  Sergeant  First  Class 
Tommy  James,  "Now  a  soldier  asks 
why,  and  you  must  give  him  an  an- 
swer." At  Parris  Island,  Marines  go  on 
forced  marches  with  full  battle  gear 
from  the  ankles  up  but  wearing  pastel 
running  shoes.  Navy  recruiter  Paul 
Dudley  says  fancy  electronic  gear  on 
shipboard  draws  inquiries,  but  before 
new  seamen  sign  on  "they  want  to 


Molding  leathernecks  on  drip-dry  obstacle  course 

"Now  a  soldier  asks  why,  and  you  must  give  him  an  answer." 


ly,  and  provides  access  to  the  Army 
College  Fund,  a  contributory  scheme 
in  which  a  recruit  gets  up  to  $5  for 
each  $1  deducted  from  his  or  her  pay- 
check. A  three-year  hitch  can  be 
worth  $20,100  for  college,  plus 
$34,272  in  salary  and  benefits. 

While  discipline  has  not  been  re- 
laxed, it  has  been  tailored  to  suit  a 
more  skeptical  generation.  Says  18- 


know  if  we  have  Nautilus  equipment 
so  they  can  stay  in  shape."  The  Navy 
is  putting  the  equipment  aboard. 

In  1978  Jane  Fonda  made  millions 
with  an  antimilitary  film,  Coming 
Home.  This  year  An  Officer  and  a  Gen- 
tleman is  a  big  winner.  In  it  the  Navy 
turns  a  rootless  delinquent  into  a  de- 
cent man  and  a  worldly  success.  It's  a 
different  world  out  there.  ■ 
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The  Air  Force  could  save  big  money  by 
using  only  one  supplier  of  fighter  engines. 
So  why  is  it  using  two? 


Jet  wars 


By  Howard  Banks 

RECALL  READING  A  FEW  WEEKS 
ago  about  the  outrageous  prices 
the  military  pays  for  spare 
parts?  United  Technologies'  Pratt  & 
Whitney  subsidiary  was  little  or  no 
worse  than  other  defense  suppliers,  but 
was  named  one  of  the  big  villains.  That 
was  no  accident  but  just  another  scene 
in  the  great  engine  war.  The  characters 
are  Pratt,  General  Electric  and  the  Air 
Force.  The  stakes:  about  $30  billion  in 
contracts  over  1 0  to  1 5  years.  And  since 
the  Air  Force  wants  to  pass  some  of 
those  contracts  to  GE,  it  is  no  surprise 
to  find  stories  from  Washington  criti- 
cizing Pratt's  prices. 

Pratt  owns  the  existing  contracts  to 
supply  F100  engines  for  the  nation's 
two  front-line  fighters,  the  FT  5  and 
the  F-16.  But  there's  a  new  contract 
coming  up  for  $8  billion-plus  and  the 
Air  Force  wants  to  push  some  of  that 
to  GE  and  have  two  engine  types,  not 
one,  for  updated  versions  of  the  F-15 
and  F-16  fighters. 

The  Air  Force  will  need  2,400  en- 
gines over  the  five  years  1985-90, 
costing  around  $7.5  billion  in  1983 
dollars.  It  also  wants  about  the  same 
number  for  the  five  years  thereafter. 
Spare  parts  and  training  add  around 
10%  to  a  contract  in  its  first  year  or 
two  and  at  least  double  it  over  ten 
years,  which  adds  up  to  $30  billion  by 
1995.  That's  not  all.  The  Navy  wants 
a  new  engine  for  its  F-14  fighter,  and 
the  present  Pratt  TF-40  has  a  little 
stalling  problem.  GE  is  desperate  for 
this  order,  while  Pratt  wants  to  sell  an 
improved  version  of  its  old  engine. 

There's  more:  Giving  GE  a  slice  of 
the  new  fighter  engine  business  could 
affect  the  B-l  and  Stealth  bomber  pro- 
grams. GE's  F404  fighter  engine  (now 
used  in  the  Navy  F- 1 8)  derives  from  the 


B- 1  engine.  The  original  bomber  engine 
needs  improving  but  the  $  1  billion  or  so 
that  it  would  cost  would  never  fly 
through  a  Congress  split  on  the  B-l 
anyway,  let  alone  for  an  as  yet  mythical 
aircraft  like  Stealth.  Piggybacking  that 
development  on  a  new  fighter  engine 
program  would  hide  the  cost. 

Of  course,  there  are  those  who 
think  the  Air  Force  plan  to  have  two 
engines  for  its  fighters  is  a  financial 
disaster,  and  both  congressional  and 
Defense  Department  studies  are  ex- 
pected to  say  just  that. 


Assembling  the  Air  Force  's  F-16s 

Will  the  new  ones  be  GE-powered? 


Why  is  the  Air  Force  acting  this 
way?  Essentially  because  it  did  not 
want  to  be  at  the  mercy  of  a  single 
supplier.  Pratt's  F-100  engine  is  a  hot 
performer,  but  the  early  versions  were 
fragile  and  prone  to  stalling — bad  on 
the  twin-engine  F-15,  disastrous  on 
the  single-engine  F-16.  Partly  this  was 
Pratt's  fault,  partly  the  Air  Force's, 
since  engine  specifications  changed  as 
things  went  along.  The  Air  Force  was 
once  frightened  that  both  its  first-line 
fighter  fleets  might  end  up  parked  for 
lack  of  working  engines. 

Instead  of  bending  over  backwards 
to  placate  the  Air  Force  generals, 
Pratt's  attitude  was:  "We  know  best." 
When  the  angry  Air  Force  first  threat- 
ened to  cut  GE  in  on  the  business, 
Pratt  changed  its  managers  and  atti- 
tude. Bob  Carlson,  now  Harry  Gray's 
nominated  successor  at  United  Tech- 
nologies, took  over  Pratt  and  offered 
the  Air  Force  a  fixed-price  deal  and 
performance  warranty  that  Pratt  val- 
ued at  over  $1  billion  for  five  years. 

"Pratt's  offer  was  a  good  one,"  one 
GE  executive  told  Forbes.  "It  didn't 
come  about  because  they  were  nice, 
you  know,  and  they  wanted  to  cut 
their  profits.  They  put  it  in  because 
there  was  competition." 

As  a  result,  Air  Force  officers  expect 
the  same  competitive  price-cutting 
that  occurred  over  fights  to  power 
Boeing's  767  airliner  and  the  Europe- 
an A3 10  Airbus,  where  40%  dis- 
counts were  common  for  a  time.  One 
Air  Force  lieutenant  general  said  of 
Pratt's  rejected  warranty:  "We  do  not 
think  that  they  offered  all  they  could 
afford  in  their  first  shot." 

The  Air  Force  claims  that  the  an- 
ticipated cuts  in  the  purchase  price 
will  more  than  offset  the  increased 
cost  of  owning  and  operating  two 
types  of  engines  in  the  field. 

Contradicting  these  claims  are  esti- 
mates that  Pratt  &  Whitney  worked 
out  with  Air  Force  procurement  peo- 
ple, suggesting  that  two  engines 
would  add  $4  billion  to  S6  billion  over 
the  20  years  these  engines  will  be  in 
service.  "It's  an  absolute  impossibili- 
ty that  two  engines  will  end  up 
cheaper  than  one,"  Carlson  once  said 
before  he  decided  to  remain  silent 
rather  than  offend  the  Air  Force. 

No,  the  Air  Force  can't  justify  eco- 
nomically two  different  engines  for 
its  fighters,  no  matter  how  it  twists 
the  figures.  But  there's  a  strong  case 
for  what  it  plans  to  do.  Splitting  the 
business  sends  a  sharp  message  to  all 
military  suppliers  not  to  take  con- 
tracts for  granted,  and  that's  a  lesson 
worth  the  price.  ■ 
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A  real  estate  glut?  You  would  never  know 
it  from  the  prices  Angelenos  are  asking  for 
rentals  during  the  Olympics. 


City  of  dreams 


By  Ellen  Paris 


A Los  Angeles  real  estate  agent 
eases  her  big  Mercedes  away 
bfrom  the  drab,  $l,970-a- 
month,  two-bedroom  house.  "You 
won't  find  many  good  rentals  in  Los 
Angeles  now,"  she  tells  her  grumpy 
client  sweetly.  "Everyone's  holding 
out  for  the  Olympics." 

Ah,  Los  Angeles,  city  of  dreams. 
Just  when  high  interest  rates  and  ab- 
surd prices  had  finally  killed  the 
house's  ability  to  generate  endless 
wealth  for  its  owner,  along  comes 
hope  in  the  form  of  a  projected  Olym- 
pics-induced bedroom  shortage.  The 
Los  Angeles  Visitors  &.  Convention 
Bureau  estimates  that  700,000  strang- 
ers will  be  in  Los  Angeles  for  the  XXIII 
Olympiad  Games  between  July  28 
and  Aug.  12,  1984.  There  are  about 
65,000  hotel  and  motel  rooms  in  Los 
Angeles  County. 

Suddenly,  every  Los  Angeles  home- 
owner thinks  he  can  become  a  hote- 
lier for  a  month.  In  the 
months  several  Los  Ange- 
les real  estate  agencies 
have  set  up  desks  special- 
izing in  Olympic  Games 
rentals.  A  number  of  these 
agents  now  claim  to  have 
between  400  and  500  list- 
ings each,  at  prices  only  a 
southern  Californian 
could  believe. 
Examples: 

For  $500  a  day  you  can 
rent  UCLA  Professor  Jeff 
Alexander's  four-bedroom  home  in  a 
good  section  of  Pacific  Palisades. 
Alexander  doesn't  have  a  pool  or  hot 
tub,  but  your  $500  a  day  docs  get  you  a 
deck  and  ocean  view. 

A  bit  upmarket  from  Alexander's 
house  is  Carol  Connors'  threc-bcd- 


room-with-pool  home  in  Beverly 
Hills.  Connors,  who  co-wrote  the 
theme  song  for  Rocky,  has  accepted  a 
$25,000  offer  for  one  month's  rent. 

If  you  want  to  go  all  the  way,  real 
estate  broker  Stan  Rich- 
man  has  a  two-acre, 
walled  Beverly  Hills  es- 
tate, which  he  asserts  is 
worth  $200,000,  for 
Olympics  month.  That's 
$833  per  bedroom  per  day. 

The  above  prices  are 
gross.  Most  Los  Angeles 
real  estate  agents  have 
agreed  to  take  a  standard 


( Hympian  accommodation 
$10,000  a  month  ( lower ). 
$200,000  (tenter). 
$100,000  ( upper) 

25%  commission  on  the 
business,  although  Mer- 
rill Lynch  Realty  is  asking 
20%.  No  one  should  be 
surprised  at  commission 
discounting. 
The  Olympics  real  estate  greed 
seemingly  knows  no  bounds.  Accord- 
ing to  Variety,  actor  Timothy  Patrick 
Murphy  (he  plays  Mickey  on  Dallas) 
and  49  apartment  co-tenants  in  posh 
Wcstwood  have  received  eviction  no- 
tices from  their  landlord,  who  is  look- 


ing for  an  Olympics  windfall.  Zev 
Yaroslavsky,  a  Los  Angeles  city  coun- 
cilman, has  recently  moved  to  place  a 
moratorium  on  all  discretionary  evic- 
tions from  January  to  Aug.  31,  1984. 

In  some  cases  renting  a  house  for 
the  month  doubtless  makes  sense. 
The  Netherlands  Press  Association, 
for  example,  will  have  five  journalists 
in  town  for  the  duration  of  the  games. 
Rather  than  rent  three  $125-a-night 
hotel  rooms,  the  NPA  has  rented  Don 
Duncan's  four-bedroom  Glcndale 
home  for  $7,700,  or  $350  a  night.  It's  a 
good  deal  for  the  landlord,  too.  Dun- 
can, a  high  school  principal  for  whom 
journalists'  antics  are  nothing,  had 
planned  to  renovate  his  house.  So  he 
doesn't  care  much  what  the  journal- 
ists do  to  it  during  the  month. 

In  any  event,  the  likelihood  of  ciga- 
rette burns  and  smashed  furniture  has 
clearly  been  factored  into  the  asking 
prices.  Mark  Bloomc  has  his  contem- 
porary three-bedroom  Brentwood 
home — complete  with 
pool,  Jacuzzi,  big-screen 
television  set  and  steam 
room — up  for  rent  at 
$100,000  for  Games 
month.  Bloome  says  he 
will  negotiate,  but  not 
much:  "Unless  I  get  a  de- 
cent price,"  he  explains, 
"it's  not  worth  the  risk." 

Many  would-be  land- 
lords have  convinced 
themselves  that  security 
deposits — normally  one-third  of  the 
rental  amount — and  extra  homeown- 
er's insurance  will  adequately  com- 
pensate them  for  damage.  But  the 
main  compensation  is  satisfied  greed. 

"I  love  my  house,"  says  Rocky  song- 
writer Connors.  "I  love  my  gold  rec- 
ords. I  love  my  Lalique.  But  I  love  the 
money  more."  Connors  says  she 
might  buy  a  new  car  with  her  proceeds. 

Will  all  but  a  handful  of  Los  Ange- 
les' would-be  landlords  actually  rent 
their  homes?  The  answer,  of  course,  is 
no.  Most  individuals'  tickets  to  the 
Games  are  being  awarded  on  a  first- 
come,  first-serve  basis.  The  results 
won't  be  known  until  the  fall. 

Corporations,  especially  those  that 
contributed  generously  to  the  Games, 
will  get  plenty  of  tickets.  They  can 
perhaps  justify  (and  certainly  deduct) 
one  month's  exorbitant  rent.  But 
there  are  not  enough  such  corpora- 
tions to  make  even  a  small  dent  in  the 
thousands  of  houses  on  offer. 

But  that's  only  economic  reality. 
Los  Angeles  remains  the  city  of 
dreams,  especially  where  residential 
real  estate  is  concerned.  ■ 
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Like  Secretary  of  the  Interior  Watt,  many 
American  Indians  think  that  their  people 
should  become  more  self-sufficient.  But 
how?  And  with  what? 

America's  oldest 
minority 


By  James  Cook 


WHAT  SHOULD  THE  NATION'S 
policy  be  toward  its  1.4  mil- 
lion Indians,  the  U.S.'  oldest 
minority?  At  one  time  the  idea  was 
that  they  should  be  assimilated  into 
the  general  population  and  their  reser- 
vations dissolved.  At  another  they 
were  supposed  to  be  turned  into  yeo- 
man landowners,  winning  their  sur- 
vival from  some  of  the  poorest  agri- 
cultural land  in  the  U.S. 

Their  status  has  generally  shifted 
with  the  fashions  of  the  times.  And 
these  days  the  policy  as  enunciated  by 
Secretary  of  the  Interior  James  Watt 
and  the  Reagan  Administration  is,  not 
surprisingly,  "self-sufficien- 
cy." That's  a  commendable 
goal,  but  the  odds  against  it 
are  overwhelming. 

Take  the  nation's  largest 
Indian  tribe,  the  165,000- 
member  Navaho,  who  occu- 
py a  24,000-square-mile  res- 
ervation in  Arizona,  New 
Mexico  and  Utah.  Last  year 
the  Navaho  got  a  new  politi- 
cal administration,  the  first 
in  12  years.  In  November's 
tribal  elections  a  onetime 
school  teacher  and  head  of 
the  Navaho's  federally  fund- 
ed legal  aid  organization,  Pe- 
terson Zah,  45,  scored  an  up- 
set victory  over  the  tribe's 
nationally  known  chairman, 
Peter  MacDonald.  Zah  came 
to  power,  as  MacDonald  had 
12  years  before,  determined 
to  get  a  better  deal  from  the 
dozen  energy  companies  op- 
erating on  the  reservation. 

In  the  Sixties  and  Seven- 
ties, as  various  resource  pro- 
jects came  into  production, 
the  Navaho's  resource  rev- 


enues did  rise  sharply  and  MacDonald 
did  renegotiate  royalties  on  at  least 
one  big  coal  contract.  MacDonald  also 
organized  37  resource-holding  tribes 
into  the  Council  of  Energy  Resource 
Tribes  (CERT)  as  a  means  of  getting  a 
better  deal  from  the  energy  compa- 
nies. And  while  the  oil  shortage  lasted, 
CERT  was  a  force  to  be  reckoned  with. 

But  deflation  in  natural  resource 
prices  has  reversed  many  of  these 
gains.  Last  year  the  Navaho's  urani- 
um royalties  virtually  disappeared, 
while  their  oil  and  gas  revenues  began 
to  decline.  Although  the  tribe's  over- 
all resource  income  hit  a  record  $65 
million  last  year,  it  did  so  only  be- 
cause of  nonrecurring  compensation 


Navaho  Chairman  Peterson  Zah 

Trying  to  create  an  income-generating  economy 


from  a  land  claims  case.  This  year 
resource  income  is  likely  to  fall  back 
to  $55.8  million,  and  the  tribe's  1984 
revenues  should  be  off  even  more. 

So  how  does  Zah  propose  to  reverse 
the  decline?  By  squeezing  better  deals 
out  of  the  energy  companies.  As  he 
likes  to  put  it,  the  Navaho  get  29 
cents  a  ton  on  average  for  coal — and 
pay  45  cents  a  can  for  Coca-Cola.  Zah 
may  not  have  much  leverage  renego- 
tiating existing  contracts,  but  he  is 
certain  to  hang  tough  on  new  con- 
tracts or  on  renewals  of  old  ones.  Utah 
International's  coal  mines  at  Four 
Corners  are  up  for  review  this  year, 
and  Peabody's  will  be  at  Black  Mesa 
next  year.  "If  they  want  to  stay  where 
they  are,"  Zah  says  firmly,  "they  have 
to  cooperate  with  us.  We  cannot  con- 
tinue to  allow  energy  companies  to 
pay  us  12  and  25  cents  a  ton  for  our 
coal.  The  tribe  needs  some  money." 

Zah  concedes,  however,  that  the 
tribe  has  not  always  used  its  money  in 
the  best  way.  Like  most  other  Indian 
tribes,  the  Navaho  view  their  re- 
source income  as  a  sort  of  long  over- 
due return  on  their  heritage  of  the 
land.  So  the  proceeds  have  gone,  not 
into  productive  investments,  but  into 
various  forms  of  income  supplement, 
including  salaries  for  the  reservation 
bureaucracy.  You  can't  blame  the  In- 
dians: The  entire  U.S.  is  guilty  of 
similar  indulgence  today.  Still,  the  In- 
dians would  be  better  off  if  they  had 
accumulated  some  capital. 

But  resource  income  isn't 
everything.  By  1981  the  Na- 
vaho were  getting  close  to 
$550  million  a  year  from  the 
federal  government.  The 
Reagan  Administration's 
budget  cuts  have  reduced 
that  by  $150  million,  or  near- 
ly 30%.  Gone  is  the  funding 
for  at  least  10,000  jobs,  and 
Navaho  unemployment  has 
risen  from  50%  to  80%. 

Zah  doesn't  disagree  with 
the  Reagan  strategy  of  self- 
reliance  in  principle.  But  the 
principle,  he  says,  just 
doesn't  apply  to  the  tribes. 
"We  don't  have  the  people 
that  Reagan  is  calling  on — 
private  sector  development, 
business  people — to  pick  up 
the  slack."  He  cites  legal  ser- 
vices that  the  Administra- 
tion would  stop  funding  alto- 
gether. There  simply  isn't 
enough  of  a  legal  establish- 
ment on  the  reservation  to 
pick  up  the  burden.  Local 
lawyers  in  nearby  communi- 
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ties  are  busy  fighting  the  Navaho 
themselves. 

So,  Zah  and  his  five-month-old  ad- 
ministration are  trying  to  rethink  the 
tribe's  whole  economic  development 
program.  The  problem,  as  a  recent 
tribal  economic  report  concluded,  is 
that  "we  have  failed  to  create  an  in- 
come-generating economy.  .  .  .  The 
economic  dependency  on  the  outside 
economy  has  been  increasing." 

Zah  talks  about  the  possibility  of 
attracting  corporations  to  the  reserva- 
tion with  wage  rates  he  believes  could 
compete  with  those  in  the  Third 
World.  This  is  a  possibility  that  sug- 
gests just  how  badly  off  the  Navaho 
may  be.  Zah  wonders  why  an  Atari 
shouldn't  come  to  the  Navaho  reser- 
vation rather  than  go  to  Southeast 
Asia.  He  points  out  that  General  Dy- 
namics opened  a  rocket  components 
plant  on  the  reservation  five  years  ago 
and  is  now  talking  about  expanding. 

However,  Fairchild  Camera  &  In- 
strument Corp.  operated  a  plant  on 
the  reservation  some  years  ago  and 
then  one  day  walked  away  from  it, 
putting  300  people  out  of  work. 
Aware  of  this,  Zah  muses:  "We've 
been  putting  our  emphasis  on  big  cor- 
porations, but  maybe  we'd  be  better 
off  concentrating  on  smaller  business- 
es. A  lot  of  them  could  generate  as 
much  employment  as  a  single  large 
company,  but  it  wouldn't  leave  us  so 
vulnerable  if  one  should  close." 

With  60,000  jobless  on  the  reserva- 
tion, this  is  the  biggest  problem  facing 
Zah.  Using  tribal  funds  and  local  ma- 
terials, Zah  would  like  to  set  up  small 
industries,  both  cottage-  and  factory- 
based,  in  wool,  brick  and  tile,  leather, 
wheat,  matches,  furniture  and  ce- 
ment. He  talks  of  developing  the  res- 
ervation's tourist  potential,  but  this 
would  involve  legalizing  alcohol. 

All  this  requires  capital,  but  fortu- 
nately new  sources  of  funds  are  begin- 
ning to  appear.  The  Supreme  Court 
recently  upheld  the  right  of  the  Jicari- 
11a  Apache  to  impose  severance  taxes 
on  oil  and  gas  produced  on  their  reser- 
vation, and  Zah  wants  to  impose  a 
severance  tax  of  his  own.  But  some- 
body will  have  to  give.  The  states  in 
which  the  reservation  lies  have  sever- 
ance taxes  of  their  own,  and  they're 
not  likely  to  give  them  up  willingly. 

The  Navaho  have  also  enacted  two 
taxes  on  their  own,  both  currently 
before  the  courts.  These  are  a  posses- 
sory interest  and  a  business  activities 
tax.  Zah  hopes  soon  to  enact  a  gross 
receipts  sales  tax  as  well.  But  he  con- 
cedes that  the  same  old  problem  re- 
mains: how  to  prevent  a  misguided 
populism  from  channeling  the  pro- 
ceeds into  consumption  rather  than 


into  investment.  "Not  all  the  money 
will  be  used  for  government  oper- 
ation," one  aide  insists.  "It  will  be 
used  for  investment  in  our  own  busi- 
nesses, in  our  own  banking,  our  own 
energy  companies,  our  own  financial 
programs  for  small  business  people." 
But  this  remains  to  be  seen. 

The  Navaho  educational  level  is 
the  poorest  of  any  tribe  in  the  U.S., 
averaging  something  like  five  years. 


But  the  tribe  is  nonetheless  making 
progress.  It  now  sends  2,000  students 
to  college  every  year,  and  more  of 
them  are  coming  back  to  live  on  the 
reservation  and  work  at  solving  the 
Navaho's  problems.  Says  Zah:  "Peo- 
ple have  a  misconception  that  the  Na- 
vaho are  tied  to  the  past.  That's  a 
misconception.  We  are  changing.  At 
the  same  time,  our  roots  are  still  tied 
right  here  on  the  reservation."  ■ 


The  computer  software  industry  is  up  in 
arms  over  piracy.  But  the  laws  of  the  mar- 
ketplace might  solve  that  problem. 


Pirates  versus 
piranhas 


By  Kathleen  K.  Wiegner 

George  Pollock  admits  he 
wouldn't  know  a  byte  if  it  bit 
him.  But  he  understands  mar- 
kets, scores  of  which  have  been  cre- 
ated by  the  microcomputer  boom. 
Pollock:  "When  you  go  into  a  store  to 
buy  a  computer  program,  you  get  five 
minutes  with  the  dealer  and  a  pat  on 
the  fanny.  If  you  don't  like  the  pro- 
gram, too  bad.  You  can't  take  it  back." 
So  in  February  Pollock  opened  United 
Computer  Corp.  in  Culver  City,  Calif. 
Concept:  rent  software.  For  15%  to 
25%  of  a  program's  list  price  custom- 
ers can  take  a  program  home  from 
Pollock  and  try  it  out  before  buying. 

Good  idea.  So  good  it  might  be  il- 
legal. On  June  17  MicroPro  Inc.,  a  San 
Rafael,  Calif. -based  software  com- 
pany, filed  a  lawsuit  against  Pollock 
for  $50,000  for  each  copyright  viola- 
tion, plus  $10  million  punitive  dam- 
ages. MicroPro  produces  the  word 
processing  program  WordStar,  which 
has  sold  over  half  a  million  copies 
($4.95  retail).  MicroPro's  allegation: 
that  by  renting  out  WordStar,  Pollock 
is  inducing  otherwise  honest  citizens 
to  copy  the  program  and  deprive  Mi- 
croPro of  its  due. 

MicroPro's  suit  is  helping  to  open  a 
Pandora's  box  of  complex  but  funda- 
mental legal  issues.  Among  them: 
Who  owns  a  program?  What  exactly  is 


United  Computer's  George  Pollock 
A  good  idea  that  may  be  illegal. 

software  piracy?  Should  a  business- 
man be  proscribed  from  copying  or 
modifying  a  program?  And  what  if  his 
business  grinds  to  a  halt  the  minute 
an  important  program  is  lost,  mutilat- 
ed or  stolen? 

The  pirates  are  probably  not  the 
mafioso  type  that  invaded  the  record 
industry  a  few  years  back.  They  tend 
to  be  regular  folks,  people  who  think 
nothing  of  photocopying  a  few  pages 
of  Forbes  or  taping  a  favorite  film  on 
their  Betamax.  Perhaps  the  most  avid 
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pirates  are  teenagers  who  trade  com- 
puter games  with  pals  across  town 
and  across  the  country  on  the  growing 
number  of  "electronic  bulletin 
boards"  (see  box).  Daniel  Remer,  an 
attorney  and  author  of  Legal  Care  for 
Your  Software,  likes  to  make  the  dis- 
tinction between  pirates  and  pira- 
nhas: pirates  steal  for  profit,  piranhas 
bite  for  pleasure. 

As  any  computer-literate  teenager 
will  tell  you,  copying  a  program  is 
sinfully  easy.  All  you  need  is  an  origi- 
nal program  (or  copy),  a  computer  (any 
computer)  with  a  disk  drive,  and  a  $4 
blank  disk.  Once  the  original  program 
is  loaded  into  the  computer,  copies 
can  be  made  on  that  blank  disk.  The 
copy  will  be  exactly  like  the  original, 
right  down  to  the  program's  (violated) 
copyright  mark.  No  loss  of  quality 
here,  unlike  photocopying  books  or 
videotaping  films. 

It  was  Congress  that  opened  one  of 
the  doors  to  piracy.  When  Congress 
passed  the  1980  Software  Copyright 
Act  it  granted  the  lawful  purchaser  of 
a  software  program  the  legal  right  to 
make  a  backup  copy  for  "archival" 
purposes.  The  intention  was  to  pro- 
tect the  user  in  the  event  the  original 
program  was  damaged  or  lost.  But 
once  a  user  knows  how  to  make  one 
copy,  how  can  he  be  prevented  from 
turning  out  10  or  20? 

However,  software  can  be  coded 
electronically  so  that  the  computer 
will  be  unable  to  make  a  copy  from 
the  original.  In  the  trade  this  is  called 
"copyprotecting,"  or  "locking"  a  pro- 
gram. It  is  as  if  you  could  develop  a 
printing  ink  that  would  disappear 
whenever  a  page  was  placed  into  a 
photocopier^ 

So  why  aren't  all  programs  locked? 
Some  business  programs,  like  ac- 
counting, are  so  critical  to  running  a 
business  that  no  savvy  manager 
would  use  them  unless  free  to  make 
backup  copies.  Rather  than  producing 
locked  programs  and  providing  back- 
ups— which  can  be  expensive  and 
cumbersome — many  manufacturers 
of  lower-priced  products  have  so  far 
opted  to  allow  users  to  make  their 
own  backup  copies. 

In  any  case,  it  is  by  no  means  clear 
how  effective  locking  can  be.  The 
same  intelligence  used  to  create 
locked  programs  can  be  used  to  un- 
lock (or  "break'')  the  copy  protection. 
Software  programs  that  do  this  are 
called  "nibblers."  Like  superpower 
cryptologists,  these  lockers  and  nib- 
blers keep  fighting  for  technological 
supremacy. 

"Litigation  is  not  a  viable  long-term 
solution,"  argues  Rick  Magnuson, 
who  heads  an  association  committee 


on  copyright  protection  and  who  fa- 
vors copyprotecting  software.  In  the 
end,  however,  a  large  part  of  the  prob- 
lem may  solve  itself.  The  software 
industry  right  now  is  moving  away 
from  a  highly  fragmented  market 
dominated  by  enthusiasts  toward  be- 
coming an  important  business  tool  as 
well  as  part  of  the  broad  consumer 
products  market.  Better  policies  for 
demonstrations,  returns  and  service 


will  make  some  piracy  unnecessary. 
Also,  software  prices  are  beginning  to 
fall.  That  takes  away  much  of  the 
economic  incentive  for  copying. 
Rather  than  enriching  lawyers  with 
suits  like  MicroPro's,  says  Edwin  Lee, 
president  of  Pro-Log  Corp.,  software- 
makers  "should  be  thinking  about 
how  to  design  and  develop  product  at 
a  lower  cost  and  then  how  to  find 
cheaper  distribution."  ■ 
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Gilded  youth,  jaded  youth 


Rick  is  a  screen-wise  Los  Ange- 
les 16-year-old  who  asks  us 
not  to  mention  his  last  name.  He 
owns  two  computers,  an  Atari  400 
and  an  Atari  800.  He  also  owns 
over  200  illegal  software  programs 
that  he  has  collected  during  the 
last  eight  months  and  that,  he  esti- 
mates, are  worth  around  $9,000. 
Rick's  cost  on  this  game  library? 
Under  S500. 

Computer-smart  teenagers  like 
Rick  are  the  hope  of  America's  in- 
dustrial future.  But  often  they  are 
also  white-collar  criminals,  the 
scourge  of  software  producers  and 
telephone  companies.  These  young 
pirates  collect  their  booty  electron- 
ically in  the  form  of  new  video 
games  and  other  valuable  software. 
They  do  so  not  only  by  trading 
with  a  friend  down  the  street  but 
also  via  the  country's  mushroom- 
ing networks  of  so-called  electron- 
ic bulletin  boards,  or  BBSs  (for  Bul- 
letin Board  Systems) — the  high- 
tech equivalent  of  the  supermarket 
or  college  dorm  bulletin  board. 

It  works  like  this:  A  kid  in,  say, 
Chicago  starts  a  BBS.  There  is 
nothing  complicated  about  the 
startup.  With  the  right  software, 
the  BBS  becomes  a  communal  pool 
accessible  to  anyone  with  its 
phone  number.  The  kid  circulates 
the  number  to  friends,  who  pass  it 
on.  Another  kid  in  Los  Angeles 
gets  the  number.  He  gets  his  com- 
puter to  call  the  Chicago  BBS. 
Flicker,  flicker:  Whatever  is  listed 
on  the  bulletin  board  in  Chicago  is 
immediately  available  in  L.A. 

Take  it  a  step  further.  The  Chi- 
cago kid  gets  hold  of  M.U.L.E., 
Electronic  Arts'  hot  new  game.  He 
wants  to  share  it — or,  like  baseball 
cards  of  old,  trade  it — with  his 
friends.  He  "uploads"  (i.e.,  trans- 
fers) the  game  into  the  computer's 
storage  and  advertises  the  fact  that 
it  is  there  on  the  bulletin  board. 
Now  the  kid  in  Los  Angeles  sees 


M.U.L.E.  is  available.  If  he  wants  a 
copy,  he  simply  types  in  the  cor- 
rect command  and  the  game  is 
downloaded  over  the  phone  lines 
to  his  own  computer.  Flicker, 
flicker.  He  now  owns  a  $49  game 
for  the  price  of  a  blank  disk  and 
just  a  few-minutes'  phone  call  to 
Chicago. 

If  that.  According  to  Rick,  the 
smart  kids  use  their  autodialers 
(gizmos  whereby  the  computer 
dials  telephone  numbers  at  high 
speed,  changing  the  number  until 
it  finds  another  computer  to  talk 
to,  as  in  MGM/UA's  brilliant  new 
film  WarGames).  Given  enough 
time,  the  computer  can  find  the 
numbers  to  tap  into  MCI's  or 
GTE/Sprint's  long-distance  lines, 
thereby  causing  the  calls  to  be 
billed  to  another  number.  Rick 
claims  such  calls  are  not  traceable. 
The  telephone  company  disagrees. 

The  profit  potential  of  the  elec- 
tronic bulletin  boards  is  obviously 
enormous.  They  could,  in  theory  at 
least,  replace  newspaper  classified 
ads  in  a  single  keystroke.  There  are 
already  at  least  800  verified  bulle- 
tin boards  operating,  plus  a 
number  of  completely  under- 
ground ones.  Bulletin  board  spe- 
cialties range  from  games  to  sci- 
ence fiction  buffs  swapping  book 
reviews  and  articles,  doctors  ex- 
changing medical  information, 
others  even  trading  X-rated  classi- 
fied listings. 

Back-to  Rick  and  his  friends.  Few 
of  them  think  they  are  doing  any- 
thing wrong.  Aren't  they  ripping 
off  business  and  the  telephone 
companies?  Sure,  but  in  Rick's 
book,  big  business  is  fair  game. 
Rick  also  writes  game  programs 
and  tries  to  market  them  to  soft- 
ware publishers.  One  of  his  friends 
recently  did,  receiving  $60,000. 
How  would  Rick  feel  if  someone 
pirated  his  program?  "I'd  be  ticked 
off,"  he  says  quickly. — K.K.W. 


Speed.  Reliability.  Economy. 
That's  what  we  deliver  over  90,000 times  every  single  day. 


Excellence.  That's  what  we're  com- 
mitted to  at  Express  Mail  Next  Day 
lervice  from  the  Post  Office.  We  give 
oujust  about  everything  you  could 
>sk  for  in  overnight  delivery.  Including 
ng  savings. 

Our  2-Pound  Pak,  for  instance,  is 
jst  $9.35.  About  half  what  most 
others  charge. 

That's  so  little  to  pay  for  so  much 
eliability 

And  for  so  much  convenience,  too. 
Ve  have  over  3,500  Express  Mail  post 
offices  across  the  country  Plus  hun- 


dreds of  collection  boxes,  for  prepaid 
items,  in  most  major  cities.  So  when 
you  need  to  send  something,  chances 


are,  we  're  just  a  few  steps  away. 

To  top  it  all  off,  we  deliver  on  week- 
ends—at no  extra  charge.  And  we 
handle  packages  of  up  to  70  pounds. 

So  next  time,  send  yours  with 
Express  Mail  Service  from  the  Post 
Office.  And  we  'II  deliver  it  the  same 
way  we  deliver  over  90, 000  others 
every  day.  Quickly.  Reliably.  And 
economically. 

EXPRESS  MAIL  £1 

NEXT  DAY  SERVICE  E3. 


The  2-Pound  Pak  < 9.35.  We  make  you  look  good  for  less. 


To  make  decisions 
fast,  let  the  IBM 
Information  Network  help, 


Decision  making  is  tough.  And  it 
gets  a  lot  tougher  when  you've  got  to 
move  fast. 

The  IBM  Information  Network  can 
help.  It  lets  you  communicate  with 
colleagues,  including  the  hardest  ones 
to  reach.  Even  communicate  with 
several  of  them  at  once. 

You  reach  people  across  the  street 
or  across  the  country  through  the 
Professional  Office  System  (PROFS): 
one  of  many  services  available  from 
the  IBM  Information  Network. 


Simply  linking  your  terminals  to 
he  IBM  Information  Network  gives 
?ou  access  to  a  wide  range  of  services 
designed  to  help  you  do  your  job 
:aster,  and  with  less  wasted  effort. 

But  PROFS  is  much  more  than  a 
communication  link.  It  provides  an 
dectronic  in-basket.  Message  store- 
md-forward  service.  A  personal 
calendar  and  automatic  time  reminder, 
fou  can  file  a  memo  or  other  impor- 
:ant  information,  and  call  it  up  on  the 
:erminal  screen  at  electronic  speed. 

You  can  even  write  and  revise 
documents  if  you  wish.  Then  dis- 
jibute  and  file  them.  All  by  touching 
i  few  keys  at  your  terminal. 

If  you  have  an  in-house  computer, 
:he  IBM  Information  Network  can 
complement  it — for  example,  by 
3roviding  a  low-risk  and  fast  way  to 
try  innovations  like  PROFS. 

Like  other  IBM  Information 


Network  offerings,  PROFS  is  available 
as  software  from  IBM.  So  you  can 
move  it  to  your  in-house  computer 
system  later  if  you  wish. 

With  these  and  other  services, 
the  IBM  Information  Network  offers 
major  support  for  the  business  profes- 
sional. To  take  the  first  step  toward 
learning  more  about  it,  call  1  800 
IBM-2468,  Ext.  7.  Or  return  the 
coupon.  You'll  be  on  the  ===^j 
road  to  faster  decisions. 

[~ IBM  Information  Network  F-8-15 
RO.  Box  30104 
Tampa,  Florida  33630 

□  Have  a  marketing  representative  contact  me. 

□  Send  information  on  IBM  Information  Network 
products  and  services. 
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Tom  Macioce  s  tough,  tactical  manage- 
ment brought  Allied  Stores  up  from  the 
bottom.  Can  his  strategy^  take  it  to  the  top? 

Is  discounting 
done  for? 


Tom  Macioce,  head  oj  Mlied  Stores,  at  Bonwit  Teller  in  New  York 
Climbing  retailing'*,  social  ladder. 


By  Jean  A.  Briggs 

Discounting  is  the  past  in  re- 
tailing, not  the  future.  Who 
says  that?  Tom  Macioce,  six- 
foot-fivc,  lean,  spiffy  in  a  well-cut 
dark  suit  and  100%  sure  of  himself. 
He's  every  inch  the  man  to  preside 
over  quality  retailing  names  like 
Brooks  Brothers,  Garfinckel's  and 
Bonwit  Teller.  All  these  outfits  are 
part  of  $3.2  billion  (sales)  Allied 
Stores  Corp.,  the  nation's  fifth-largest 
department  store  chain.  As  Allied's 
chief  executive  he's  quite  content  to 
let  the  price-conscious  customer  shop 
elsewhere.  Listen  to  him: 

"Filene's  can  be  the  biggest  and 
strongest  basement  operation  in  New 
England,  as  far  as  I'm  concerned. 
That's  not  the  market  share  I  want." 

Macioce  knows  that  Federated  De- 
partment Stores,  Inc.  is  happily  ex- 
panding its  Filene's  bargain  operation, 
and  he's  not  really  predicting  the  de- 
mise of  Caldor  or  Target  or  Loeh- 
mann's.  What  he's  saying  is:  The  fu- 
ture growth  and  the  really  good  profits 
he  elsewhere. 

That,  of  course,  puts  Macioce  on 
the  opposite  side  of  the  fence  from 
nearly  every  other  large  department 
store  chain  in  the  country.  Dayton- 
Hudson  Corp.  has  had  its  Target 
stores  for  years  and  is  now  establish- 
ing a  new  chain  called  Plums,  the 
Elegant  Discounter.  Federated  has  its 
Gold  Circle  stores  as  well  as  Filene's. 
Associated  Dry  Goods  Corp.  bought 
Loehmann's  in  May  and  Caldor's  two 
years  ago. 

Are  they  all  wrong?  It  wouldn't 
seem  that  way.  Over  the  past  couple 
of  years  at  least,  discounters  such  as 
Marshalls,  owned  by  Melville  Corp., 
and  T.J.  Maxx,  owned  by  Zayre  Corp., 
have  had  sales  and  profit  gains  much 
larger  than  the  average  department 
store's.  True,  says  Macioce,  but  that  is 
the  past.  The  future  will  be  different. 
With  so  many  players  getting  into  dis- 
counting, a  shakeout  is  inevitable. 
Competition  will  squeeze  out  all  the 
profit  just  when  the  economic  recov- 
ery is  bringing  consumers  back  to  de- 
partment stores  with  their  branded 
merchandise,  relatively  good  service 
and  relatively  high  prices. 

"People  do  care  what  label  is  sewn 
inside  their  coat,"  he  says.  "If  they 
feel  economically  secure  they  will 
want  a  better  label." 

Of  course,  Macioce  realizes  that 
few  people  will  buy  merchandise 
from  his  stores  when  they  can  get 
exactly  the  same  thing  down  the 
street  for  a  good  deal  less.  For  that 
reason,  Macioce  says  he  will  refuse,  to 
the  extent  possible,  to  carry  lines 
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IS  YOUR  LUXURY  CAR 
CHRONOLOGICALLY  NEW,  BUT 
TECHNOLOGICALLY  OLD? 


One  of  the  ironies  of  buying  a  new 
car  is  that  there's  no  guarantee  the  car 
will  be  new. 

Unused,  yes.  Unowned,  yes. 

But  ultimately,  a  car's  newness  has 
more  to  do  with  the  inventiveness 
of  its  technology  than  with  the  year  for 
which  it  was  made. 

A  point  that  is  vividly  illustrated  by 
the  BMW  528e. 

THE  PRODUCT  OF  INNOVATION.  NOT 
RENOVATION. 

The  528e  is  the  first  of  a  new  gen- 
eration of  BMW's,  one  designed  to 
carry  up  to  5  adults  and  the  state  of  auto- 
motive technology  well  into  the  '80s. 

It  accomplishes  this  through  engi- 
neering unimpeded  by  nostalgia.  Its 
engine,  forexample,  is  nota  renovation  of 
some  earlier  design  in  the  hope  of 
breathing  life  into  it  for  another  year. 

The  BMW  6-cylinder  'Eta'  power 
plant  shares  little  more  than  the  concept 
of  internal  combustion  with  such  cars. 
It  is  a  high-torque,  low-rewmg  engine  that 
churns  out  exhilarating  response  with 

"EPA-estimated  1221  mpg,  32  mpg  highway  Your  actual  mileage  may  vary,  depending  on  speed,  weather  and  trip  length;  actual  highway  mileage  will  most  likely  be  lower  'Warranty  applies  to 
automobiles  purchased  from  authorized  U  S  BMW  dealers  only  See  your  BMW  dealer  for  details.  £  1982  BMW  of  North  America.  Inc  The  BMW  trademark  and  logo  are  registered.  European  Tourist 
Delivery  can  be  arranged  through  your  authorized  US  BMW  dealer. 


almostdietetic  fuel  appetites—  combining 
BMW-like  performance  with  diesel-like 
efficiency* 

Toward  this  end,  the  Eta  engine 
relies  not  upon  chance  but  upon  micro- 
processors. They  read  all  manner  of 
engine  data— air/fuel  mixture,  throttle 
openings,  etc.— then  order  ignition  at 
the  precise  thousandth  of  a  second  for 
optimum  performance. 

Still,  the  story  of  the  528e  is  one  not 
just  of  excellent  response,  but  balletic 
agility.  And  in  the  rear,  where  many  cars 
ride  on  suspension  designs  substantially 
unchanged  for  decades,  the  528e  rides 
on  a  breakthrough. 

The  new  rear  suspension  is  one  of 
the  most  significant  advances  in  rear 
suspension  design  in  a  generation.  One 
that  combines,  rather  than  mutually 
compromises,  the  qualities  of  road  adhe- 
sion and  smoothness  of  ride. 

THE  DEMYSTIFICATION  OF  THE 
LUXURY  CAR. 

The  conventional  luxury  car  believes 
the  driver  should  be  protected  from 


the  mystery  of  its  mechanical  functioning. 

The  528e  disagrees  entirely. 

A  fuel  economy  indicator  reports 
back  your  mpg  figures  as  you  drive. 

An  Active  Check/ Control  provides 
readings  on  7  different  measures  of  the 
car's  operational  readiness. 

A  new  Service  Interval  Indicator  even 
informs  you  when  service  is  warranted . 

And  the  528e's  warranty  is  engi- 
neered with  comparable  foresight:  a  3- 
year/36,000-mile  limited  warranty  plus 
a  6-year  limited  warranty  against  rust 
perforation.1. 

So,  those  in  the  market  for  a  1983 
automobile  will  find  an  ample  supply,  per- 
haps even  in  excess  of  demand. 

Those,  on  the  other  hand,  who  are 
interested  in  a  car  that's  new  are  invited  to 
a  dealership  where  it's  possi 
ble  to  find  one. 

Your  BMW  dealer.  Who 
will  be  happy  to  arrange  a 
thorough  test  drive. 

THE  ULTIMATE  DRIVING  MA< 


from  manufacturers  that  sell  to  dis- 
counters. "We're  not  going  to  hold  an 
umbrella  over  them  anymore,"  he 
says.  Just  in  case  manufacturers  don't 
fall  into  line,  Allied  is  busy  develop- 
ing private-label  brands.  So  far,  it  isn't 
clear  whether  the  manufacturers  will 
comply,  but  they  do  seem  to  be  wor- 
ried. Calvin  Klein,  for  example,  says  it 
will  try  harder  to  keep  its  goods  out  of 
discounters'  hands.  Ralph  Lauren  says 
that  it  will  unload  leftover  merchan- 
dise in  its  own  outlets  far  from  the 
department  stores. 

Whether  or  not  Macioce's  decline- 
of-discounting  theory  is  correct, 
there's  no  doubt  the  onetime  Colum- 
bia University  basketball  star  de- 
serves credibility  because  he  has  done 
a  fine  job  since  taking  over  at  Allied  in 
1972.  At  that  time,  as  he  delights  in 
telling  visitors,  "Allied  was  at  the  bot- 
tom of  the  heap,  the  least  profitable 
department  store  chain.  Now  it  is  one 
of  the  best."  Allied's  net  margins  of 
2.8%  last  year  put  it  only  fifth  in 
profitability  among  the  seven  biggest 
department  stores,  but  actually  Al- 
lied's operating  results  were  better 
than  that  would  indicate.  What 
dragged  down  the  final  net  were  hor- 
rendously  high  interest  costs  incurred 
in  buying  the  coveted  Garfinckel, 
Brooks  Brothers,  Miller  &  Rhoads. 
But  the  company  has  now  refinanced 
debt,  and  interest  rates  are  down. 

Macioce  differs  markedly  in  style 
from  most  other  leading  retailers. 
There's  a  big  touch  of  the  showman  in 
many  of  them,  but  Macioce  is  essen- 
tially a  numbers  man.  He  says  he  sim- 
ply applied  management  techniques, 
especially  tough  financial  controls, 
long  used  in  other  businesses. 
"There's  more  to  retailing  than  just 
buying  and  selling,"  says  Macioce, 
who  is  probably  the  only  CEO  of  a 
major  American  department  store 
chain  never  to  have  run  a  store  him- 
self. His  background  is  in  finance  (he 
joined  Allied  in  1960  as  vice  president 
of  finance)  and  he  still  seems  to  enjoy 
personally  keeping  an  eye  on  sales, 
operating  profits,  inventories  and  ex- 
penses of  every  department  of  every 
maior  division.  For  the  past  six 
months  he  has  been  able  to  punch  up 
the  numbers  on  a  Wang  computer  ter- 
minal behind  his  desk.  He  does  so 
with  gusto  every  workday. 

His  critics  say  Macioce  stifles  re- 
tailing creativity  by  his  strict  adher- 
ence to  the  numbers  but  the  results 
seem  to  belie  the  criticism.  For  exam- 
ple, there  was  a  great  uproar  when 
Allied  went  after  Garfinckel-Brooks, 
but  the  outfit  has  prospered  and  its 
reputation  remain  s  intact. 

His  essential  strategy  is  simple 


enough.  The  old  Allied  consisted  of  a 
ho-hum,  middle-of-the-road  group  of 
department  stores  that  had  neither  a 
price  image  nor  a  quality  image. 
These  included  such  chains  as  Jordan 
Marsh,  Maas  Brothers,  Stern's, 
Joske's.  Under  Macioce,  Allied  has, 
since  1977,  encouraged  these  stores  to 
upgrade  their  merchandise  and  add  a 
more  affluent  group  of  customers  to 
their  base.  And  it  has  acquired  retail- 
ers with  a  strong  quality  image.  Part 
of  the  strategy  involves  watching 
carefully  what  Ann  Taylor's  or  Bon- 
wit's  trendy  customers  are  buying  and 
then  rushing  similar  merchandise 
into  the  older  stores.  Allied  execu- 
tives observe,  too,  what  Brooks  Broth- 
ers' conservative  customers  buy  and 
stock  the  other  stores  accordingly. 
Right  now,  Brooks  is  capitalizing  on 
its  image  to  capture  the  market  for 
the  woman  executive  who  covets  the 
Brooks  look. 

Macioce's  acquisitions  have  not 
come  cheap.  They  have  cost  Allied 


By  Geoffrey  Smith 

Y1  OU  CAN  TELL  SOMETHING  IS  in 
the  wind  out  at  Holiday  Inns' 
headquarters  in  Memphis, 
Tenn.  After  about  30  years  they're 
changing  that  green,  yellow  and  or- 
ange sign,  the  one  with  426  light 
bulbs  and  836  feet  of  neon  tubing.  It 
spells  out  "Holiday  Inn"  in  a  Fifties 
kind  of  script  beneath  a  shining  star 
and  a  great  flashing  arrow.  In  its 
place  at  Holiday's  1,733  hotels  in  the 
U.S.  and  around  the  world  will  go 
something  almost  tasteful:  an  energy- 
saving,  rectangular  green  sign  with 
Holiday  Inn  written  in  white  script 
beneath  a  small,  subdued  yellow-and- 
orange  starburst.  The  new  sign  is 
more  than  merely  symbolic  at  this 


S255  million  in  total  investment,  and 
the  financial  strain  shows.  Howard 
Hassler,  Allied's  vice  president  of  fi- 
nance, calculates  that  the  continuing 
burden  of  debt  incurred  in  the  Gar 
hnckel-Brooks  deal  penalized  1982 
earnings  by  S5  million.  Last  year  Al- 
lied earned  S90.6  million,  or  S4.41  per 
share.  This  year  Allied,  like  other  ma- 
jor retailers,  is  showing  strong  gains 
and  could  earn  S5.25  a  share  for  fiscal 
1983.  However,  the  burden  of  debt 
remains:  Allied's  S844  million  in  to- 
tal debt  now  represents  49%  of  cap- 
ital, vs.  38%  in  1978.  The  debt  will 
stay  high  for  several  years,  says 
Hassler,  until  earnings  build  up  the 
equity  side  of  the  balance  sheet. 

Macioce  expects  to  stay  around  un- 
til he  has  achieved  both  his  marketing 
and  financial  goals.  Although  he  is  64, 
Allied's  board  has  obligingly  extended 
his  contract  through  1987.  By  then, 
the  verdict  should  be  in  on  whether 
Tom  Macioce  is  as  good  a  strategist  as 
he  is  a  tactician.  ■ 


SI. 4  billion  (sales!  company. 

Or  so  investors  seem  to  hope.  They 
have  bid  Holiday  Inns'  stock  from 
34 Va  back  in  January  to  a  recent  547/8, 
a  fancy  25  times  earnings. 

Why  25  times  earnings  for  the  mar- 
ket leader  in  a  mature  industry, 
whose  earnings  growth  and  profitabil- 
ity have  been  mediocre  at  best-  Inves- 
tors are  betting  heavily  that,  after 
eight  years  of  hard  work,  Holiday  Inns 
has  successfully  made  the  transition 
from  an  entrepreneunally  managed 
company  under  now  retired  founder 
Kemmons  WTilson  to  a  professionally 
managed  company  under  his  succes- 
sors, 41 -year-old  Chief  Executive  Of- 
ficer Michael  D.  Rose  and  Chairman 
Roy  Winegardner,  62,  a  former  major 
franchisee. 


Like  Reggie  Jackson  in  baseball  or  Roberto 
Duran  in  boxing,  you  may  be  able  to 
recapture  your  magic  touch.  But  you  can 
never'  recapture  your  youth. 

Holiday  Inns- 
the  middle  years 
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The  new  team  is  blunt  in  its  criti- 
cism of  its  predecessors,  who  sold  off 
most  of  their  holdings  long  since.  Says 
CEO  Mike  Rose,  "We  had  a  senior 
management  team,  basically  entre- 
preneurs, who  had  lost  confidence  in 
their  business  when  the  1974  real  es- 
tate crunch  hit.  They  also  had  lost 
control  of  our  franchise  relationship. 
Second,  as  they  had  diversified,  in 
search  of  higher  returns,  into  bus 
companies  and  steamship  companies, 
they  had  started  to  make  a  number  of 
mistakes  in  terms  of  conception  and 
location  of  new  hotels.  Third,  they 
had  a  lot  of  hotels  that  had  been  built 
in  the  Fifties  and  early  Sixties  that  the 
market  had  moved  away  from. 
Fourth,  their  European  hotels  were 
losing  a  lot  of  money  because  they 
were  based  on  an  American 
view  of  the  hotel  business  su- 
perimposed on  Europe,  which 
didn't  work." 

Rose  pauses:  "When  Roy  and 
I  came  in,  back  in  1974,  we 
found  ourselves  wrestling  with 
alligators." 

Executive  Vice  President  Jim 
Schorr,  41,  a  former  detergents 
brand  manager  at  Procter  & 
Gamble  who  joined  Holiday 
back  in  1975,  takes  up  the  re- 
frain: "Our  relationship  with 
our  franchisees  was  just  terri- 
ble. No  trust,  no  mutuality  of 
respect.  Here  at  headquarters 
there  was  an  enormous  arro- 
gance that  comes  with  the  kind 
of  success  Holiday  Inns  had  en- 
joyed. So  we  came  in — and  it 
wasn't  just  Mike  and  Roy  and 
me,  it  was  hundreds  of  people — 
determined  to  pull  this  com- 
pany into  the  Eighties.  We  came 
in  with  a  desire  to  kick  our  com- 
petitors in  the  ass,  and  a  desire 
to  win.  A  lot  of  our  franchisees 
were  quite  upset  when  they  saw 
all  these  enormous  changes  that  were 
about  to  happen." 

The  bus  company,  Trailways,  was 
sold  to  a  group  of  investors  that  in- 
cluded ex-Greyhound  Lines  Chief  Ex- 
ecutive James  Kerrigan  for  $94  mil- 
lion in  the  fall  of  1979.  Next  went  a 
printing  company,  a  restaurant  supply 
company,  and  the  steamship  com- 
pany, Delta,  to  West  Coast  tugboat 
king  Crowley  Maritime  International, 
Inc.  for  S96  million  cash  at  the  end  of 
last  year. 

There  also  were  acquisitions  and, 
with  them,  turmoil.  One  acquisition 
was  made  in  1979:  then  $80  million 
(sales)  Perkins  pancake-and-steak 
chain,  which  has  since  gone  nowhere 
despite  stem-to-stern  shakeups.  The 
1980  acquisition  of  the  then  $196  mil- 


lion (sales)  Harrah's  casino  business 
has  turned  out  far  better  and  now  ac- 
counts for  a  third  of  assets  and  con- 
tributes a  third  of  Holiday's  profits. 

Meanwhile,  pruning  of  the  older 
franchise  operations  has  been  down- 
right drastic:  Old  Holiday  Inns  have 
been  losing  their  franchises  at  the  rate 
of  about  one  a  week,  as  minimum 
operating  standards  have  been  raised 
each  year.  So  drastic  was  the  pruning 
that,  even  with  569  new  hotels  in  the 
past  eight  years,  there  has  been  a  net 
gain  of  only  45  in  the  number  of  Holi- 
day Inns. 

However,  the  new  team  did  not  ne- 
glect operations.  Here  they  reversed 
Kemmons  Wilson's  old  strategy  and 
began  to  move  the  chain  upmarket. 
Rose  says:  "I  learned  that  quality  is 


Holiday  Inns  President  Michael  Rose 
"Wrestling  with  alligators." 


much  more  important  than  cost — a 
very  different  focus  than  Kemmons 
Wilson  had.  Kemmons'  whole  con- 
cept was:  'Build  it  cheaper.  Be  the 
low-cost  producer.'  He  was  right  for  a 
long  time,  but  in  a  more  competitive 
environment  it  didn't  work  because 
there  were  people  with  yet  lower 
costs  out  there." 

Holiday  Inns  decided,  therefore,  to 
adopt  a  kind  of  General  Motors-P&G 
multiple-brand  approach  to  market- 
ing. "We  felt  we  had  let  our  brand 
ramble  over  too  broad  a  price  range," 
says  Rose.  Earlier  this  year  it  intro- 
duced the  Crowne  Plaza  chain,  and 
proposes  to  rename  and  build  or  refur- 
bish some  40  hotels  for  the  top  5%  of 
the  Holiday  Inns  market.  In  some  ten 
new  sites,  it  will  begin  offering  next 


year,  at  a  premium  rental,  "embassy 
suites,"  another  upmarket  subbrand 
for  the  business  traveler  who  stays 
three  or  four  days,  instead  of  the  usual 
two,  and  wants  a  bit  more  space  and 
comfort. 

And  that  is  only  the  beginning. 
"Three  years  from  now  Holiday  Inns 
will  look  as  different  from  what  it  is 
today  as  it  is  different  today  from 
1978,"  says  Jim  Schorr.  "We'll  have 
new  sources  of  revenue  from  market 
segments  in  the  hotel  business  we 
don't  compete  in  today." 

Meanwhile,  defensively,  Schorr 
points  out  that  he  can  modernize 
Holiday's  midmarket  stronghold  far 
more  cheaply  than  most  of  his  com- 
petitors can  build.  "If  you're  going  to 
build  a  midpriced  hotel  today,  it's  go- 
ing to  cost  you  $50,000  a  room, 
and  you're  going  to  have  a  com- 
petitor down  the  street  whose 
name  is  Holiday  Inns,  and  he 
built  his  hotel  12  years  ago  and 
he  has  a  cost  remaining  of 
$5,000  a  room  on  his  books. 
Holiday  Inns'  ability  to  compete 
with  you  is  enormous.  I  can  go 
in  and  rebuild  that  Holiday 
property  so  it  looks  brand  new, 
right  off  the  assembly  line,  with 
a  Holidome  [a  roof  over  the  pool 
area]  and  conference  rooms  and 
commercial  areas,  for  $5  mil- 
lion, and  that's  pushing  it."  So 
the  Holiday  franchisee  would 
have  a  completely  refurbished 
200-room  inn  for  $6  million, 
while  a  start-from-scratch  com- 
petitor would  have  to  cough  up 
perhaps  $10  million. 

Rose  is  also  applying  market 
segmentation  to  Holiday  Inns' 
gambling  business.  Says  he: 
"The  real  key  to  the  gaming 
business  that  has  taken  us  a 
long  time  to  understand  is  that 

  it  requires  very  sophisticated 

marketing.  A  casino  customer  may 
spend  $50,  or  he  may  spend  $500,000. 
We  don't  concentrate  our  marketing 
dollars  on  the  high-end  premium 
player.  We  want  the  middle-range 
player." 

Rose  and  Schorr  are  the  first  to  ad- 
mit that  fully  one-third  of  the  Holiday 
Inns  in  the  country  are  still  below 
standard  in  terms  of  appearance  and 
market  viability.  But  they  count  that 
as  an  asset  rather  than  a  liability  be- 
cause it  is  a  lot  cheaper  to  refurbish 
and  upgrade  than  to  build  from  the 
ground  up.  The  people  running  Holi- 
day Inns,  in  short,  are  concentrating 
on  profitability  rather  than  on 
growth.  And  the  stock  market,  by  ac- 
cording the  stock  a  25-times  multiple, 
is  betting  they  will  achieve  it.  ■ 
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Alifetime  of  investment  oppc 
Total  Financial  Planning  fior 


Life  used  to  be  a  lot  simpler.  You  worked 
hard,  saved  your  money,  got  married,  bought  a 
house  and  some  stock,  put  your  kids  through 
college.  Then  you  turned  to  your  retirement 
nest  egg. . .  and  lived  happily  ever  after. 

Today,  things  are  different.  Inflation,  roller 
coaster  interest  rates  and  taxes  cut  into  the 
very  fabric  of  your  life.  And  nobody  knows 
what  will  happen  next.  How  do  you  cope? 

At  Prudential-Bache  Securities,  we  have 
an  answer.  Total  Financial  Planning. 

When  you're  starting  to  make  it, 
start  a  strategy  to  keep  it. 

We  think  Total 
Financial  Planning 
should  begin  in  the 
first  stages  of  a  promis- 
ing career,  when  you 
have  the  greatest 
potential  and  the 
fewest  obligations. 

A  phone  call  is  all  it  takes  to  get  you  started. 
It  puts  you  together  with  a  Prudential-Bache 
Account  Executive.  The  two  of  you  will  then 
review  your  current  financial  position,  define 
your  objectives,  and  determine  the  most  effec- 
tive way  to  get  you  where  you  want  to  be.  And 
well  stay  with  you,  changing  and  adjusting  your 
program  as  your  needs  and  objectives  change. 

Promise  to  love,  honor., 
and  invest. 

For  many  couples, 
marriage  means  two 
good  incomes. . .  and  a 
higher  tax  bracket.  Good 
eason  to  establish  a 
<ind  financial  base 
iv  in  your  marriage, 
•ase  that  would  not 


only  include  a  sensible  budget,  but  a  sensibl< 
use  of  investment  assets  as  well.  A  Total 
Financial  Planning  program  that  could  inclu< 
stocks  and  bonds,  options,  and  mutual  funds 
as  well  as  IRA  or  Keogh  plans. 

Before  you  buy  your  home, 
build  your  foundation. 

These  days,  how 
do  you  even  save 
enough  for  a  down  pay- 
ment on  a  new  home? 
Through  Total  Financial 
Planning  and  your 
Prudential-Bache 
Account  Executive, 
youll  have  access  to  over  one  hundred  financi 
alternatives. 

If  your  goal  is  to  finance  the  purchase  of  i 
home,  your  strategy  might  include  a  balance 
growth  stocks  and  investments  stressing  safet 
and  liquidity,  such  as  negotiable  certificates 
of  deposit  or  discount  government  bonds. 

Handling  the  high  cost 
of  higher  education. 

How  do  you  turn 
savings  into  enough  ft 
J  tuition,  when  a  collegi 
education  today  can  cc 
well  over  $10,000  a 
year  for  each  child? 
And  who  knows  what 
may  cost  five  or  ten 
years  from  now?  Now  is  the  time  to  include 
alternatives  in  your  plan  that  let  you  accumu 
late  income  at  lower  tax  rates. . .  such  as  a 
custodial  account  or  a  trust.  You  could  consid 
zero  coupon  bonds,  growth  stock  funds  or 
discount  corporate  bonds  for  these  accounts. 


inity  and  financial  security 
rudential  -Bache  Securities. 


Survival  in 
the50%taxbracket. 

A  key  part  of  your 
"otal  Financial  Planning  | 
irogram  will  be  a  tax 
trategy  that  is  designed  | 
)  let  you  keep  more  of 
our  hard  earned 
ollars. 

That's  why,  at  Hy^J^ 
'rudential-Bache,  we  consider  the  tax  aspects 
f  all  your  investments  while  helping  you  de- 
elop  your  Total  Financial  Plan. 

Working  with  your  Account  Executive  you 
light,  for  instance,  put  together  a  plan  consist- 
lg  of  municipal  bonds,  annuities,  tax  shelters 
nd  utility  stocks  that  have  dividend  reinvest- 
lent  plans.  Even  gifts  can  work  for  you. 

While  you're  moving  up, 
branch  out 

There  are  many 
criteria  for  measuring 
success.  One  is  dispos- 
able income.  And  as 
your  disposable  income 
increases,  you'll  want  to 
maximize  growth  while 
keeping  an  eye  on  risk. 
V  good  time  to  diversify  into  real  estate,  well- 
onsidered  research  projects,  private  place- 
nents,  commodities,  or  advanced  options 
trategies. 

A  quest  for  tax-advantaged  capital  gains 
it  this  time  can  be  very  worthwhile. 

The  flexibility  of  Total  Financial  Planning, 
long  with  the  acumen  of  our  Account  Execu- 
tes, puts  Prudential-Bache  Securities  in  a 
inique  position  to  build  a  program  tailored  to 
our  special  requirements. 


It  works.  Even  after  you 
stop  working. " 


Too  many  of  us 
think  of  retirement 
simply  in  terms  like 
Social  Security,  pension 
plans,  profit  snaring, 
IRA  and  Keogh.  Total 
Financial  Planning  can 
translate  those  concepts 
into  reality,  by  providing  the  income,  and  the 
protection,  you  need. 

For  instance,  you  can  augment  your  Social 
Security  and  pension  plan,  with  minimum 
taxation,  through  zero  coupon  bonds,  tax- 
advantaged  mutual  funds,  corporate  and 
government  bonds,  and  high  yielding  stocks. 

Today,  take  the  first  step. 

Begin  the  relationship  that  helps  you  make 
the  right  financial  decisions.  Begin  the  process 
that  can  guide  you  through  a  lifetime  of  invest- 
ment opportunity  and  financial  security. 

Begin  Total  Financial  Planning  now. 

Call  us  at  800-654-5454. 

Day  or  night,  we'll  be  there. 


Wing  us  your  future. 


Prudential-Bache 

Securities 


Why  are  tuition  bills  taking  such  a  big  bite 
out  of  your  budget?  Look  at  the  way  en- 
dowmentfund  managers  are  pussyfooting 
around  the  great  bull  market. 


Campus 
cop-out 


Better  to  sleep  well  than  eat  well? 

Champagne  toasts  at  the  university  club  would  seem  to  be  in  order.  The 
ten  largest  endowments  average  an  over-40%  appreciation  for  the  12 
months  ending  June  30.  But  before  draining  the  bottle,  it  should  be  a 
sobering  thought  to  fund  managers  that  the  S&P's  500  index  was  up  61%. 

1981  88  fc=  

19* 

12  83* 
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Endowment  (Sbillions) 

0.5              1.0             1.5             2.0  2.5 
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University 
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University  of 
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45 

Columbia 
University 

18 

Massachusetts 
Institute  of 
Technology 

University 

45 

of  Chicago 

Northwestern 
University 

— .  

| 
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51 
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University 

39 

"6/82  to  6/83  figures  are  estin. 

Sources:  National  Association  o         it  University 
Business  Officers  (1982  figures/.              ss  17983  figures) 

By  Richard  Phalon 

EVER  SINCE  THEIR  Stock  portfo- 
lios took  a  drubbing  in  the  great 
market  break  of  1973-74,  many 
college  endowment  fund  managers 
have  cast  equities  in  the  same  rowdy 
milieu  as  rugby  players:  It's  nice  to 
have  a  few  around  to  add  a  bit  of  dash 
to  the  trustees'  Christmas  party,  but 
not  so  many  that  you  have  to  worry 
about  broken  furniture. 

The  caution  shows  in  the  numbers. 
There  are  218  endowment  pools 
tracked  by  the  National  Association 
of  College  &  University  Business  Of- 
ficers with  combined  endowments  of 
almost  SI 7  billion.  In  the  nine  years 
ended  in  June  1982  their  investment 
managers  cut  their  stock  holdings  by 
25%.  Bond  holdings,  on  the  other 
hand,  increased  by  nearly  20%. 

The  caution  shows  in  the  perfor- 
mance figures,  too — and  shows  unfa- 
vorably. According  to  NACUBO's 
most  recent  report,  in  only  four  of  the 
nine  years  since  the  great  rout  of  1974 
have  the  218  endowments  done  better 
than  the  stock  market  as  a  whole.  The 
shift  into  fixed  income  wasn't  much 
help,  either.  In  only  four  of  those  nine 
years  did  the  endowments  do  better 
than  the  bond  market.  Worse,  the  uni- 
versities as  a  group  failed  to  keep  up 
with  inflation. 

At  some  well-heeled  universities — 
Harvard,  for  one — endowment  in- 
come can  cover  as  much  as  23%  of  the 
operating  budget.  Thus,  the  failure  of 
many  financial  officers  to  wring 
maximum  returns  from  donations  of 
loyal  alumni  is  one  of  the  reasons 
tuition  bills  at  most  private  col- 
leges— a  freshman  at  Yale  pays  S9,050 
a  year,  for  example,  and  even  at  Notre 
Dame  an  undergraduate  pays 
S6,450 —  have  gone  through  the  roof. 

With  university  costs  rising  on  all 
fronts,  the  incentives  for  sharper  in- 
vestment performance  could  not  be 
clearer,  and  many  universities  are 
working  very  hard  at  reshaping  their 
portfolios.  The  fact  remains,  though, 
that  more  than  three-quarters  of  the 
218  investment  pools  followed  by  the 
business  officers  association  were  less 
than  65%  invested  in  common  stocks 
on  June  30,  1982,  on  the  eve  of  the 
great  bull  market  that  has  pushed  the 
average  to  record  highs.  More  than  a 
third  had  less  than  half  their  money 
invested  in  stocks.  Even  when  it  final- 
ly became  clear  that  stocks  had  really 
taken  off,  much  of  academe  was  too 
rooted  in  timidity  to  respond.  The 
final  numbers  for  the  fiscal  year  ended 
this  June  30  won't  be  out  for  months 
(see  c/xirt  for  estimates).  At  a  quick 
glance,  the  numbers  don't  look  bad, 
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Staying  with  the  oils 


The  oil  price  blowout  caught  a  number  of  college 
endowment  money  managers  flat-footed.  A  quick 
sampling  finds  Rockefeller  University  carrying  large 
blocks  of  Exxon,  Mobil,  SoCal  and  Standard  Oil  of 
Indiana.  The  University  of  Pennsylvania  recently  had 
30%  of  its  equity  in  oil. 

John  B.  Neff  of  the  Windsor  Fund,  the  chairman  of 
Penn's  investment  board,  candidly  admits,  "We  have 
labored  with  that  oil  position."  Neff  has  averaged  down 
on  the  oil  stocks  in  the  hope  of  taking  advantage  of  any 
turnaround  in  the  market. 


The  most  vulnerable  of  all  to  oil  price  fluctuations  is 
the  University  of  Texas  system.  Its  $2  billion  endow- 
ment, second  only  to  Harvard's,  includes  nearly  a  mil- 
lion acres  of  oil  land.  That  resource  pumps  over  $150 
million  a  year  into  its  endowment.  UT's  oil  royalties 
are  down  some  15%  from  the  previous  year.  An  even 
bigger  effect  has  been  felt  because  of  a  drop  in  bonus 
payments  from  auctioning  off  drilling  rights.  Even  the 
ultraconservative  financial  trustees  of  UT  realize  it 
might  be  a  good  idea  to  do  some  secondary  diversifying 
out  of  oil  these  days. — Jon  Schriber 


but  this  kind  of  bull  market  pulls  ev- 
erybody up.  The  fact  remains  that  few 
of  the  endowments  did  as  well  as  the 
popular  averages  and  virtually  none  of 
them  beat  them.  It  may  well  be  that 
the  endowment  fund  managers  will 
turn  more  venturesome  in  the 
months  ahead.  At  the  moment, 
though,  experts  like  George  F.  Keane, 
president  of  the  Common  Fund — 
which  provides  investment  manage- 
ment for  more  than  300  schools — 
have  spotted  "no  big  move  in  terms  of 
stock  allocations."  John  Packard  of 
Scudder,  Stevens  &  Clark's  asset 
management  group  concurs:  "I  don't 
think  the  change  in  equity  positions 
overall  has  changed  much  more  than 
5%  to  7%." 

Part  of  the  problem  is  that  many  of 
the  funds  are  oriented  to  current  in- 
come, a  reflection  of  the  generally  los- 
ing battle  with  rising  operating  costs. 
The  need  for  jam  today  tends  to  push 
endowment  managers  into  bonds  or 
high-yielding  but  slow-growth  utili- 
ties in  periods  when  the  smartest  play 
might  be  elsewhere.  In  all  too  many 
cases,  the  Prudent-Man  rules  that 
bind  college  trustees  seem  to  be  mere- 
ly a  synonym  for  risk  aversion.  In 
terms  of  the  old  Wall  Street  saw, 
many  college  trustees  would  clearly 
rather  sleep  well  than  eat  well.  Yet 
experience  shows  that  caution  is  not 
necessarily  the  best  policy.  In  general, 
the  best  long-term  performances  have 
come  from  big,  heavily  stock-oriented 
endowments  whose  objectives  are  a 
"total  return"  blend  of  capital  gains 
and  dividend  income. 

Some  of  the  best  numbers  came 
from  an  endowment  that  has  long 
since  broken  out  of  the  traditional 
mold — the  University  of  Rochester. 
The  university  had  a  big  leg  up,  it's 
true,  gifts  of  Eastman  Kodak  from  the 
hometown  wizard  George  Eastman. 

Given  the  respectability  of  the 
stock  (and  the  low  1930s  prices  at 
which  it  got  the  stock),  Rochester 
could  easily  have  fallen  into  the  same 
trap  as  Atlanta's  Emory  University. 


The  latter  has  never  sold  a  share  of  the 
big  Coca-Cola  benefactions  that  now 
account  for  about  60%  of  its  $400 
million  portfolio.  Emory's  Coke  divi- 
dends kept  rising,  but  there  were  long 
periods  when  the  stock  did  not. 

Rochester  trustees,  on  the  other 
hand,  over  the  years  began  to  realize 
the  potential  dangers  of  the  one-egg 
basket.  Profits  from  the  sale  of  some 
EK  went  into  the  stock  of  still  another 
local  up-and-comer,  Xerox.  As  recent- 
ly as  1971,  according  to  Paul  Lewis, 
investment  vice  president,  Kodak  and 
Xerox  together  accounted  for  about 
50%  of  the  university's  endowment, 
but  under  a  carefully  tailored  diversi- 
fication plan  Rochester  sold  off  the 
last  of  the  Xerox  stock  this  winter. 
Kodak  has  been  cut  to  the  point  where 
it  accounts  for  only  3%  of  Rochester's 
$650  million  endowment. 

The  results:  Rochester's  endow- 
ment fund  has  increased  in  value  65% 
from  this  time  last  year.  All  that 
growth  has  come  from  an  unabashed 


decision  to  take  the  risks  that  accom- 
pany long-term  growth.  Rochester's 
portfolio  is  chockablock  with  dandy 
little  items  like  Apollo  Computer, 
Inc.,  Convergent  Technologies  and 
MCI  Communications. 

Hand  it  to  the  Rochester  boys:  They 
are  pragmatists,  not  dogmatists.  Far 
from  being  permanently  wed  to 
small-growth  stocks,  they  recognize 
that  the  market  moves  in  cycles.  Phil 
Horsley  and  Kevin  Keogh,  who  man- 
age the  venture  side  of  the  Rochester 
portfolio,  definitely  think  this  might 
be  a  good  time  to  take  and  recycle 
some  profits. 

So  do  Stanford,  Princeton  and  Dart- 
mouth, among  others,  which  have 
also  moved  more  aggressively  into 
stocks  over  the  last  several  years.  As 
usual,  however,  the  herd  is  late  in 
catching  on.  On  past  form,  by  the 
time  other  trustees  discover  there  is 
money  to  be  made  in  equities,  the 
market  will  once  again  have  passed 
them  by.  ■ 


Rochester  endowment  managers  Kevin  Keogh,  Paul  Lewis  and  Phil  Horsky 
Pragmatists  beat  dogmatists  every  time. 
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AN  ITTTELEC 


A  commitment 
to  provide  a  reliable 
telecommunications 
system  that 
not  only  communicates 
with  people,  but 
with  sophisticated 

electronic 
office  equipment. 


)MMITMENT 


SYSTEM 

noo 

o  other  business  phone 
'stem  stacks  up  to  the  new 
r  System  3100  digital  busi- 
3ss  communications 
-stem.  Why? 

'  EXPANDS 

fITH  YOUR  BUSINESS. 

scausethe  ITT  System  3100 
a  product  of  the  most 
dvanced  micro-computer 
jchnology,  it's  designed  to 
row  as  your  business  grows 


It's  designed  for  today's  voice  requirements... and  tomorrow's  data  requirements. 


IT  OFFERS 

MAXIMUM  FLEXIBILITY. 

The  ITT  System  3100  provides 
a  unique  combination  of 
digital  technology  modular 
design,  programmability 
and  use  of  multi-button 
and /or single-line  phones 


'  as  your  needs  change.  It 
□n  be  easily  and  inexpen- 
/eiy  expanded  to  up  to 
38  telephones  and  out- 
je  lines  in  any  combina- 
Dn— simply  by  adding 
lodular  units  and  phones. 

And  since  the  modular 
lits  stack  vertically  you 
Dnserve  floor  space. 


to  give  you  the  maximum 
flexibility. 

You  can  tailor  the 
system  to  meet  the  specific 
needs  of  each  department 
and  each  telephone  user  in 
your  company. 

And  you  can  choose 
from  an  extensive  list  of 
state-of-the-art  options. 


IT'S  A  LINK  TO 
THE  FUTURE. 

The  ITT  System  3100  not  only 
handles  a  wide  range  of 
telephone  traffic,  it  is  de- 
signed to  provide  a  future 
communications  link  with 
computers,  word  proces- 
sors, high-speed  printers 
and  electronic  mail  sys- 
tems. The  result  is  a  com- 
plete digital  business 
communications  system 
that  responds  to  the  com- 
plex voice  requirements  of 
today  and  to  the  rapidly 
developing  data  commu- 
nications requirements  of 
tomorrow. 

Most  importantly,  the 
System  3100  is  backed  by 
ITT. . .  a  worldwide  leader  in 
telecommunications. 

The  ITT  System  3100  is 
the  digital  business  com- 
munications system  that's 
years  ahead  of  its  time. 


For  prompt  response,  please  call 
this  toll-free  number: 

1-800-742-1240 

Or  write:  ITT  Business  Communications 
Corp..  300  East  Park  Drive,  Dept.  R 
Harrisburg.  Pennsylvania  17111. 

In  Canada,  call  toll-free: 
1-800-265-7252 


IIlTelecom 


Larry  Liebert  put  his  best  foot  forward 
building  sales  for  his  computer-room  sup- 
port line.  Bettei"  he  should  have  bought  a 
few  more  computers. 

If  you  can't 
make  it, 
you  can't  sell  it 


By  Jill  Bettner 

T|  here's  nothing  more  frustrat- 
ing than  getting  into  trouble, 
not  from  lack  of  business,  but 
from  an  inability  to  fill  orders.  That 
happened  last  fall  to  Larry  Liebert,  the 
37-year-old  president  of  Liebert  Corp. 
Liebert  makes  computer-room  sup- 
port systems  that  watch  temperature, 
humidity  and  power  supplies.  The  or- 
ders were  pouring  in,  but  he  couldn't 
fill  them  because  he  was  having  com- 
puter problems  of  his  own.  Installing 
a  new  $700,000  internal  "manage- 
ment information  system"  cost  the 
Columbus,  Ohio  manufacturer  two 
weeks'  production. 

Result:  Earnings  per  share  for  the 
first  quarter  of  the  current  fiscal  year, 
the  three  months  ended  Dec.  31, 
failed  to  increase  for  the  first  time 


since  the  late  Seventies,  staying  flat  at 
14  cents.  That's  not  the  way  a  high- 
flyer is  supposed  to  act,  but  that's  the 
kind  of  thing  that  often  happens  in 
the  real  world,  even  to  true  growth 
companies.  Over  the  past  decade, 
high-powered  marketing  made  Lie- 
bert the  dominant  U.S.  manufacturer 
of  computer-room  support  systems, 
but  "we  were  doing  a  balancing  act," 
admits  Liebert,  between  building  a 
sales  force  of  500  (the  company  calls 
them  "associates")  and  keeping  up  on 
the  manufacturing  side. 

It  was  perhaps  inevitable  that  Lie- 
bert should  suffer  growing  pains.  The 
company  was  started  in  the  late  For- 
ties by  Larry  Liebert's  father,  Ralph, 
as  the  Capitol  Refrigeration  Co. 
While  the  elder  Liebert,  64,  remains 
chairman  and  chief  executive,  son 
Larry  largely  runs  the  business.  It  is 


he  who  turned  the  maker  of  special- 
ized refrigeration  units  into  a  state-of- 
the-art  high-technology  outfit. 

In  making  the  transition,  the  niche 
the  Lieberts  chose  for  themselves  was 
in  modular,  self-contained,  "environ- 
mental" conditioners.  These  control 
air  cleanliness,  temperature  and  hu- 
midity, and  can  be  moved  wherever 
needed.  Today  analysts  estimate  the 
size  of  that  market  at  S250  million 
and  give  Liebert  a  35%  share.  Its  clos- 
est competitor  is  AC  Manufacturing, 
with  about  15%  of  the  business. 

Liebert  also  began  making  comput- 
er-room power  conditioning  equip- 
ment in  the  late  Seventies.  This  is  an 
estimated  S400  million  market  that 
was  formerly  dominated  by  Topaz, 
which  was  acquired  last  December  by 
electrical  giant  Square  D.  But  in  Feb- 
ruary Liebert  readied  itself  for  battle 
by  buying  the  power  supply  division 
of  Franklin  Electric  for  $8.8  million  in 
cash  and  stock.  The  Franklin  acquisi- 
tion added  to  Liebert's  product  line 
uninterruptible  power  supply  sys- 
tems. These  provide  short-term 
backup  when  power  outages  occur 
until  computers  can  be  shut  down  in 
an  orderly  way  or  switched  over  to  a 
local  generator. 

Two  years  ago  this  old  family  firm 
went  public,  taking  advantage  of  the 
public  clamor  for  growth  stocks  to 
acquire  equity  capital  cheaply.  It  sold 
roughly  one-quarter  of  its  stock  to  the 
public,  which  paid  23  times  earnings 
and  5  times  book  value  for  the  privi- 
lege of  owning  a  piece  of  Liebert.  A 
large  chunk  of  the  proceeds  from  Lie- 
bert's recent  stock  offering,  roughly 
$10  million,  will  go  into  new  plant 
and  equipment.  A  new  factory  for 
power  conditioning  systems  began 
operating  in  nearby  Delaware,  Ohio 
last  summer.  The  company  opened  a 
second  new  plant  in  March  in  Ireland, 
its  first  venture  into  overseas  manu- 
facturing. In  the  future,  there  should 
be  fewer  interruptions  like  the  one 
that  nicked  earnings  last  winter.  The 
new  plants  have  nearly  doubled  man- 
ufacturing capacity,  to  620,000  square 
feet.  Robots  now  complete  some 
tasks  in  one  shift  that  used  to  take 
three.  An  automated  metal-forming 
transfer  system  that  makes  exterior 
panels  for  some  Liebert  products  has 
increased  production  sevenfold,  its 
young  president  says. 

In  a  high-technology  business,  Lie- 
bert, trained  in  engineering,  is  essen- 
tially a  salesman,  a  marketing  man, 
an  affable  type,  given  to  wearing 
flashy  gold  rings.  But  he's  learning 
that  what  goes  on  in  the  factory  is  at 
least  as  important  as  the  marketing 
strategy.  That's  a  valuable  lesson.  ■ 


President  Larry  Lieben  at  his  firm's  new  Ohio  plant 

It's  easy  for  a  hu  r  to  lose  sight  of  the  ground. 
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Why  American  Business 
Trusts  Emery. 


These  people  represent  more  than  one  million  customers  who  count  on  Emery  to  deliver  everything  from  a 
contract  or  a  computer  chip— all  the  way  up  to  a  large  automotive  part. 

No  matter  what  America's  shipping  needs  are,  Emery  provides  reliable,  on-time  delivery  to  over  96,000 
communities  across  the  country  Emery  features  next  day  service  with  your  choice  of  AM  or  PM  delivery  times.  When 
savings  are  more  critical  than  time,  we  offer  a  second  day  service,  too. 

And  in  an  emergency,  one  call  will  speed  Emery  Same  Day  Service  into  action— with  results  by  the  end  of  the 
same  day.  In  addition,  Emery  can  deliver  to  thousands  of  locations  outside  the  United  States.  With  Emery  First  Class 
International  Service,  for  example,  you  can  ship  any  size  package  to  major  European  cities,  door-to-door— within 
forty-eight  hours.  So  whether  you  send  one  contract  a  week  or  over  a 
hundred  packages  a  day,  Emery  can  deliver.  Call  your  local  Emery  ^j&SSh 
office  today  and  find  out  how  Emery  has  earned  the  trust  of  ■^^e^mmmmm 
successful  businesses  all  over  America.  ©Emery  Worldwide  1983 


WORLDWIDE 


We've  earned  the  trust  of  American  Business. 


AN  INSIDE  LOOK  AT  AN  R&D  PROCESS  FORMULATED 
TO  PRODUCE  INNOVATIVE,  HIGH  QUALITY  AUTOMOBILES 
AT  THE  LOWEST  POSSIBLE  COST 

MAZDAS  R&E 


Every  two  or  three  years,  a  new 
Mazda  automobile  is  born. 

In  1983,  it  was  the  Mazda 
626.  A  series  of  road  cars  so 
unique  they  became  both 
Motor  Trend  magazine's  Import 
Car  of  the  Year  in  America  and 
Car  of  the  Year  in  Japan. 

Like  all  new  Mazdas,  the 
626  is  the  product  of  an  R&D 
process  that  is  as  distinctly 
Mazda's  as  the  automobiles  that 
result  from  it. 

MEETING  CONSUMER 
EXPECTATIONS. 
The  ability  to  accu  rately  fore- 
cast the  needs  of  consumers, 
usually  years  in        nee,  is 


Mazda  R&D  leaves  nothing 
to  chance.  For  example,  several 
gearshift  grip  designs  were 
tested  before  one  was  chosen 
for  the  Mazda  626. 


essential  if  we  are  to  develop 
the  kinds  of  automobiles  that 
people  will  want  to  own. 

We  make  such  forecasts 
based  on  extensive  research, 
and  then  attempt  to  translate 
our  findings  into  technologi- 
cally sophisticated  auto- 
mobiles—automobiles that 
offer  the  highest  possible  quality 
at  the  lowest  possible  cost,  and 
which  are  developed  in  the  short- 
est possible  time. 

In  a  very  real  sense,  this  is 
our  R&D  formula  for  building 
automobiles  that  meet  con- 
sumer expectations  for  perfor- 
mance, quality  and  value. 


THE  HIGHEST  QUALITY, 
THE  LOWEST  COST 

One  manifestation  of  this  for- 
mula is  an  R&D  concept  called 
Group  Value  Engineering. 

G.YE.  development  teams, 
staffed  by  a  cross-section  of 
our  personnel,  are  responsible 
for  reviewing  various  designs 
which  might  be  used  to  meet 
specific  development  objectives. 

The  idea  is  to  analyze  as 
many  design  alternatives  as 
possible,  from  as  many  points 
of  view  as  possible,  and  to 
adopt  the  best  of  these  for  use 
in  our  automobiles. 

For  example,  one  G.YE. 
team  evaluated  21  different  pre- 
mium rear  suspension  systems 
for  possible  use  in  the  Mazda 
626.  They  compared  handling 
characteristics,  safety,  vibra- 
tion, ease  of  assembly,  cost, 
weight,  and  many  other  factors. 

The  team  included  layout 
planners,  chassis  designers, 
cost  control  personnel,  pur- 
chasing department  staff,  and 
numerous  engineers. 


The  Mazda  rotary  engine 
(rotor  shown)  is  emble- 
matic of  our  com- 
mitment to 
innovative 
R&D. 


Their  exhaus- 
tive six-month 
analysis  led  to  the 
development  of  a  new 
suspension  system 
patterned  on  one 
of  our  own 
patented  g. 
designs,  f 
A  system 
that  not 
only  met 
our  objec 
fives  in 
terms  of 
performance,  but  also  our 
prerequisite  of  providing  the 
highest  quality  at  the  lowest  cost. 

QUICKER,  MORE 
COMPREHENSIVE 
DEVELOPMENT. 
Because  consumer  needs  are 
subject  to  rapid  change,  it  is 
important  that  our  automobiles 
be  developed  as  quickly  as  pos- 
sible. But  without  making  com- 
promises along  the  way. 

We're  working  to  reduce 
development  time  by  three 
months— and  to  reduce  our 


FORMULA 


Mazda  R&D  has  resulted  in 
automobiles  that  are  known  for 
their  comfort  and  roominess. 


engineering  workload  by  about 
11%— through  the  use  of  an 
integrated  computer-aided 
design/computer-aided  man- 
ufacturing (CAD/CAM)  system. 

Other  automakers  use  CAD 
and  CAM .  But  Mazda  is  one  of 
the  first  to  have  devised  a  com- 
puter system  that  links  i he  two 
in  the  development  of  new 
automobiles. 

The  advantage  of  this 
integration  is  that  our  CAD 
and  CAM  operations  share  a 
common  data  base.  So  data 
obtained  during  design  can  be 
accessed  for  use  during  man- 
ufacture, where  it  is  used  to 


guide  the  automated  milling 
machines  that  cut  the  steel  dies 
for  door  panels,  fenders,  and 
other  component  parts. 

THE  MORE  YOU  LOOK, 
THE  MORE  YOU  LIKE. 
G.VE.  and  integrated  CAD/ 
CAM  are  only  two  examples  of 
Mazda's  R&D  activities. 

Another  example  is  now 
taking  shape  at  our  Miyoshi 
Proving  Ground,  where  we're 
building  one  of  the  world's 
most  sophisticated  wind  tunnel 
test  facilities.  Once  completed, 
this  *12  million  facility  will  fur- 
ther enhance  our  capability  to 
produce  automobiles  with  opti- 
mal aerodynamic  qualities. 

The  more  you  look  at  the 
cars  and  trucks  we're  building 
today,  the  more  you  like  the  fact 
that  they're  the  result  of  an 
R&D  formula  that  has  placed 
them  among  the  most  innova- 
tive, best-selling  automobiles  in 
the  world. 


FREE  1982  ANNUAL  REPORT 

We'd  like  you  to  know  more  about  Mazda. 
For  a  free  copy  of  our  1982  Annual  Report, 
just  send  your  name,  address,  city,  state 
and  zip  code  to  the  address  shown. 
Mailing  &  Marketing  Inc. 
Box  5960,  Orange,  CA  92668 
Attn:  Mazda  Annual  Report  Offer 

Mazda's  rotary  engine  licensed  by 
NSU-WANKEL 


Central  Florida  s  economy  booms,  thanks 
to  Disney's  Epcot  Center  and  Disney 
World.  But  booms  bring  change. 


Comes  the  Mouse 


By  Allan  Dodds  Frank 


Roses  are  red,  violets  are  blue, 
thank  God  the  majority  voted 
for  you.  [signed]  Goofy." 
The  rhyme  is  inscribed  on  a  picture 
of  Mickey  Mouse  that  hangs  in  Team- 
sters Local  385,  Orlando,  Fla.  Yes, 
America,  Mickey  Mouse,  Donald 
Duck,  Goofy  and  even  Minnie  are 
Teamsters.  So  are  characters  at  Epcot 
Center,  Disney's  Experimental  Proto- 
type Community  of  Tomorrow, 
which  opened  next  door  to  Disney 
World  in  central  Florida  last  Oct.  1 
and  is  already  a  rousing  success,  with 
more  than  10  million  visitors  project- 
ed for  its  first  full  year. 

The  Teamsters'  45-to-41  victory  in 
the  vote  last  August  to  organize  Dis- 
ney World  characters  like  Mickey  and 
Minnie  caught  hypersensitive  Disney 
officials  somewhat  by  surprise,  com- 
ing several  years  after  they  had  defeat- 
ed efforts  by  characters  to  join  the 
stagehands'  union.  At  Disneyland  in 
Anaheim,  Calif.,  characters  remain 
nonunion,  but  in  Florida  Disney  man- 
agement quietly  accepted  Teamster 
representation.  There  had  already 
been  enough  bad  publicity  from  em- 
ployees— evading  the  Disney  ban  on 
talking  to  the  press — complaining 
anonymously  to  reporters  about  hot 
and  dirty  costumes,  abusive  child  cus- 
tomers and  low  wages.  Why  risk  pick- 
eting or  walkouts  by  other  Disney 
employees  in  the  Teamsters  or  16  oth- 
er unions  at  Disney  World  and  Epcot? 
This  April  Disney  gave  the  Teamsters 
7%  to  12%  increases  for  characters 
with  seniority. 

For  Disney — or  "The  Mouse,"  as 
the  empire  is  called  by  Orlandoans — 
quick  union  agreement  was  smart 
business.  For  central  Florida,  which 
scratches  when  the  Mouse  itches,  the 
unionization  of  Disney  World  and  Ep- 


Mickey  Mouse,  the  Teamster? 

A  mousehold  in  antiunion  Florida. 

cot  is  a  watershed  event,  giving  the 
unions  a  foothold  in  previously  an- 
tiunion central  Florida.  The  Orlando 
Sentinel  noted  wryly,  "We  don't  un- 
derstand what  all  the  ruckus  is  about. 
After  all,  throughout  its  long  and 
colorful  history,  the  Teamsters  union 
has  had  more  characters  in  its  ranks 
than  have  been  in  all  the  Disney 
World  parades  combined." 

Once  a  sleepy  sun  community  pop- 
ulated by  citrus  growers  and  retirees, 
Orlando  and  surrounding  Orange 
County  have  become  the  center  of  a 


Mouse-induced  economic  explosion 
that  is  one  of  the  hottest  in  the  U.S. 

The  region  is  booming  so  much  that 
the  U.S.  Labor  Department  expects 
organized  crime  figures,  who  are  los- 
ing footholds  in  Miami  to  Cubans  and 
Colombians,  to  gravitate  to  central 
Florida.  Says  one  federal  investigator 
of  labor  racketeers,  "This  area  is  going 
to  be  a  fountain  of  money."  The  Labor 
Department  this  spring  opened,  with- 
out announcement,  a  new  office  in 
Orlando  to  investigate  possible  racke- 
teering there.  That  action  followed 
testimony  to  the  U.S.  Senate  Labor  &. 
Human  Resources  Committee  by 
Hugo  D.  Menendez,  special  agent  in 
charge  of  the  organized  crime  and 
racketeering  section  of  the  Labor  De- 
partment's Office  of  Inspector  Gener- 
al. Menendez,  who  oversees  the 
southeast  region  from  headquarters  in 
Miami,  was  asked  by  the  committee: 
"Have  organized  crime  and  racketeer- 
ing been  active  in  the  construction  of 
Epcot  Center?"  Menendez  answered, 
"Yes  .  .  .  and  there  has  been  a  lot  of 
what  we  consider  extortionate  de- 
mands and  the  destruction  of  equip- 
ment and  so  on." 

Not  surprisingly,  Disney  officials 
adamantly  deny  any  hint  of  organized 
crime  activity  at  or  around  their  prop- 
erty. So  does  John  Tishman,  chairman 
of  Tishman  Realty  &  Construction 
Co.  Inc.,  the  firm  that  was  the  super- 
vising contractor  for  Epcot  and  is 
building  an  814-room  Hilton  hotel  on 
Disney  property.  Tishman  says  of 
Menendez'  testimony,  "That's  a  stu- 
pid statement.  I  don't  equate  orga- 
nized crime  with  responsible  labor." 

Tishman  can  afford  to  say  that  be- 
cause Disney  and  Tishman  bought 
peace  with  the  unions — and  some  fa- 
vorable terms  as  well — by  agreeing 
that  construction  would  be  done  by 
union  labor.  But  the  crime-fighters 
are  worried  about  what  is  happening 
at  nonunion  projects — such  as  at  a 
750-room  Hyatt  hotel  currently  being 
built  as  part  of  a  $600  million  Dutch- 
financed  project  called  Cypress  Walk 
near  Epcot.  Last  year  a  steamroller 
was  stolen  from  an  Epcot  construc- 
tion site  and  abandoned  at  the  Hyatt 
after  it  had  bowled  over  more  than 
100  feet  of  chain  link  fence  worth 
$20,000.  Was  it  a  prank  or  part  of  a 
conspiracy?  Local  law  enforcement 
officials  say  they  don't  know. 

Orlando  hasn't  really  been  the  same 
since  1964,  when  Disney  quietly  be- 
gan buying  groves,  ranch  land,  pine 
forests  and  cypress  swamps  about  20 
miles  southwest  of  town.  The  com- 
pany got  27,400  acres  for  $5.5  million. 
Now  Disney's  properties  are  worth 
nearly  $2  billion,  employ  as  many  as 
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20,000  workers  on  premises  and  have 
magnetized  the  entire  central  Florida 
economy.  Before  Disney,  only  5%  of 
the  tourists  visiting  Florida  listed  Or- 
lando as  a  destination.  Now  more 
than  50%  come  to  see  the  Mouse. 
Other  tourist  attractions,  such  as  Sea 
World — which  has  3  million  custom- 
ers annually — Circus  World  and  Cy- 
press Gardens,  also  benefit  tremen- 
dously from  Disney  guests  looking  for 
a  change  of  pace  and  shorter  lines. 

MCA/Universal,  which  had  an- 
nounced plans  for  a  $170  million  Uni- 
versal City/Florida  studio  tour  park 
on  423  acres  near  Disney,  now  is  reas- 
sessing its  project  plans.  Why?  The 
success  of  Epcot  has  been  so  tremen- 
dous that  Universal  isn't  certain  its 
plans  to  be  host  to  3  million  custom- 
ers annually  are  adequate. 

Large  northern  companies  in  high- 
technology  fields  also  are  moving  to 
Orlando's  climate  of  sunny  days, 
moderate  wages  and  still  affordable 
housing.  American  Bell  is  relocating 
hundreds  of  employees,  Westing- 
house  moved  a  division  there  from 
East  Pittsburgh  and  Philadelphia,  and 
other  companies  eager  to  be  within  an 
hour's  drive  of  Cape  Canaveral  also 
are  moving  south.  Harcourt,  Brace, 
Jovanovich,  owner  of  Sea  World,  finds 
the  area  appealing  enough  to  be  relo- 
cating its  publishing  headquarters 
from  New  York. 

Construction  is  booming.  So  far, 
the  Orlando  area  has  35,000  hotel 
rooms,  and  another  20,000  rooms — at 
a  construction  cost  of  more  than 
$80,000  per  room — are  planned  for 
the  next  five  years.  That  will  give 
Orlando  the  sixth-largest  collection  of 
hotel  rooms  in  the  U.S. 

The  East  Central  Florida  Regional 
Planning  Council  estimates  that  be- 
tween now  and  1986  there  will  be  $17 
billion  of  new  construction  in  central 
Florida,  with  more  than  $10  billion  in 
residential  developments  like  a  new 
housing  project  and  golf  course 
planned  by  Arnold  Palmer,  who  paid 
an  old-line  family  of  citrus  growers 
nearly  $30  million  for  1,600  acres  of 
groves.  More  than  90,000  new  jobs 
will  be  available  in  the  next  five  years 
as  a  result  of  the  new  developments. 

Local  banks  also  are  awash  with 
money.  Sun  Bank  N.A.  in  Orlando  has 
gained  more  than  $300  million  in  de- 
posits, including  $100  million  in  new 
business,  since  last  December,  when 
banks  were  allowed  to  offer  money 
market  funds,  notes  Chairman  Buell 
G.  Duncan  Jr.  Charles  (Pete)  Cross, 
president  of  the  rival  Barnett  Bank  of 
Central  Florida  N.A.,  says,  "I'm  wear- 
ing out  my  shoes  trying  to  put  our 
money  to  work." 


The  posh  businessmen's  club  in 
town  is  the  Citrus  Club,  an  aerie  atop 
the  18-story  CNA  Tower,  where  old- 
time  citrus  growers  are  now  outnum- 
bered by  construction  magnates. 
There's  plenty  of  business  for  the  lat- 
ter. From  1970  to  1980  the  Orlando 
metropolitan  area  grew  54%,  to 
700,000.  By  1990  the  population 
should  be  more  than  910,000.  The 
region  has  the  expectant  air  of  a  Los 
Angeles-Anaheim  in  the  making,  of 
Atlanta  in  the  1960s,  of  Anchorage 
just  before  the  pipeline  hit.  The  pros- 
pect of  still  being  able  to  buy  a  three- 
bedroom  home  for  $60,000  helps  at- 
tract people — and  keeps  wages  rela- 
tively low. 

The  Mouse  pervades  all  aspects  of 
life.  Sun  Bank  Chairman  Duncan  says 
two  of  his  children  met  their  spouses 


IS  UNDERMINING  WAGES, 
HOURS* AND  WORKING 
CONDITIONS  ESTABLISHED 

IN  THIS  AREA  BY 
LABORERS  LOCAL  517 

AFL-CIO  „  V...TU 
WE  HAVE  NO  DISPUTE  WITH 
ANY  OTHER  EMPLOYER. 


Joe  O'Donnell  of  the  Laborers  Union 
"We're  not  going  to  put  up  with  non- 
union contractors." 

while  holding  summer  jobs  at  Disney 
World.  While  the  wage  base  for  its 
employees,  many  of  whom  are  food 
and  beverage  or  sanitation  workers,  is 
low — $4.60  to  $6  per  hour — the  huge 
Disney  payroll  of  $4  million  per  week, 
plus  the  additional  millions  generated 
by  other  tourist-related  businesses, 
means  a  tremendous  cash  flow,  pro- 
viding a  tempting  target  for  those  who 
would  control  health  and  welfare, 
death  benefits  and  pension  funds. 
Now  that  Disney  and  Tishman 


have  accepted  unions,  the  atmosphere 
is  improving  for  union  organizers — 
but  slowly.  "We  think  this  is  the  time 
for  organized  labor  in  central  Florida," 
says  Walt  Boggess,  business  agent  for 
Operating  Engineers  Local  673. 
"We've  had  meetings  with  our  con- 
tractors, and  we're  going  to  help  them 
be  competitive.  My  members  have 
made  concessions.  They  decided  to 
drop  wages  from  $13.84  per  hour  to  $8 
per  hour."  Less  conciliatory  is  Joe 
O'Donnell,  the  militant  business 
agent  for  Laborers  Local  517,  the  craft 
that  provides  the  most  pickets  at  non- 
union construction  sites.  "We  just 
want  everyone  in  the  country  to  know 
we're  not  going  to  put  up  with  non- 
union contractors,"  he  says. 

But  the  unions  aren't  going  to  have 
an  easy  time.  Nonunion  operators  can 
be  found  for  as  little  as  $6  per  hour, 
and  union  picketing  is  scarcely  en- 
couraged here.  Contractors  hire  off- 
duty  Orange  County  sheriffs'  deputies 
at  $10  per  hour  to  guard  work  sites 
and  instantly  call  Sheriff  Lawson  La- 
mar if  there's  any  trouble.  Business- 
men, like  local  construction  magnate 
Frank  Hubbard,  whose  companies 
build  most  of  the  roads  and  parking 
lots  in  central  Florida,  are  firm  in 
their  support  for  Lamar's  enthusiastic 
administration  of  law  and  order.  Says 
Lamar,  a  41 -year-old  former  prosecu- 
tor, "We  kick  ass,  constitutionally." 

As  long  as  Orlandoans  keep  pros- 
pering, it's  likely  that  their  longtime 
conservative  politics  will  dominate 
the  economy,  and  unions  won't. 
There's  no  sign  of  prosperity  abating, 
either.  Just  ask  Sun  Bank  of  Orlando 
President  Hans  Tews  about  orange 
groves,  and  he  says  with  a  smile, 
"They  make  beautiful  housing  devel- 
opments, don't  they?" 

As  if  to  accent  the  point,  Duke  Crit- 
tenden, a  rough-hewn,  self-made  mil- 
lionaire citrus  grower,  invited  Forbes 
to  drop  in  at  his  home  along  the  sec- 
ond fairway  of  Rio  Pinar  Country 
Club.  Two  local  real  estate  men  and 
an  industrial  developer  from  West- 
port,  Conn,  were  sitting  on  the 
screened-in  porch  near  the  built-in 
barbecue  pit.  They  were  working  out 
a  deal  to  buy  from  Crittenden  eight 
acres  of  orange  groves  along  Interstate 
4,  five  miles  from  downtown  Orlando 
in  suburban  Maitland,  for  $4.5  mil- 
lion. (Crittenden  had  already  sold  25 
acres  for  more  than  $2  million.)  "I 
bought  40  acres  in  the  1950s  for 
$100,000,"  says  Crittenden,  "and  now 
they're  worth  $7  million  to  $10  mil- 
lion. I  describe  the  Maitland  property 
as  Manhattan  Island." 

Oh!  How  that  Mouse  is  changing 
Orlando.  ■ 
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Lawmakers  get  caught  up  in  fads  just  like 
the  rest  of  us.  Here's  a  tale  about  their 
version  of  Hula-Hoops  and  Nehru  jackets. 


Why  the  sun 
never  sets 


By  Jeff  Blyskal 


Remember  the  sunset  laws  that 
were  all  the  rage  a  half-dozen 
years  ago?  To  eliminate  waste, 
inefficient  regulation  and  bureaucra- 
cy, tough-minded  state  legislatures 
decided  that  every  agency  and  regula- 
tion would  regularly  disappear  unless 
someone  could  justify  its  existence. 
For  politicians  from  Juneau  to  Talla- 
hassee, it  was  love  at  first 
sight.  Colorado  was  the 
first  to  pass  sunset  legisla- 
tion in  1976.  Soon  after,  35 
states  made  similar  moves. 

In  the  six  years  since  then, 
however,  government 
growth  has  continued 
apace — and  the  impact  of 
sunset  laws  has  faded  fast. 
Pilot  programs  in  Nevada 
and  South  Dakota  have  died. 
In  North  Carolina  the  auto- 
matic expiration  clause  has 
been  removed.  And  last 
month  Arkansas  managed 
the  ultimate — using  sunset 
law  provisions  to  phase  out 
its  sunset  law.  "There  are 
sexy  issues  in  every  legisla- 
tive season,"  says  a  political 
scientist.  "Sunset  was  popu- 
lar in  the  1970s  just  as  com- 
pensation to  victims  of 
crime  is  today." 

Some  statistics,  of 
course,  are  impressive.  A  1982  survey 
by  Common  Cause  indicates  that  ap- 
proximately 20%  of  all  agencies  re- 
viewed under  sunset  provisions  were 
terminated.  "But  most  of  those  were 
relatively  unimportant  bodies,  such 
as  the  Driving  Instructors  Examining 
Committee  or  Watchmakers 
Board,"  explains  rd  Jones,  senior 
staff  associate  at  tional  Confer- 

ence of  State  Le^r        es  in  Denver. 


Part  of  the  problem  is  that  sunset 
provisions  weren't  really  automatic. 
Like  everything  governments  do,  the 
process  of  reviewing  scores  of  agen- 
cies required  time-consuming,  expen- 
sive staff  work.  Naturally,  the  bureau- 
crats bogged  down,  and  when  dead- 
lines weren't  met  politicians  simply 
continued  big  agencies  as  is. 

Most  sunset  programs  also  zeroed 
in  on  licensing  and  regulatory  boards, 


often  financed  with  fees  from  the 
businesses  they  regulated.  This 
makes  for  strong  interest-group  sup- 
port and  low  public  concern.  "You 
can  get  4,000  stirred-up  cosmetolo- 
gists in  the  statehouse  rotunda 
screaming  for  the  scalp  of  anybody 
who  wants  to  abolish  their  licensing 
board,"  says  Jones.  "Who  would  risk 
his  political  career  to  do  that  when 
the  general  public  doesn't  even  care?" 


Sunset  laws,  however,  aren't  with- 
out their  bright  spots.  Three  years 
ago,  for  example,  Florida  applied  sun- 
set provisions  to  bus  and  truck  regula- 
tors— the  most  significant  use  of  the 
law  anywhere.  "We  found  that  96%  of 
our  trucking  industry's  revenues  were 
controlled  by  six  companies,"  says 
George  Sheldon,  a  former  state  repre- 
sentative from  Tampa  who  became  a 
sunset  convert.  "Also,  because  of  a 
restriction  that  allowed  charter  buses 
to  be  operated  only  by  people  who  ran 
regular  route  service,  Greyhound  and 
Trailways  virtually  controlled  that 
business." 

Since  deregulation,  charter  bus  oper- 
ators are  now  as  common  in  Florida  as 
backyard  alligators  in  a  wet  spring. 
More  efficient  regular  routes  have  been 
established  there,  and  competition  has 
cut  charter  costs  by  30%  to  50%. 
Though  a  number  of  towns  were  aban- 
doned by  the  big  regular  route  carriers, 
smaller  operators  filled  many  of  the 
voids.  In  trucking,  meanwhile,  a  feder- 
al study  indicates  that  many  new  firms 
have  begun  operating  in  the  state,  ex- 
panding service  ?nd  lowering  prices. 

State  officials  elsewhere  claim  that 
sunset  is  not  a  total  loss  and  point  to 
the  nonelimination  benefits.  "These 
laws  set  up  a  review  process 
that  shows  us  how  agencies 
can  be  fine-tuned  to  per- 
form better,"  says  Ben  Car- 
din,  speaker  of  the  Mary- 
land House  of  Delegates. 
Also,  some  states  use  sun- 
set to  modify  bigger  pro- 
grams rather  than  simply 
shut  down  minor  agencies. 
"Reviews  of  big-dollar  pro- 
grams are  more  important 
than  reviews  of  small-dol- 
lar regulatory  functions," 
says  Stanley  Stenerson,  per- 
formance audit  manager  for 
the  legislative  division  of 
post  audit  of  Kansas. 

Like  all  legislation,  sun- 
set programs  need  political 
support  to  work.  Word 
around  Tallahassee,  for  ex- 
ample, is  that  Florida  lost 
its  transportation  regula- 
tions because  of  former 
Senate  President  Dempsey 
Baron.  Several  chartered  buses  re- 
portedly failed  to  show  up  at  a  cam- 
paign rally  featuring  country  singer 
Mel  Tillis.  "He  got  perturbed,"  re- 
calls Sheldon,  "and  said,  'We're 
gonna  have  to  give  you-all  some 
competition.'  " 

"Automatic"  sunset  programs, 
then,  are  like  any  other  laws.  They're 
only  as  effective  as  the  people  who 
enforce  them.  ■ 
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A  WORLD  WITH  MORE 
'HAN  A  SINGLE  HORIZON. 


You  can 't  know  the  whole 
dure  if  you're  only  able  to  see  part 
it. 

Particularly  in  a  world  that  offers 
oader  investing  and  financing  oppor- 
nities  than  ever.  Today,  success 
3longs  to  those  who  can  see  those 
oportunities—and  act  on  them— with 
oth  intelligence  and  speed. 

Which  is  why  Citicorp's  Global 


Investment  Banking  has  come  of  age. 

Consider:  Our  securities  trading, 
merchant  banking,  international  pri- 
vate banking,  investment  manage- 
ment, venture  capital  investing,  public 
finance,  and  economic  information 
services— all  brought  together  in 
Citicorp's  Capital  Markets  Group. 

Interacting  with  proven  exper- 
tise and  innovation  in  the  world's 


capital  markets,  accelerated  with 
"Citi  of  Tomorrow"  technology. 

Which,  in  practical  terms,  makes 
your  range  of  investing  and  financ- 
ing opportunities  much  greater. 

So  whether  you're  an  individual 
or  an  institution,  an  investor  or  an 
issuer,  local  or  multinational,  look  to 
Citicorp.  And  see  what  the  world  has 
to  offer. 


citicorpo 


GLOBAL  INVESTMENT  BANKING 


983  Citicorp 

i  of  Tomorrow"  is  a  service  mark  of  Citibank.  N.A. 


Here's  a  midwestern  manufacturer  whose 
earnings  were  scarcely  dented  last  year. 
What's  Borg-Warner  doing  that's  right? 


Healthy 
smokestacks 


By  Ellyn  Spragins 


James  F.  Bere,  chairman  and  CEO  of  Borg-Warner 
"Mob  psychology  is  very  prevalent  among  CEOs. 


One  day  in  1966  ten  division 
presidents  of  Borg-Warner's 
automotive  group  walked  into 
the  conference  room  at  the  Rockford, 
111.  plant.  They  expected  a  routine 
meeting  with  their  boss,  Jim  Bere.  But 
Bere,  just  over  a  year  on  the  job  as 
group  vice  president,  had  a  surprise  in 
store.  In  outright  violation  of  a  com- 
pany rule  against  disclosure  of  certain 
financial  data,  Bere  revealed  all  ten 
divisions'  sales  and  profits  or  losses. 
Bere  wasn't  fired,  as  some  of  the  man- 
agers thought  he  would  be.  His  boss 
was  upset.  Yet  two  years  later  B-W 
plucked  Bere,  at  the  age  of  45,  from  a 
group  of  older  and  more  experienced 
candidates  and  promoted  him  to  the 
B-W  presidency.  The  board  that 
picked  him  had  realized  the  very 
openness  which  had  once  gotten  Bere 
into  trouble  was  a  great  virtue  in  lead- 
ership. Because  he  was  so  frank,  peo- 
ple trusted  him  and  would  do  what  he 
asked. 

The  board  had  chosen  wisely.  Bere 
has  transformed  a  collection  of  ill- 
fitting  industrial  operations  into  a 
conglomerate  that  really  works.  Bere 
shucked  off  B-W  business  lines  with 
nearly  $1  billion  in  sales  and  acquired 
new  ones,  heavy  on  the  service  side, 
with  over  $500  million  in  sales.  Just 
one  comparison  shows  the  striking 
effect  on  the  company's  finances.  In 
the  recession  before  last,  the  1973-75 
slump,  B-W's  earnings  shrank  by 
37%.  But  in  1982  the  shrinkage,  to 
$167  million  in  earnings  on  sales  of 
$3.2  billion,  amounted  to  only  3% 
from  the  prior  year,  and  earnings  were 
actually  up  33%  from  1980. 

B-W,  headquartered  in  Chicago,  re- 
mains a  place  where  employees  spend 
their  entire  working  lives,  where  the 
president  still  stops  by  the  dining 
room  kitchen  to  chat  with  the  staff 
and  where,  despite  diversification, 
smokestack  industry  still  accounts 
for  71%  of  business.  B-W's  gritty  side 
consists  of  manufacturing  chemicals 
and  plastics,  air  conditioners  and 
equipment  for  the  automotive  and  en- 
ergy industries.  The  diversification 
managed  by  Bere — now  chairman  and 
chief  executive — has  thrust  the  com- 
pany into  financial  services  and  in- 
dustrial and  residential  protection, 
which  together  contributed  34%  to 
1982  earnings. 

Yet  Bere  doesn't  sneer  at  smoke- 
stack America.  Industrial  manufac- 
turing, he  says,  will  never  account  for 
less  than  roughly  half  of  B-W's  busi- 
ness. "I  think  mob  psychology  is  very 
prevalent  among  CEOs,"  he  says. 
"Everyone  is  going  after  electronics 
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Bere  with  Borg-Warner  employees 

"If  he  asks  you  to  do  something,  you  say,  'Watch  out,  five-foot-thick,  brick  wall,  I'm  coming  through.' 


companies.  Prior  to  that  they  were  all 
chasing  insurance  companies."  But  he 
draws  no  sharp  distinction  between 
manufacturing  and  service  business- 
es. "When  you  are  manufacturing 
something,"  he  says,  "the  whole  es- 
sence of  business  is  to  serve." 

Take  B-W's  oldest  business,  found- 
ed on  metal-bending  to  make  auto- 
mobile and  other  parts.  Bere  dumped 
the  lines  that  weren't  consistently 
profitable.  He  stuck  with  parts  that 
automobile  manufacturers  can  less 
easily  make  for  themselves.  That 
meant  getting  out  of  automatic  trans- 
missions, for  example,  and  closing 
plants.  B-W  has  wound  up  with  its 
warehouses  filled  with  proprietary 
products  like  the  Hy-Vo  chain,  used 
in  front-wheel-drive  transmissions, 
for  which  service — in  the  form  of  en- 
gineering and  design — can  add  value 
and  profitability.  Although  the  big- 
gest recent  drop  in  U.S.  auto  produc- 
tion was  about  25%,  in  1980,  B-W's 
sales  to  the  auto  industry  that  year 
fell  only  16%. 

B-W's  chemicals  and  plastics  divi- 
sion found  a  way  to  increase  its  ser- 
vice to  customers  last  year  by  becom- 
ing a  broker  of  other  producers'  resins. 
Now  B-W's  small  wholesale  custom- 
ers, such  as  Mike  Schuitt  at  Keco  Inc. 
in  Oklahoma  City,  place  more  busi- 
ness with  B-W;  he  orders  five  times  as 
much,  in  fact,  as  he  used  to.  "I  get 
much  better  service  now,"  he  says. 
"Monsanto  and  Dow  only  go  after  the 
larger  accounts.  Borg-Warner  saw  this 
void  and  stepped  in." 

Illustrative  of  B-W's  approach  is  a 
device  developed  by  the  air-condition- 
ing group.  This  device  embodies  some 
of  Bere's  most  ambitious  plans  for 
Borg- Warner's  industrial  businesses — 


to  marry  brains  to  machines.  It's  the 
Turbo-Modulator,  a  box  that  "senses" 
the  coolness  of  water  returning 
through  an  air  conditioner  and  tells 
the  machine  how  fast  to  run  the  mo- 
tor in  order  to  hit  a  desired  air  tem- 
perature. Nothing  too  fancy,  but  cus- 
tomers can  add  it  to  their  systems  and 
save  energy  immediately.  "We  don't 
want  to  automate  the  factory  like 
GE, "  Bere  says.  "We  want  to  make  the 
components  people  can  buy  to  auto- 
mate themselves." 

Despite  his  dedication  to  manufac- 
turing, Bere  has  not  hesitated  to  go 
outside  his  industries  for  knowhow. 
Under  Bere,  B-W  has  bought  5%  and 
10%  interests  in  small  electronics 
and  software  companies,  to  gain  their 
expertise,  and  has  entered  into  several 
joint  ventures  to  acquire  technology. 
"It  became  obvious  that  the  global 
turbocharger  market  was  going  to 
take  off,"  says  Scott  Merlis,  an  analyst 
for  Shearson/American  Express. 
"How  does  Borg-Warner  develop  a 
turbocharger  overnight?  They  signed 
a  joint  venture  with  IHI,  a  Japanese 
manufacturer,  and  now  Warner-Ishi 
turbochargers  will  be  in  the  new  Ford 
Escort  models." 

Bere's  ability  to  enter  productive 
partnerships  is  also  evident  in  B-W's 
three  major  equity  interests  in  other 
companies.  Rather  than  sell  off  B-W 
businesses  outright,  Bere  chose  to 
swap  three  of  them  for  stock.  Thus 
did  B-W  end  up  with  substantial 
stockholdings  in  Hughes  Tool,  Echlin 
and  Amedco.  B-W's  1.8  million  shares 
of  Amedco,  originally  worth  $7.5  mil- 
lion, are  now  worth  $44  million. 
B-W's  19%  interest  in  Hughes  Tool, 
while  currently  depressed  in  price,  is  a 
jewel  many  companies  would  gladly 


buy  if  B-W  were  to  offer  it  for  sale.  But 
such  a  sale  is  unlikely  even  to  finance 
the  purchase  of  another  service  busi- 
ness Bere  wants.  It  is  estimated  that 
divestitures  of  other  operations  could 
fetch  $100  million  to  $150  million  in 
cash,  and  B-W's  debt  amounts  to  only 
24%  of  equity.  Bere  is  as  modest  as  he 
is  open.  He  takes  little  credit  for 
B-W's  specific  innovations.  He  does 
accept  the  credit  for  helping  motivate 
the  people  who  innovate.  "If  you  com- 
municate with  people,  you  can  re- 
lease their  creativity,"  he  says.  "They 
can  go  to  work  and  be  part  of  the 
decision  tree." 

Call  it  good  communications,  call 
it  good  leadership,  Bere's  style  pro- 
duces results.  Old-time  employees 
say  they  know  more  now  than  they 
ever  did  before  about  what  must  be 
done  to  help  the  company  compete. 
Even  a  union  official  says  that  he 
came  to  trust  senior  management 
under  Bere.  "A  few  years  ago,"  he 
says,  "I  sat  down  with  management 
and  said,  Tm  not  going  to  lie  to  you 
anymore.'  "  Says  one  officer,  "Bere  is 
the  kind  of  guy  who,  if  he  asks  you 
to  do  something,  you  say,  'Watch 
out,  five-foot-thick  brick  wall,  be- 
cause I'm  coming  through.'  " 

No  amount  of  employee  zeal  can 
strengthen  sick  markets,  of  course, 
and  B-W  would  be  doing  much  better 
if  it  weren't  for  weakness  in  Europe, 
in  oil  drilling,  in  air-conditioning  and 
in  other  divisions.  Nevertheless,  in 
the  first  half  of  1983,  although  total 
earnings  slipped  slightly,  operating 
profit  from  manufacturing  groups 
rose  by  30%  and  for  the  full  year  B-W 
is  headed  for  an  earnings  record.  If 
smokestack  America  is  dying,  you 
wouldn't  guess  it  here.  ■ 
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fAt  Southern  Pacific, were  planning  a  city 
inside  everyone's  favorite  city." 


Mot  iar  Irom  INob  Mill,  uninatown, 
ind  Union  Square,  there's  a  part  of 
Jan  Francisco  that  tourists  seldom 
iee.  It's  almost  two  hundred  acres  of 
ailroad  yards  just  a  mile  from  the 
hriving  Financial  District. 

Plans  call  for  this  vast  open  area  to 
>e  transformed  into  Mission  Bay,  a 
Iramatic  city  within  a  city.  Clustered 
iround  Mission  Bay's  lagoon  and 


canals  will  De  a  Daiancea  mixture  01 
residential  and  light  industrial  build- 
ings, shops,  offices,  and  community 
facilities,  parks  and  open  space. 

Unlike  most  projects  of  this  kind, 
Mission  Bay  won't  be  financed  by 
public  agencies.  Southern  Pacific 
will  be  the  primary  developer  of 
Mission  Bay,  and  it  will  be  one  of  the 
largest  urban  developments  ever 


unaertaKen  dv  private  inaustry  ana 
private  capital. 

It  will  also  be  one  of  the  most  sen- 
sitive to  the  concerns  of  the  city 
around  it,  because  Southern  Pacific 
is  finding  out  what  kind  of  com- 
munity the  people  of  San  Francisco 
would  like  to  have  at  Mission  Bay 
while  the  project  is  still  in  the  plan- 
ning stage.  We've  gathered  ideas 


The  Pacific  Design  Center  in  Los  Angeles  Is  affectionately 
nicknamed  "the  Blue  Whale."  This  early  development  by 
Southern  Pacific  is  a  glittering  showcase for  the  country  s 
leading  interior  design firms. 

and  opinions  in  a  series  of  work- 
shops with  neighborhood  groups, 
public  agencies,  and  city  officials. 
These  open  meetings  will  continue 
through  the  development  process, 
until  a  master  plan  is  reached. 

To  create  and  execute  that  plan, 
Southern  Pacific  has  retained  I.M. 
Pei  &  Partners,  and  Wallace,  Roberts 
and  Todd.  These  award-winning 
architects  and  urban  planners  will 
bring  to  Mission  Bay  the  high 
aesthetic  and  practical  standards 
they  have  already  established  in 
projects  for  the  National  Gallery  of 
Art,  the  John  F.  Kennedy  Library, 
Baltimore's  Inner  Harbor  redevel- 
opment, and  the  U.S.  Capitol 
Master  Plan. 

The  Mission  Bay  project  is  the 
latest  in  a  series  of  developments 
Southern  Pacific  has  been  involved 
with.  Others  include  the  Pacific 
Design  Center  in  Los  Angeles,  One 
Market  Plaza  in  San  Francisco, 
and  the  International  Rivercenter 
in  New  Orleans.  These,  in  turn,  form 
a  small  part  of  a  diversified  corpo- 
ration with  operations  in  transpor- 
tation, pipelines,  real  estate,  natural 
resources,  insurance,  equipment 
leasing,  energy,  printing,  forestry, 
and  agriculture. 

We  began  life  as  the  railroad  that 
opened  the  West,  more  than  a  hun- 
dred years  ago.  Since  then,  our 
vision  has  taken  us  far  beyond  the 
reach  of  our  rails  and  the  dreams  of 
our  founders.  Nevertheless,  South- 
ern Pacific  remains  today  what  it 
was  in  1862:  a  young  company  with 
fresh  ideas,  bold  plans,  and  a  future 
filled  with  promise. 

Southern  Pacific 

Official  sponsor  for  the  1984  Olympic  Games 


The  Up  &  Comers 


How  a  mutual  fund  salesman  with  a  high 
school  education  became  godfather  to  a 
whole  passel  of  high-tech  companies. 

The  godfather 


By  Anne  Bagamery 

If  you  think  that  only  engineers 
can  run  technology  companies, 
meet  John  Adel,  chairman  of  $9.5 
million-a-year  Percom  Data  Corp.  in 
Dallas.  Although  he  never  got  beyond 
high  school,  Adel  manages  the  affairs 
of  this  fast-growing,  seven-year-old 
maker  of  computer  peripherals.  In  the 
evening  you're  likely  to  find  him  grill- 
ing steaks  over  mesquite  coals  for 
family,  friends  and  foreign  students 
from  the  nearby  University  of  Texas 
at  Arlington  campus. 

Adel's  work  and  his  entertaining 
have  a  little  in  common.  Adel,  63,  the 
San  Antonio-born  son  of  Lebanese  im- 
migrants, acts  as  an  unofficial  godfa- 
ther to  UTA's  400-plus  Middle  East- 
ern students.  He  has  also  made  a 
name  for  himself  playing  godfather  to 
startup  technology  companies  that 
fill  the  suburban  office  parks  north  of 
Dallas.  His  niche  is  supplying  entre- 
preneurial skills  to  technical  types. 

Along  the  way  Adel  has  earned  a 
personal  net  worth  of  around  $5  mil- 
lion and  has  made  millionaires  of  a 
dozen  engineer-entrepreneurs  who 
admit  they  could  barely  balance  their 
checkbooks  before  they  met  him. 

Adel  is  a  down-to-earth  entrepre- 
neur who  has  kept  the  common 
touch.  His  nest  egg  came  not  from  oil 
or  family  money  but  from  20  years  as 
a  top  salesman  and  manager  for  Inves- 
tors Diversified  Services,  Inc.  Adel's 
business  contacts  are  largely  fellow 
amateur  radio  buffs.  Adel  took  up 
ham  radio  while  he  was  a  Roy  Scout 
and  still  broadcasts  fro;  cluttered 
room  in  his  otherwise  pi  tea  t  North 
Dallas  home. 
Adel,   among   other    t]  has 


turned  three  small  companies  into 
thriving  high-tech  operations:  Elec- 
trospace  Systems,  Inc.  (with  sales  of 
$62  million),  which  makes  military 
electronic  equipment;  Spectradyne 
($23  million),  which  supplies  pay-per- 
view  movies  to  hotels;  and  Percom 
($20  million),  which  builds  disk 
drives  and  networking  devices  for  the 
top  five  small-computer  makers. 

Adel  was  able  to  pull  off  these  suc- 
cesses simply  because  he  is  a  master 
salesman,  a  professional  at  motivat- 
ing people  to  buy  mutual  funds,  disk 
drives,  equity  in  startups — you  name 
it.  He  says  he  comes  by  his  talent 
naturally:  His  immigrant  father  start- 
ed out  as  a  door-to-door  linen  peddler. 
His  father  also  taught  him  that  to  get 
ahead  you've  got  to  drive  yourself  and 
sometimes  deprive  yourself.  "So 
many  of  our  most  successful  Ameri- 
cans are  immigrants  because  they 
know  how  to  look  to  the  future,"  says 
Adel.  "They  don't  mind  depriving 
themselves  a  little  today  of  the  luxu- 
ries most  of  us  take  for  granted." 

Adel  applies  the  same  lesson  to 
business.  He  insists  that  top  manag- 
ers at  his  companies  take  reduced  sal- 
aries and  perks  in  return  for  sweat 
equity,  and  he  does  the  same.  "I'm  in 
there  because  I  feel  I  can  help  long 
term,  and  I  want  others  to  have  the 
same  long-term  view,"  he  says. 
"There's  nothing  like  vested  interest 
to  motivate  people." 

Adel  spent  1 1  years  in  the  Air  Force 
as  a  communications  officer  in  World 
War  II  and  the  Korean  War  before  join- 
ing Investors  Diversified  Services  in 
1953.  IDS,  now  being  bought  by 
Amexco,  is  a  high-volume  seller  and 
distributor  of  mutual  fund  shares. 

Within  five  years  Adel  had  joined 


the  ranks  of  the  firm's  ten  highest- 
producing  sales  managers.  "He'd  set 
himself  daily  goals — how  much  he 
needed  to  do  every  day  to  feed  and 
house  his  wife  and  two  kids — and  he 
wouldn't  go  home  at  night  until  he'd 
done  it,"  says  a  longtime  associate. 

Adel  explains  his  success  this  way: 
"I'd  have  my  salesmen  over  for  barbe- 
cues, get  to  know  them,  make  them 
feel  we  were  all  in  it  together.  They'd 
bring  their  best  customers,  and  the 
feeling  just  builds." 

In  1970  Adel  backed  into  venture 
capitalism  by  introducing  William 
Bowen,  chairman  of  Dallas  Business 
Capital  Corp.,  to  Dick  Fenwick,  an 
engineer  whom  Adel  knew  from  ham 
radio  clubs.  The  introduction  took 
place  in  Adel's  family  room,  where 
Dallas  Cowboys  football  fans  often 
gathered  on  Sunday  afternoons  to 
watch  blacked-out  home  games  inter- 
cepted by  Adel's  100-foot  antenna. 
Fenwick,  then  at  Collins  Radio  (today 
a  Rockwell  International  division), 
had  been  thinking  of  striking  out  on 
his  own  with  three  fellow  Collins  en- 
gineers to  make  communications  gear 
for  the  military.  As  Bowen  remem- 
bers it,  Adel  waited  until  halftime, 
then  turned  to  Fenwick  and  said, 
"Bowen  here's  got  all  this  money. 
Why  don't  you  boys  put  something 
together?" 

Predictably,  perhaps,  Bowen's  board 
was  reluctant  to  back  a  company  that 
had  no  firm  contracts  and,  worse, 
would  be  managed  by  four  engineers. 
But  when  Adel  promised  to  buy  5% 
and  stick  around  to  get  things  started, 
Dallas  Business  Capital  bought 
$60,000  in  stock  and  kicked  in 
$150,000  for  9%  notes.  With  the 
founders'  $60,000  and  a  contract  to 
help  the  Navy  develop  its  TACAMO 
airborne  VLF  systems,  Electrospace 
Systems  was  born. 

Adel  stayed  out  of  the  workshop 
but  insisted  the  company  set  up  prof- 
it-sharing plans — something  that 
would  never  have  occurred  to  the 
founder-s.  Adel  also  insisted  upon  gen- 
erous stock  options  so  as  many  em- 
ployees as  possible  would  have  own- 
ership in  the  company. 

Today  Electrospace  is  growing  sol- 
idly and  returning  more  than  45%  a 
year  on  equity.  Adel,  still  a  director, 
has  reduced  his  holdings  below  1%, 
but  Jim  Lightner,  one  of  the  four 
founders  of  the  firm,  has  a  13%  stake 
worth  over  $16  million.  "When  I  say 
good  morning  to  John  Adel,"  says 
Lightner,  "I  feel  good  all  day  long." 

The  case  of  Spectradyne  (Forbes, 


62 


FORBES,  AUGUST  15,  1983 


July  19,  1982)  was  more  acute:  In  1975 
the  four-year-old  company  had  devel- 
oped an  advanced  automatic  switch- 
ing and  billing  system  for  in-room 
movies  for  hotels,  but  the  founders — 
four  more  ex-Collins  engineers — were 
so  busy  perfecting  the  product  they 


rhic  victory:  He  and  Bowen  had  a  fall- 
ing out  and  Adel  sold  his  third  of  the 
company  in  1975  to  a  venture  capital 
firm  backed  by  Dallas'  Murchison 
family.  "That  was  a  $7  million  gift," 
Adel  says  today. 

With  Percom,  where  he  has  been 


Percom  growing  in  the  face  of  compe- 
tition from  over  100  independent  per- 
ipherals suppliers  is  a  full-time  job. 
But  entrepreneurial  habits  die  hard.  "I 
just  heard  about  a  little  company  in 
Naples,  Fla.  that  has  satellite  space 
and  wants  to  sell  dishes  for  on  top  of 


John  Adel  of  Percom  Data  Corp. 

A  master  salesman,  at  mutual  funds  or  disk  drives. 


began  to  run  out  of  money.  Adel  of- 
fered to  buy  a  third  of  the  company, 
again  enlisted  the  aid  of  Dallas  Busi- 
ness Capital  for  loan  guarantees,  and 
recruited  Howard  Buchanan,  another 
Collins  ex,  to  become  president. 
Within  a  year  Spectradyne  was  in  sol- 
id enough  financial  shape  to  buy  out 
its  major  competitor,  a  Time  Inc.  ven- 
ture called  Computer  Television  Inc., 
and  all  but  monopolize  the  business. 

Lightner  remembers  the  negotia- 
tions. "All  these  Time  hotshots  were 
coming  down  from  New  York,  and  at 
the  time  Spectradyne  was  in  offices 
that  looked  like  an  alleyway.  John 
asked  to  use  Electrospace's  confer- 
ence room,  which  looked  better.  John 
did  all  the  talking,  and  what  he  didn't 
say — but  it  came  through — was  that 
he  was  ready  to  go  down  fighting  if 
Time  didn't  sell  out.  Before  long  he 
had  them  so  buffaloed  they  made  a 
deal.  It  was  a  masterful  job  of  selling." 

Spectradyne  went  public  in  1979, 
and  made  a  millionaire  of  Howard 
Buchanan.  But  for  Adel  it  was  a  Pyr- 


chairman  since  August  1982,  Adel  is 
getting  another  shot  at  a  Spectradyne- 
like  situation.  Percom's  founder,  Har- 
old Mauch,  who  died  suddenly  last 
August,  had  been  selling  his  line  of 
disk  drives  through  the  mail  since 
1976.  When  the  small-computer  mar- 
ket took  off  in  1981,  Mauch  didn't 
have  the  management  or  resources  to 
keep  up.  Adel  offered  him  $500,000 
for  half  the  company.  In  the  ensuing 
12  months  Adel  recruited  managers 
from  IBM,  arranged  for  a  $5  million 
private  placement  through  a  group  of 
venture  capitalists  and  made  a  crucial 
decision:  not  to  build  small  comput- 
ers. "All  the  research  showed  that  the 
peripherals  market  would  grow  faster 
and  post  higher  margins  than  the  mar- 
ket for  computers,"  he  says.  "But  Har- 
old wanted  to  glamorize  the  product 
line,  and  he  was  pretty  annoyed  when 
I  told  him  not  to."  Because  of  price- 
cutting,  the  home  computer  market  is 
barely  profitable,  while  the  peripher- 
als business  posts  30%  gross  margins. 
For  the  moment,  Adel  says,  keeping 


your  home,"  he  says  with  a  gleam  in 
his  eye.  "Now  that's  the  technology 
of  the  future — direct  broadcast  from 
satellites.  I  think  I'll  give  that  little 
company  a  call.  It  couldn't  hurt."  ■ 

Turning  the  corner 

The  frustration  that  dogged  tiny 
Chemfix  Technologies  Inc.  since 
its  founding  in  1977  has  ended. 
Chemfix,  with  $3.8  million  a  year  in 
sales,  owns  a  patented  process  that 
seemed  to  hold  great  promise.  It  was  a 
way  to  trap  hazardous  and  nonhazar- 
dous  liquid  wastes  inside  a  claylike 
material.  But  Chemfix  found  it  hard 
to  make  a  sale  and  impossible  to  turn 
a  profit. 

Chemfix  was  formerly  a  subsidiary 
of  National  Environmental  Controls 
and  so  little  known  that  few  noticed 
when  it  was  spun  off  from  its  parent. 
Nobody  beat  a  path  to  its  doors  on 
Airline  Highway  in  Kenner,  La.  While 
the  Chemfix  process  could  take  any- 
thing, from  asbestos  sludge  to  sulfate 


FORBES,  AUGUST  15,  1983 


63 


The  Up  &  Comers 

liquids,  and  chemically  turn  it  into  an 
easily  handled  solid,  Chemfix  had 
trouble  finding  customers. 

But  even  when  it  found  them,  it 
was  hard  to  make  a  sale.  Chemfix' 
process,  which  uses  two  reagents, 
costs  too  much — up  to  ten  times  as 
much  as  hauling  waste  to  a  dump.  "It 
pretty  much  boiled  down  to  that," 
says  Daniel  Silverman  III,  31,  Chem- 
fix president,  who  spent  summers  as  a 
boy  hauling  trash  for  his  family-con- 
trolled National  Environmental.  "We 
couldn't  compete  on  price." 

"We  did  maybe  five  to  ten  jobs  in 
the  last  four  years,"  Silverman  says. 
Chemfix  lost  about  $1.1  million  dur- 
ing that  time.  National  Environmen- 
tal absorbed  the  losses  until  it  spun 
off  Chemfix  in  1980.  Since  then,  a 
private  placement  of  stock  and  a  con- 
tract from  the  District  of  Columbia 
have  kept  the  company  going.  "Hang- 
ing on  was  tough,"  Silverman  says. 
"Looking  back,  there  was  a  double 
learning  curve.  We  had  to  learn  what 
we  had  and  what  to  do  with  it.  And 
the  government  had  to  learn  how  haz- 
ardous these  wastes  are." 

This  year  both  curves  hit  the  right 
slope,  and  Chemfix  has  become  prof- 
itable. In  the  nine  months  ended  May 
31,  Chemfix  earned  $317,000  on  sales 
of  $4.3  million. 

The  furor  over  toxic  wastes  at  Love 
Canal  in  New  York  State  and  Times 
Beach  in  Missouri  has  helped  Chem- 
fix. Although  its  process  doesn't  ren- 
der toxic  liquids  harmless,  it  does 


Let's  dream  a  minute.  IBM  has  gone 
private,  and  you  have  struck  a 
deal  to  buy  it  out  for  $60  billion,  but 
there's  a  catch:  You  need  $5  billion  in 
actual  cash.  Where  will  you  get  it? 
The  example  is  fanciful.  But  the  prob- 
lem, in  corporate  buyouts,  is  not.  Like 
any  hard-pressed  house  hunter,  a  buy- 
er can  borrow,  but  he  still  must  make 
a  down  payment  in  cash. 

Enter  Charterhouse  Group,  a  sub- 
sidiary of  London's  Charterhouse 
Group  Pic,  the  investment  banking 
firm.  Charterhouse  is  betting  $99  mil- 
lion— raised  from  overseas  investors 
and  held  in  a  closed-end  fund  listed  on 
the  London  stock  exchange — that 
there  is  a  lot  of  money  to  be  made 
supplying  that  missing  little  bit  of 
capital. 

The  idea  is  simple.  Say  a  manager 
decides  to  buy  the  division  he's  run- 
ning before  his  company  sells  it  to 
somebody  else.  The  price  tag:  $100 


Chemfix  President  Daniel  Silverman  III 
An  agonizingly  slow  start. 

convert  them  into  a  solid,  which  is 
unleakable  and  easier  to  handle.  The 
company  also  has  found  it  easier  to 
identify  customers.  It  now  uses  a  pub- 
lished list  of  companies  and  the  haz- 
ardous chemicals  they  handle,  infor- 
mation required  by  environmental 
guidelines  adopted  in  1980  during  the 
Carter  Administration.  Finally,  price 
is  no  longer  a  major  concern.  In- 
creased competition  for  landfill  space 
and  tighter  regulation  of  its  use  have 
raised  the  cost  of  dumping  to  the 
point  where  Chemfix  can  compete. 
"With  the  potential  for  lawsuits, 


"Mezzanine"  financing 

million.  A  bank  might  lend  $80  mil- 
lion, and  the  manager,  his  co-workers 
and  kinfolk  might  come  up  with  an- 
other $5  million.  If  it  liked  the  deal, 
Charterhouse's  Mezzanine  Fund 
would  supply  the  other  $15  million  in 
return  for  a  note,  along  with  the  right 
to  take  equity  in  the  company.  The 
fund's  loan  would  become  subordi- 
nate to  bank  or  other  outstanding 
debt,  but  the  fund's  right  to  acquire 
equity  at  favorable  terms  would  give 
it  an  edge  over  other  shareholders. 
"We  will  be  between  the  balcony  and 
orchestra,  between  the  debt  and  equi- 
ty; hence  the  name  Mezzanine,"  says 
Merril  Halpern,  Charterhouse 
Group's  49-year-old  president. 

Don't  look  for  show-biz  glamour  in 
Charterhouse  deals,  however.  "We 
don't  want  excitement,  we  want  sta- 
bility," Halpern  says.  "The  very  thing 
that  makes  high  tech  so  exciting,  the 
constant  evolution  of  an  idea,  makes 


many  companies  would  rather  con- 
trol the  material  themselves,"  Silver- 
man says.  "They  use  our  process  and 
store  the  material  on  site." 

So  the  worse  the  environmental 
news  gets,  the  better  things  should  be 
for  Chemfix.  Vigorously  committed 
to  defending  his  patents,  Silverman 
now  sees  unlimited  growth. 

"How  big  can  we  be?"  he  says. 
"Well,  the  government  estimates 
there  will  be  a  $12  billion  market  in 
the  handling  of  chemical  wastes  by 
1990.  lust  5%  of  that  would  be 
nice." — Paul  B.  Brown 


it  dangerous  to  invest  in.  That  idea 
becomes  obsolete."  Halpern  says  he  is 
looking  for  deals  in  manufacturing 
and  other  long-established  industries. 

Charterhouse  is  no  newcomer  to 
leveraged  buyouts,  having  had  a  hand 
in  one  of  the  earliest  and  most  suc- 
cessful of  all,  the  acquisition  of  pri- 
vately held  Dreyer's  Grand  Ice 
Cream,  Inc.  of  Oakland,  Calif,  in 
1977.  Charterhouse  Group  invested 
$397,000  in  the  buyout  and  got  stock 
worth  $16.2  million  when  Dreyer's 
went  public  in  1981. 

As  companies  continue  to  divest 
themselves  of  operations  that  no 
longer  serve  their  long-term  objec- 
tives, both  corporate  buyers  and  sell- 
ers, Halpern  thinks,  will  welcome 
Charterhouse's  buyout  financing. 
And  when  both  sides  need  your  help, 
he  figures,  it  won't  be  hard  to  make 
money. — Barbara  Rudolph 
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America's  Cup  1983: 
The  Fiercest  Challenge 

When  it  began  there  were  entries  from 
six  different  countries  with  hand-picked  crews 
and  meticulously  designed  craft. 

Two  remain  for  the  mid-September 
match.  And  the  world  gathers  at  Newport 
to  watch  these  superb  12-meter  yachts 
engage  off  Brenton  Reef  in  the  25th  defense 
of  a  trophy  the  U.S.  has  held  since  1851. 

The  Americas  Gup.  Sailing's  personal 
Everest.  And  the  epitome  of  Newport  style. 

For  each  yacht.,  equipment  is  chosen 
with  one  standard:  perfection.  And  for  more 
than  20  years,  eveiy  winning  crew  has 
selected  one  watch:  the  Rolex  Oyster! 

In  Americas  Cup  competition,  there 
can  be  no  compromise. 


Shown  above:  Rolex  Day-Date*  and  Rolex  Lady  Datejust? 
Both  in  1  Skt.  gold  with  matching  President*  bracelets. 


)  Rolex  Watch.  U.S.A.,  Inc. 


N  A  T  I  O  N  A  I.     I:  X  C  I.  U  5  I  V  I: 


With  an  American  Express  Card  Assured  Reservation, 

ONLY  NATIONAL 
GUARANTEES  YOUR 
CAR  WILL  DE  WAITING. 


Now  when  you  rent  a  car 
from  National,  we'll  guaran- 
tee it  will  be  waiting  for  you 
—  even  if  you  arrive  up  to 
12  business  hours  late  (at 
participating  U.S.  and 
Caribbean  locations).  If  it's 
not  waiting,  we'll  provide 
free  ground  transportation 
to  your  initial  destination  up 
to  25  miles.  And,  within 
four  business  hours,  we'll 
provide  a  National  car  for 
your  use  free  for  the  dura- 
tion of  the  rental  or  reser- 
vation period,  whichever  is 
shorter,  up  to  a  maximum 
of  seven  free  days.  Specific 
cars  are  subject  to  availabil- 
ity. Car  must  be  returned 
to  renting  location. 

All  you  have  to  do  to  get 
this  guarantee  is  make  your 
reservations  by  phone  at 


least  24  hours 
in  advance 
and  give  us 
your  American 
Express®  Card 
number.  You  can 
cancel  your  reser- 
vation up  to  two 
hours  before  your 
stated  arrival  time 
and  there  will  be 
no  charge  for  your 
rental.  After  that  time, 
your  account  will  be 
charged  $20  if  you  cancel  or 
don't  arrive  within  the  12- 
hour  holding  period.  Reser- 
vations or  cancellations 
must  be  made  by  calling 
800-CAR-RENT.SM 

It's  a  feature  you  may 
never  use.  But  it's  sure  nice 
to  know  it's  available.  Be- 
cause if  you  miss  a  plane  or 


have  an  extra-long  meeting, 
your  car  will  still  be  ready 
and  waiting,  guaranteed 
by  National  Car  Rental 
when  you  use  the  American 
Express1  Card.  Don't  leave 
home  without  it? 
800-CAR-RENT  spells  out 
easy  reservations. 

National  gives  you  a 
simple  toll-free  number 
for  reservations  — 


800-CAR-RENT.  You 
can  call  any  time  of  day 
from  all  fifty  states.  In 
Canada  call  us  collect 
at  612-830-2345. 
24-hour  road  service. 
Here's  another  piece 
of  National  attention? 
Only  National  pro- 
tects you  round  the 
clock  with  Amoco 
Motor  Club  road  service, 
with  6,500  service  facilities 
across  the  U.  S.  ready  to 
help  you.  You'll  probably 
never  need  it,  but  it's  nice 
to  know  it's  there. 


FOR  RESERVATIONS  CAUL 

800-CAR-RENT 

OR  YOUR  TRAVEL  CONSULTANT 


National  features  GM  cars  like 
the  Chevrolet  Chevette,  Cadillac 
Sedan  DeVille  and  Oldsmobile 
Cutlass  Ciera. 


You  deserve  Notional  attention. 


National  Car  Rental 


J1983,  National  Car  Rental  System,  Inc.  In  Canada,  it's  Tilden.  In  Europe,  Africa  and  the  Middle  East,  it's  European 


It's  been  an  expensive  lesson,  but  American 
Sterilizer  seems  to  have  learned  it:  'Tis  of- 
ten better  to  invest  in  your  own  business 
than  in  somebody  else's. 


Back 
in  focus 


By  Jill  Bettner 


We're  focusing  on  our  fran- 
chises now, "  says  Henry  Fish, 
chief  executive  of  American 
Sterilizer  in  Erie,  Penna.  It's  been  a 
lesson  hard-learned. 

Fish's  company  is  the  world's  lead- 
ing manufacturer  of  hospital  steriliz- 
ers and  related  items,  which  account 
for  73%  of  the  company's  sales  and 
maybe  two-thirds  of  the  entire  world 
market.  The  competitors,  companies 
like  Castle,  a  unit  of  Sybron,  and  Ver- 
nitron,  are  also-rans.  AMSCO  also  is 
the  leader  in  operating  tables,  where 
its  closest  competitor  is  Affiliated,  a 
subsidiary  of  United  Industrial  Corp. 
AMSCO  dominates  the  highly  frag- 
mented market  for  operating  room 
surgical  lights. 

Yet  Fish  admits  that,  until  1978,  his 
company's  record  was  less  than  in- 
spiring. The  nearly  100-year-old  com- 
pany, which  had  always  been  square, 
decided  in  the  late  Sixties  to  turn 
swinger — and  made  the  classic  mis- 
take of  diversifying  into  businesses  it 
knew  nothing  about. 

There  were,  for  example,  Lombart 
contact  lenses,  Champion  dishwash- 
ers and  Turner  lab  instruments.  Re- 
turn on  equity  slid  steadily  from 
11.5%  in  1967  to  a  low  of  just  5.3%  in 
1977,  when  Fish  decided  enough  was 
enough. 

Having  dumped  the  last  of  the  ac- 
quisitions, AMSCO  is  concentrating 
on  cutting  costs  and  is  seeing  the  re- 
sults of  a  retooling  begun  two  years 
ago.  Last  year  earnings  increased 
17.8%,  to  $13.6  million,  or  $1.52  a 
share,  on  a  7.5%  sales  rise,  to  $254 
million.  This  year's  first-half  net  was 
up  16%,  to  $7.3  million,  or  80  cents  a 
share,  on  a  6%  sales  increase  to  $134 
million.  Analysts'  projections  for 
1983  full-year  earnings:  $1.75  a  share. 


Clearly,  it  pays  to  mind  your  own 
business.  Finally  aware  of  this,  in 
1981  Fish  launched  a  four-year  manu- 
facturing productivity  improvement 
program,  budgeting  more  than  $20 
million  for  modernizing  and  expand- 
ing the  company's  factories  in  Erie, 
and  in  Montgomery,  Ala.  and  James- 
town, N.Y. 

AMSCO's  1982  capital  expendi- 
tures of  $1 1.6  million  doubled  the  av- 
erage annual  outlay  for  the  previous 
decade.  Overall,  the  current  spending 
program  has  expanded  manufacturing 
capacity  at  the  three  plants  by  14%, 
with  no  increase  in  manpower. 
AMSCO  is  meeting  its  delivery  com- 
mitments as  promised  98%  of  the 
time,  up  from  a  dismal  72%  just  a 
year  ago.  A  computerized  "just-in- 


time"  system  for  ordering  materials 
from  vendors,  installed  last  summer, 
reduced  inventory  by  $1.7  million. 
New  computer-controlled  machines 
in  the  Erie  factory  allow  the  company 
to  make  parts  previously  bought  from 
vendors.  And  while  unemployment  in 
smokestack  Erie  still  hovers  around 
15%,  some  AMSCO  workers  are  earn- 
ing overtime. 

"We've  realized  where  our 
strengths  are,"  says  the  soft-spoken 
Fish,  whose  father  spent  his  career 
with  the  company  after  marrying  the 
daughter  of  one  of  its  founders.  (Fam- 
ily members  and  other  insiders  own 
about  10%  of  the  shares.) 

Nearly  30%  of  AMSCO's  1982  sales 
came  from  international  operations, 
about  70%  of  that  from  its  Canadian 
subsidiary,  Ingram  &  Bell  Ltd.  Over- 
seas the  company  is  represented  by  75 
dealers  in  Europe,  Latin  America  and 
the  Far  East.  It  is  also  currently  ex- 
ploring the  possibility  of  selling  its 
sterilizer  manufacturing  technology 
to  the  Chinese  Shandong  Medical 
Equipment  Co. 

Like  a  lot  of  smallish  companies 
in  glamorous-seeming  businesses, 
AMSCO  has  cashed  in  on  the  new- 
issue  boom.  The  company  raised  a  pile 
of  fresh  cash  in  June  with  a  stock 
offering  of  1.2  million  shares  at  $21.50 
a  share.  Not  bad  for  a  company  with  a 
book  value  of  only  $13.05  a  share  and  a 
spotty  earnings  record.  But  if  Fish  has 
learned  his  lesson  and  if  the  company 
stays  with  the  businesses  it  knows 
something  about,  the  new  stock- 
holders may  not  be  disappointed.  ■ 


CEO  Henry'  Fish  at  AMSCO's  sterilizer  plant 
"We've  realized  where  our  strengths  are." 
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Vietnam  is  on  the  other  side  of  the  world.  Even  El  Salvador  seems 
remote.  But  if  turmoil  comes  to  Mexico,  there  is  no  way  the  U.S. 
can  avoid  being  dragged  in.  Here's  why  the  current  Mexican 
crisis,  so  threatening  to  the  U.S.,  goes  deeper  than  the  usual 
complaints  about  oil  prices,  foreign  debt  and  corruption. 


Can 
Mexico 
pull  through? 

By  Norman  Gall 


iguel  de  la  Madrid:  the 
president  as  priest  and  king. 

"Muchas  gracias,  Senor  Presidente,  muchas 
gracias. "  The  president  of  the  republic  was 


seated  in  a  crowded  tent  pitched  on  the  small  cattle 
fairground  of  the  municipio  of  Tlaquiltenango  in  the  dry 
hills  of  the  Valle  de  Vazquez  in  the  state  of  Morelos.  Near 
here,  seven  decades  ago,  the  guerrillas  of  Emiliano  Zapata 
dodged  federal  troops  during  the  bloodiest  phase  of  the 
Mexican  Revolution.  Now  the  descendants  of  these  guer- 
rillas were  patiently  waiting  their  turn  to  present  their 
requests  and  make  their  complaints  to  the  highest  author- 
ity. Each  of  them  would  get  just  30  seconds  to  present  his 
or  her  case. 

The  speeches  are  brief  because  the  meeting  has  been 
very  carefully  arranged.  "Senor  Presidente:  Valle  de  Vazquez 
covers  12,000  acres,  of  which  roughly  11,000  are  dry  hills 
and  only  1,000  can  be  farmed  when  it  rains.  We  are  2,000 
inhabitants.  With  the  money  you  have  given  us,  about  U.S. 
$63,000,  we  have  invested  in  fences  and  pastures  and 
water  troughs  and  a  corral,  benefiting  our  families.  Lastly, 
we  peasants  of  Valle  de  Vazquez  ask  you  urgently  to 
provide  us  with  an  irrigation  system  to  better  use  our  land. 
For  all  this,  we  thank  you." 

Notwithstanding  the  republican  and  revolutionary  trap- 
pings of  his  office,  the  president  of  Mexico  is  a  priest  and  a 


king.  He  travels  often  among  the  dusty  villages  of  his 
realm,  as  do  few  of  the  world's  heads  of  state,  in  a  continu- 
ing ritual  to  renew  the  security  and  legitimacy  of  the  rule 
of  the  Partido  Revolucionario  Institutional  (PRI),  which  has 
governed  Mexico  for  the  past  half  century. 

The  presidential  pageant  is  accompanied  by  flags, 
flowers,  mariachi  bands,  speeches,  recitals  of  the  con- 
quests of  the  Revolution  and  vows  of  support  for  the 
president  of  the  republic,  who  brings  gifts  for  his  peo- 
ple. The  pageant  triumphantly  passes  through  a  blur  of 
baked  Indian  faces  on  baked  village  streets,  half  hidden 
by  banners  and  posters  bearing  portraits  of  Zapata,  the 
Indian  with  glistening  eyes  who  rose  from  the  mass  of 
peasants  whose  communal  -lands  had  been  stolen.  Za- 
pata refused  to  be  bribed  and  had  to  be  killed.  In  death 
as  in  life,  however,  then  and  now,  he  haunts  the  essen- 
tially conservative  leaders  of  the  Revolution,  who  have 
been  unable  to  cure  many  of  the  sufferings  that  led 
him  to  rebel.  All  the  more  reason  for  the  president  to 
listen,  and  try  to  help.  The  populace  must  not  think  of 
the  government  as  being  remote  and  unresponsive. 

"Senor  Presidente:  The  lands  of  Morelos  are  turning  to 
dust,"  announces  Manuel  Peralta  Subdiaz  over  the  loud- 
speaker in  Tehuixtla,  the  next  stop  for  the  presidential 
motorcade.  "We  are  the  state  that  most  needs  conversion 
of  dry  farmland  for  irrigation.  But  the  participation  of  the 
officials  in  charge  of  the  irrigation  programs  has  been 
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mean  and  devious.  Please  help  us.  Muchas gracias." 

Big  problems  and  small  ones,  the  president  is  expected 
to  solve  them  all.  The  priestly  and  kingly  functions  of  the 
Mexican  president  come  from  the  Aztecs,  whose  emperor 
declared  himself  to  be  a  god.  The  incessant  presidential 
touring  began  in  the  reign  of  General  Lazaro  Cardenas 
(1934-40).  This  hulking,  taciturn  son  of  a  small-town  pool- 
room proprietor  became  the  towering  figure  of  the  Mexi- 
can Revolution  after  he  nationalized  the  foreign  oil  com- 
panies in  1938.  It  was  Cardenas  who  established  the  ritual 
that,  45  years  later,  Miguel  de  la  Madrid  is  now  observing. 
In  those  days  the  provincial  revolts  and  counterrevolts 
still  had  not  ended,  and  a  presidential  presence  in  the 
interior  was  a  political  imperative. 

President  de  la  Madrid  does  it  somewhat  differently, 
however,  from  most  of  his  predecessors.  Instead  of  giving  a 
speech  in  each  village,  the  newly  inaugurated  (December 
1982)  president  listens  with  great  care  to  the  speeches  of 
others  in  the  ritual  acted  out  before  him.  Behind  his 


crisis  since  the  armed  phase  of  the  Mexican  Revolution 
and  the  Great  Depression  of  the  1930s.  But  today  we  are  a 
bigger  and  more  complex  country.  In  1930,  after  the  civil 
war  ended,  we  only  had  16.5  million  people.  Today  we  are 
75  million  Mexicans.  The  size  of  our  economy  is  much 
greater,  and  so  are  the  dimensions  of  our  crisis.  For  the  first 
time  in  this  century  we  are  going  through  100%  inflation 
and  economic  stagnation  at  the  same  time. 

Nevertheless,  I  don't  think  you  can  compare  Mexico 
with  other  countries  where  economic  problems  have  led 
into  social  and  political  crisis.  Although  Mexico  still  is 
backward  in  several  aspects  of  its  economy  and  its  soci- 
ety, it  has  been  continually  modernizing  ever  since  the 
Revolution. 

We  have  a  stable  political  system,  very  stable  when  you 
compare  it  with  the  rest  of  Latin  America  and  political 
systems  elsewhere  in  the  world.  Moreover,  Mexico  is 
endowed  with  large  and  diversified  natural  resources.  We 
are  the  world's  fourth-ranking  country  in  oil  and  gas 


silence  may  lie  the  brutal  fact  that  the  president  of  Mexico 
now  has  little  to  promise  and  less  to  give.  Nevertheless, 
small  requests  are  made  and  often  granted.  Symbolism 
counts  for  much. 

In  Tehuixtla  the  merchants  of  the  municipal  market 
asked  the  president  for  a  desk  and  chair,  filing  cabinet, 
typewriter,  30  folding  chairs  and  a  roof  for  their  stalls.  In 
another  request,  Hipolito  Garcia  Albarran  told  the  presi- 
dent: "Man  does  not  live  by  bread  alone.  He  needs  enter- 
tainment. For  this  reason  we  have  formed  a  brass  band  that 
we  wish  to  expand  with  two  trombones,  four  trumpets, 
three  saxophones,  a  drum  and  a  pair  of  cymbals." 

The  requests  were  granted.  The  President  has  renewed 
his  ties,  and  his  party's  ties,  to  the  people. 

Miguel  de  la  Madrid:  We  shall 
overcome  our  difficulties. 
The  following  are  excerpts  from  an  inter- 
view with  Miguel  de  la  Madrid,  president  of 
Mexico,  conducted  in  Spanish  by  Forbes  Contributing 
Editor  Norman  Gall: 

The  U.S.  and  Mexico  are  increasingly  interdependent  and  so 
people  in  the  U.S.  are  worried  about  Mexico.  Our  people  discuss 
the  possibility  that  Mexico  may  become  another  Central  America 
or  another  Iran.  You  yourself  have  referred  many  times  to  the 
gravity  of  this  crisis. 

De  la  Madrid:  Mexico  is  going  through  its  worst  economic 


reserves.  We  have  abundant  mineral  resources,  most  of 
them  still  to  be  discovered.  We  have  abundant  farming  and 
cattle  land  whose  productivity  gives  us  a  wide  margin  for 
improvement.  Mexico  already  has  reached  1 4th  place  in  the 
world  in  fisheries  production,  and  we  are  only  beginning. 

For  thousands  of  years,  the  presence  or  lack  of  water  has  been 
a  matter  of  life  or  death  in  Mexico.  Recently  Mexico  has  been 
lacking  water. 

De  la  Madrid:  I  agree  that  water  is  one  of  the  great  problems 
of  Mexico.  Our  hydraulic  resources  are  very  unevenly 
distributed.  They  are  concentrated  in  the  tropical  south- 
east, where  the  problem  is  flooding,  swamps  and  runoff  of 
valuable  water  to  the  sea.  On  the  other  hand,  the  central 
plateau  and  the  north,  where  three-fourths  of  the  popula- 
tion is  concentrated,  can  be  considered  desert  country  by 
standards  of  rainfall. 

Over  the  past  half  century,  one  of  Mexico's  great 
achievements  has  been  the  building  of  gigantic  hydraulic 
works — dams,  irrigation  canals  and  deep-draft  wells — that 
have  brought  increasing  amounts  of  land  under  cultiva- 
tion. Nevertheless,  water  remains  scarce.  Large  areas  of 
farming  and  cattle  land  depend  on  rainfall,  and,  as  you 
have  said,  there  is  great  scarcity  of  water  in  the  cities  just 
as  the  cost  of  extracting,  transporting  and  distributing 
water  is  increasing. 

We  need  a  new  culture  of  water  in  Mexico.  We  must  learn 
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how  to  use  it  better.  In  the  future  we  must  build  more  small 
dams  and  irrigation  canals  to  maximize  development  of  our 
water  resources.  The  result  will  be  a  new  culture  of  water 
that  will  create  greater  awareness  in  Mexicans  of  problems 
of  scarcity  by  raising  the  price  of  water. 

Water  is  far  from  being  the  only  necessity  subsidized  by  the 
Mexican  government. 

De  la  Madrid:  One  of  our  economic  strategies  is  revision  of 
our  policy  of  subsidies,  which  have  grown  to  be  an  impor- 
tant part  of  the  budget  and  have  put  us  under  heavy 
pressure. 

Growing  deficits,  caused  by  artificially  low  prices  of 
public  goods  and  services,  to  a  great  degree  explain  the 
inflation  we  are  now  suffering.  Adjusting  these  prices  will 
imply  some  sacrifices  and  some  important  changes  of 


habit.  But  it  will  bring  us  closer  to  economic  rationality. 

At  the  same  time,  we  must  realize  that  Mexico  was  a 
much  weaker  country  four  or  five  decades  ago  than  it  is 
now.  We  have  modernized  and  absorbed  new  population 
that  has  grown  at  the  world's  highest  rates.  Our  school 
population  is  now  24  million,  more  than  the  whole  Mexi- 
can population  in  1940.  We  have  taken  great  strides  in 
education,  health  and  housing  in  a  country  that,  before  the 
Revolution,  was  primitive,  lacking  institutional  stability 
and  internal  communications.  Mexico  today  has  reason- 
ably good  communications.  Although  the  tasks  ahead  of 
us  are  great,  I  feel  that  our  potential  is  sufficient  to  over- 
come these  temporary  problems. 

In  the  1950s  and  1960s  Mexico  became  known  internation- 
ally for  its  prudent  management  of  its  public  finances.  How  did 
these  finances  get  into  so  much  trouble? 
De  la  Madrid:  Our  public  sector  deficit  reached  18%  of  the 
domestic  product  last  year,  which  is  one  of  the  main 
causes  of  our  present  inflation.  Our  program  of  economic 
reorganization  for  1983  aims  to  bring  this  deficit  down  to 
8.5%.  This  is  a  gigantic  effort,  without  precedent  in  Mexi- 


co or  the  rest  of  the  world.  We  are  achieving  this  by 
increasing  government  income — raising  sales  taxes  and 
prices  of  public  sector  goods  and  services — and  by  cuttmg 
public  spending.  This  is  an  enormous  sacrifice,  painfully 
affecting  living  standards  and  expectations.  But  I  am  con- 
vinced that  there  is  no  other  choice. 

In  Mexico  our  deficit  comes  from  a  low  tax  burden,  not 
because  rates  are  low  but  because  of  inadequacies  in  ad- 
ministration of  the  revenue  system.  There  still  is  much 
tax  evasion. 

Mexico  City  has  become  the  second  most  populous  metropoli- 
tan area  in  the  world.  Isn 't  it  cheaper  and  more  viable  to  resettle 
people  in  other  places? 

De  la  Madrid:  The  cost  of  the  city's  expansion  is  extremely 
high  and  it  represents  an  injustice  to  the  rest  of  the 
republic.  Subsidies  have  made  the  city  more  attractive  and 
have  stimulated  migration  even  more.  In  our  new  Devel- 
opment Plan  for  1983-88,  one  basic  goal  is  decentralization 
of  national  life.  Within  our  system  of  freedom — of  work 
and  movement — we  cannot  impose  coercive  measures  to 
block  people  from  coming  to  Mexico  City  or  to  expel 
them.  But  we  can  take  measures  to  encourage  them  to 
move  to  new  poles  of  attraction  that  are  being  developed  in 
other  regions. 

Many  millions  of  Mexicans  do  not  produce  or  earn  enough 
to  live.  This  is  why  subsidies  were  started.  They  seem  to  paper  over 
a  basic  imbalance  between  population  and  resources. 
De  la  Madrid.  We  are  convinced  that  we  should  reduce  our 
rate  of  population  growth.  In  the  1960s  the  population  was 
growing  by  3.5%  yearly.  Today  the  rate  is  going  down,  and 
we  intend  to  reduce  it  to  1%  by  the  end  of  the  century. 
Over  the  past  decade  the  government  has  been  supporting 
family  planning,  and  this  will  continue. 

It  is  true  that  many  of  our  people  live  at  the  subsistence 
level.  But  many  others  have  achieved  standards  of  living 
that  we  could  not  have  dreamed  of  a  few  decades  ago.  We 
also  must  take  into  account  the  improved  capacity  pro- 
vided by  technological  innovation,  in  Mexico  and  through- 
out the  world.  Thus,  with  better  use  of  our  own  natural 
resources  and  with  improved  technology,  we  can  continue 
aspiring  toward  dignified  standards  of  living  for  all  our 
people,  even  when  this  means  changing  many  patterns  of 
past  behavior. 

Some  critics  say  the  basic  problem  in  Mexican  economic 
policy  is  the  domination  of  tlx  public  sector  over  the  private 

sector. 

De  la  Madrid:  Mexico  wishes  to  continue  living  in  a  mixed 
economy  and  will  take  measures  to  ensure  that  the  public 
and  private  sectors  coexist.  We  are  introducing  more  real- 
ism into  pricing  policies  to  ensure  sufficient  profitability 
for  private  business  to  work  and  invest.  We  are  promoting 
a  reasonable  equilibrium  between  the  public  and  private 
sectors  by  helping  companies  with  their  financial  difficul- 
ties, by  recognizing  the  realities  of  prices  and  by  stimulat- 
ing private  activity  through  fiscal,  credit  and  tariff  poli- 
cies. Over  the  next  few  months,  once  we  pass  the  worst 
phase  of  our  economic  crisis,  I  expect  the  private  sector  to 
resume  its  role  as  a  force  for  economic  growth.  As  for 
prices,  we  cannot  free  them  all  at  the  same  time  because 
this  would  accelerate  inflation.  But  I  must  remind  you  that 
in  December,  the  first  month  of  my  government,  we  freed 
half  of  our  price  controls. 

Many  thanks,  Mr.  President. 
De  la  Madrid:  Your  questions  penetrated  our  reality.  They 
are  my  questions  as  well.  I  ask  myself  them  every  day. 
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"From  the  highways  you  can  see 
groups  of  peasants  in  the  open  fields 
kneeling  around  statues  of  the  Vir- 
gin, desperately  praying  for  rain.  It 
did  not  rain  last  year,  nor  this  year 
either.  If  it  does  not  rain  by  mid- 
June  the  crops  are  lost. . . ." 


eography  is  destiny. 

In  interviews  with  reporters  from  the  U.S., 
Mexican  Treasury  Secretary  Jesus  Silva  Her- 
zog  has  repeatedly  said:  "I  don't  think  Mexi- 


co is  capable  of  living  with  a  stagnant  economy  beyond 
1984."  He  said  it  again  in  an  interview  with  Forbes  in  his 
spacious  offices  in  Mexico  City's  colonial-era  National 
Palace.  He  was  giving  a  clear  message  to  Mexico's  credi- 
tors. It  was:  If  you  squeeze  us  too  hard  or  too  long,  you  will 
end  up  losing  everything. 

Yet  Mexico  continues  to  struggle  bravely  to  put  its 
financial  house  in  order — imposing  tough  sacrifices  on 
business  and  consumer  alike.  To  its  credit,  it  is  doing 
so  with  a  will  that  the  U.S.  Congress  has  failed  to 
display  in  curbing  fiscal  extravagance  in  this  country. 
So  why  does  the  principal  architect  of  this  austerity, 
the  urbane  Silva  Herzog,  harp  constantly  on  the  limits 
to  this  austerity?  Because  he  is  aware  of  the  political 
realities  of  his  situation. 

It  is  easy  enough  to  say  that  wasteful  government  spend- 
ing, egregious  policy  errors  and  shameful  corruption  are  at 
the  root  of  Mexico's  current  near-insolvency.  All  this  is 
true,  but  it  is  not  the  whole  story,  nor  does  it  get  to  the  root 
of  the  situation. 

Where  did  Mexico  go  astray  after  40  years  of  economic 
growth  that  was  one  of  the  wonders  of  the  world?  Why  did 
its  public  sector  deficit  zoom  from  3%  of  gross  domestic 
product  in  1970  to  18%  in  1982,  while  inflation  went  from 
5%  to  100%?  Inflation,  swelling  deficits  and  overcon- 
sumption  are  global  problems  today,  but  an  event  specifi- 
cally Mexican  also  contributed  to  the  end  of  stable  growth. 
This  was  the  student  demonstrations  in  several  cities  that 
preceded  the  1968  Olympics.  These  uprisings  led  to  the 
death  of  an  estimated  200  people  when  the  army  and 
security  forces  attacked  demonstrators  in  Mexico  City's 
Plaza  of  the  Three  Cultures. 

The  demonstrations  shook  the  ruling  politicians  and 
brought  shivers  of  terror  to  a  people  aware  of  the  potential 
for  violence  that  always  lurks  just  beneath  the  Mexican 
surface.  Novelists  and  poets  have  long  recognized  that 
there  is  an  almost  mystical  tendency  to  violence  penned 
up  in  Mexico— and  sometimes  it  bursts  out. 

The  politicians  responded  by  yielding  more  and  more  to 
"populist"  demands.  And  what  does  "populism"  really 
mean,  stripped  of  its  rhetoric?  It  means  taking  money  from 
investment  and  putting  it  into  the  stomachs  and  pockets 
of  the  people.  It  has  its  virtues,  but  it  also  has  its  delayed 
price.  This  new  surge  of  populism  led  to  what  many 


Mexicans  now  call  the  docena  trdgica  (the  tragic  dozen 
years)  under  the  presidencies  of  Luis  Echeverria  (1970-76) 
and  Jose  Lopez  Portillo  (1976-82).  This  is  not  to  say  that 
the  ordinary  Mexican  was  rolling  in  affluence  during  those 
years.  He  certainly  wasn't.  But  with  resources  scarce  and 
population  soaring,  the  nation  could  ill  afford  populist 
demagoguery.  Sacrificing  investment  for  consumption  is 
dangerous  for  any  economy,  but  especially  bad  for  Mexico. 
Why?  In  a  word:  Water. 

When  writing  about  Mexico,  most  journalists  concen- 
trate on  the  surface  events — the  price  of  oil,  corruption, 
industrial  inefficiency,  the  crushing  burden  of  internation- 
al debt,  the  flight  of  funds  abroad.  They  rarely  mention 
water.  And  yet  water  is  in  the  most  profound  sense  Mexi- 
co's greatest  need.  The  nation  has  plenty  of  land,  but  it  is 
desperately  short  of  water.  It  is  for  the  most  part  an  arid 
land,  lacking  rivers  and  lakes.  Short  of  water,  it  cannot 
wring  from  its  soil  sufficient  food  for  its  swelling  popula- 
tion— 75  million  now,  soon  to  be  100  million. 

Under  Mexican  irrigation  conditions,  it  requires  3,000 
tons  of  water  to  produce  1  Vz  tons  of  corn — enough  to  feed 
eight  people  for  a  year.  The  cost  and  difficulty  of  getting 
this  much  water  severely  limits  Mexico's  ability  to  raise 
food.  This  year  Mexico  will  have  to  import  half  the  grain  it 
needs,  thus  losing  precious  foreign  currency  that  could 
otherwise  help  service  its  debt,  supply  its  industry  and 
import  badly  needed  capital  goods.  It's  a  vicious  cycle. 
Lack  of  water  drains  away  capital  that  otherwise  might 
help  solve  the  water  problem. 

History  records  that,  along  with  an  international  finan- 
cial crisis,  internal  drought  was  one  of  the  factors  that 
brought  down  the  long  dictatorship  of  Porfirio  Diaz  (1876- 
1911)  and  brought  on  the  bloody  Mexican  Revolution  that 
began  in  1910.  But  now  drought  has  become  a  permanent 
curse,  not  only  because  of  Mexico's  natural  aridity  but  also 
because  the  population  has  grown  so  much  faster  than 
water  resources. 

Listen  to  Governor  Tulio  Hernandez  Gomez  of  the  tiny 
state  of  Tlaxcala,  near  Mexico  City.  "The  absence  of  water 
changes  people's  moods.  From  the  highways  you  can  see 
groups  of  peasants  in  the  open  fields  kneeling  around 
statues  of  the  Virgin,  desperately  praying  for  rain.  It  did  not 
rain  last  year,  nor  this  year  either.  If  it  does  not  rain  by 
mid-June,  the  crops  are  lost  because  corn  planted  after  that 
is  killed  by  the  autumn  frosts  before  it  ripens.  Peasants 
either  plant  corn  or  move  to  the  cities." 

Mostly  they  come  to  Mexico  City,  cradled  in  the  central 
valley  of  the  country.  This  valley  was  once  largely  covered 
with  water.  The  lakes,  coupled  with  the  basin's  fertile 
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volcanic  soils,  made  highly  productive  by  large-scale  irri- 
gation and  drainage  works,  supported  one  of  the  world's 
largest  urban  centers  by  the  7th  century  A.D.^Teotihua- 
can,  the  ancient  ancestor  of  Mexico  City,  with  a  popula- 
tion of  125,000. 

But  now  there  are  16  million  people,  not  125,000,  and 
each  year  Mexico  City  adds  900,000  people,  more  than  its 
entire  population  in  1920.  "This  city  is  an  absurdity,"  says 
Elias  Sahab  Haddad,  executive  director  of  the  Valley  of 
Mexico  Water  Commission.  "We  know  this.  But  it  is  a 
fact,  a  reality."  On  the  average,  the  inhabitants  of  this 
overcrowded  absurdity  sleep  six  to  a  room — and  a  lot  more 
than  that  among  the  two-fifths  of  the  population  living  in 
squatter  settlements.  Even  on  a  subsistence  basis,  they 
require  vast  amounts  of  water.  In  the  Valley  of  Mexico  the 
excessive  extraction  of  water  from  underground  beds  has 
led  to  a  steady  sinking  of  the  land  on  which  the  city  is 
built,  by  some  30  feet  during  this  century,  forcing  aban- 
donment of  important  buildings  such  as  the  Basilica  of  the 
Virgin  of  Guadalupe,  the  national  religious  shrine.  As  for 
the  ancient  lakes,  they  are  long  vanished. 

Mexico's  creditors  and  friendly  nations  would  do  well  to 
remember  all  this  when  Mexico  appeals  for  debt  exten- 
sions and  for  fresh  loans.  The  problems  facing  any  Mexi- 
can government  are  almost  overwhelming. 

One  of  the  most  highly  regarded  people  in  Presi- 
dent Miguel  de  la  Madrid's  cabinet  is  Silva  Her- 
zog.  A  potential  presidential  successor,  in  1988, 
Silva  Herzog  coolly  analyzed  the  situation  for  Forbes 
and  explained  how  the  government  faces  grave  risks  in 
striving  to  bring  consumption  down  to  a  level  the  econo- 
my can  afford:  "There  is  no  consciousness  or  understand- 
ing among  the  [Mexican]  people  that  the  government 
needs  income  to  meet  basic  social  needs.  They  tell  each 
other  that  their  tax  money  goes  straight  into  the  pockets 
of  corrupt  politicians. 

"With  oil  and  with  the  heavy  foreign  borrowing  that  the 
oil  made  possible,  the  government  could  avoid  living  with- 
in its  means.  The  government  could  paper  this  over  and 
still  hand  out  more  and  more  because  lots  of  foreign 
money  was  coming  into  Mexico  over  the  past  six  years: 
$50  billion  in  bank  loans  and  $50  billion  for  oil  exports. 

"But  now  the  easy  money  is  spent,  and  we  are  deeply  in 
debt.  We  have  become  somewhat  unpopular  by  decreeing 
big  increases  in  taxes  and  in  prices  of  gasoline  and  electric- 
ity, which  have  been  kept  artificially  low  by  state  corpora- 
tions for  many  years,  and  more  steep  increases  are  coming. 

"We  intend  to  meet  our  commitment  to  the  Internation- 
al Monetary  Fund  to  cut  our  public  sector  deficit  from  18% 
to  8.5%  of  GDP  this  year.  This  is  an  ambitious  and 
extremely  painful  undertaking.  Last  year  the  Mexican 
economy  shrank  by  0.2%.  This  year  it  will  continue  con- 
tracting by  between  2%  and  4%  of  GDP,  and  in  1984  there 
probably  will  be  no  growth  at  all." 

But  until  Mexico  regains  its  capacity  to  invest,  it  has 
little  hope  of  dealing  effectively  with  its  hydraulic  prob- 
lem. This  will  require  billions  of  dollars.  Gigantic  schemes 
are  being  implemented  to  pump  water  uphill  into  the 
Mexico  City  metropolitan  area  from  coastal  or  intermoun 
tain  valleys  lying  between  3,000  and  6,000  feet  below  the 
metropolis,  over  distances  and  on  a  scale  never  before 
attempted  anywhere,  in  order  to  more  than  double  the 
city's  water  supply  by  the  year  2000.  The  first  stage  of  this 
effort,  the  Cutzamala  System,  already  is  partially  com- 
plete and,  when  finished,  will  pump  19  tons  of  water  per 
second  uphill  to  an  additional  height  of  4,100  feet.  But  by 
the  time  it  is  finished,  Mexico  will  need  yet  more  water 
and  more  water. 
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You  need  professional  service 
with  your  personal  computers. 


i 


Digital  gives  you 
the  best  support  package 
in  the  industry.  Training 
for  your  people.  Hot  lines 
for  your  questions.  A  full 
range  of  services  for  your 
peace  of  mind. 

Up  to  now,  personal  computers 
have  not  been  noted  for  their  after- 
sale  support. 

Digital  changes  that. 

We've  created  three  new  personal 
computers,  intended  for  professionals. 
That  means  they  do  more  than  most 
personal  computers.  And  they're 
supported  better  than  anybody  else's. 

We  offer  a  total  service  package, 
giving  you  all  the  support  you  need, 
right  at  your  place  of  business. 
From  computer-based  instruction  to 
instant-access  hot  lines  to  guaranteed 
response  times  to  software  updates, 
we  provide  everything. 

We  have  over  20,000  service  people 
worldwide  and  all  the  resources  and 
experience  to  deliver  superior  service 
across  the  board:  hardware,  software, 
education.  Not  even  the  world's 
largest  computer  company  can  offer 
you  so  much. 

So  if  you're  looking  into  personal 
computers,  don't  just  compare  the 
goods,  compare  the  services.  You'll 
find  that  when  it  comes  to  support 
after  the  sale,  nobody  can  do  more 
for  your  peace  of  mind  than  Digital. 

SD1DDID 

Computers  for  professionals 
from  professionals. 
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"He  is  talking  about  the  possibility  of 
bloodshed,  of  possible  revolution,  of 
the  potential  influx  of  millions  of 
Mexican  refugees  into  the  U.S.  Mexi- 
cans know  only  too  well  that  when 
things  go  wrong  in  their  country 
they  can  go  very  far  wrong  indeed." 


Technologically  it  is  feasible  to  build  such  projects,  but 
financially  it  is  a  crushing  burden  for  a  society  that  needs 
so  many  other  things,  too,  and  has  so  little  capital  avail- 
able. The  capital  and  operating  costs  of  these  efforts  are 
very  hard  to  measure  in  money  because  the  Mexican  peso 
is  so  unstable  now  in  terms  of  the  world's  major  curren- 
cies. The  energy  costs  probably  are  more  meaningful.  If  gas 
or  heavy  fuel  oil  were  used  to  pump  19  tons  of  water  per 
second  over  these  heights  and  distances,  at  prevailing 
efficiencies  of  oil  conversion  and  pumping,  then  4.3  mil- 
lion barrels  of  oil  would  be  absorbed  yearly  at  a  cost,  in 
terms  of  forgone  exports,  of  $125  million  at  the  current 
OPEC  benchmark  price  of  $29  per  barrel.  For  the  nearly  55 
tons  per  second  of  new  water  flow  now  planned,  the  energy 
cost  for  pumping  alone  would  be  $362  million  per  year. 

"We  cannot  pay  for  the  pumping  of  water  to  Mexico 
City,"  says  Andres  Moreno  Fernandez,  head  of  the  city's 
water  system,  "instead,  we  must  stop  the  growth  of  the 
city."  And  not  only  Mexico  City  suffers.  Some  16  million 
urban  Mexicans  live  in  squatter  colonies  where  many 
depend  for  water,  not  on  pipes  or  wells,  but  on  a  weekly 
visit  by  a  water  truck — and  the  truck  doesn't  always  come. 
But  still  people  pour  into  the  cities,  seeking  food,  water 
and  a  chance  at  earning  a  few  pesos. 

The  failure  to  manage  water  resources  has  helped  to 
destroy  many  civilizations.  It  may  sound  melodra- 
matic to  people  in  the  U.S.,  who  take  water  for 
granted,  but  many  Mexicans  are  asking  each  other  wheth- 
er the  PRI  regime,  which  has  ruled  Mexico  for  more  than 
half  a  century,  is  now  reaching  that  stage  of  hydraulic 
disaster.  Water  and  food  are  closely  related.  Mexico's  poli- 
ticians and  technocrats  have  been  very  active  on  the  food 
supply  side.  Over  the  past  half-century  they  have  more 
than  doubled  the  area  of  irrigated  land  for  farming.  Howev- 
er, because  of  fast  population  growth,  the  irrigated  acreage 
per  capita  is  less  than  half  what  it  was  50  years  ago. 
Moreover,  all  the  easy  dam-building  and  irrigation  projects 
have  been  done,  while  the  population  keeps  growing.  In 
other  words,  both  in  the  city  and  the  countryside,  Mexico 
has  entangled  itself  in  the  hydraulic  trap  while  following 
the  commendable  and  sensible  goal  of  trying  to  keep 
Mexican  bellies  full. 

Food  and  water  were  not  the  only  priorities  in  the  post- 
1968  surge  of  spending  on  subsidies  to  consumption.  These 
were  years  of  giant  giveaways.  To  facilitate  them,  the 
government  systematically  enlarged  its  role  in  the  econo- 
my. When  they  can't  enlarge  the  bureaucracy  anymore, 
politicians  can  do  the  next  best  thing  for  patronage  by 
absorbing  private  business  into  the  bureaucracy.  In  these 


years  the  number  of  state  corporations  grew  tenfold,  from 
84  in  1971  to  845  in  1976alone,  while  subsidies  and  transfer 
payments  rose  from  3%  of  GDP  in  1970  to  15%  in  1982. 
"Until  recently  each  big-spending  presidential  administra- 
tion was  succeeded  by  one  of  austerity  that  cleaned  up  the 
mess,"  a  leading  physician  explained.  "Since  1970  we  have 
had  two  big-spending  governments  in  a  row." 

"Besides  direct  spending,  there  were  vast  price  subsidies 
to  keep  the  price  of  necessities  in  check.  Our  policies  of 
excessive  subsidies  gave  us  the  problems  we  have  today," 
says  Planning  and  Budget  Secretary  Carlos  Salinas  de  Gor- 
tari,  a  small,  wiry,  35-year-old  political  economist  with  a 
Harvard  doctorate.  These  subsidies  embrace  a  bewildering 
variety  of  goods  and  services — from  corn  and  sugar  and 
gasoline  to  water  and  electricity  and  rail  and  bus  transpor- 
tation. There  are  even  public  coin  telephones  costing  less 
than  one-seventh  of  a  U.S.  penny  per  call  ($0.0013).  Ramon 
Aguirre  Velazquez,  the  presidentially  appointed  mayor 
(regente)  of  Mexico  City,  told  Forbes  that  "these  subsidies 
are  part  of  a  redistribution  of  national  wealth  to  achieve 
social  justice."  At  the  cost,  alas,  of  badly  needed  private 
and  public  capital  investments  and,  ultimately,  of  national 
solvency. 

Such  subsidies,  improvident  though  they  were,  helped 
keep  the  political  peace  after  the  violence  of  1968.  So  when 
Mexico's  Treasury  Secretary  warns  that  there  are  time 
limits  to  his  government's  ability  to  impose  austerity,  he 
is  not  only  complaining  about  the  political  inconvenience 
involved.  He  is  talking  about  the  possibility  of  bloodshed, 
of  possible  revolution,  of  the  potential  influx  of  millions  of 
Mexican  refugees  into  the  U.S.  Mexicans  know  only  too 
well  that  when  things  go  wrong  in  their  country  they  can 
go  very  far  wrong  indeed. 

They  are  only  too  aware  of  the  events  that  overwhelmed 
the  long  dictatorship  of  Porfirio  Diaz  and  led  to  a  civil  war 
that  dragged  on  for  nearly  two  decades  and  killed  or 
starved  over  2  million  Mexicans.  It  was  a  civil  war  in 
which  U.S.  citizens  died.  At  one  point,  in  1914,  U.S.  troops 
occupied  the  port  of  Veracruz.  Later  the  fighting  spilled 
over  into  the  U.S.  Southwest  when  Pancho  Villa's  guerrilla 
forces  raided  New  Mexico  and  General  "Black  Jack"  Per- 
shing led  U.S.  soldiers  across  the  border  in  retaliation. 

A  11  this  was  long  ago,  but  there  are  parallels  between 
A\  then  and  now  that  are  close  enough  to  worry 
J.  JL  thoughtful  people  on  both  sides  of  the  border. 
Too  much,  of  course,  can  be  made  of  historical  parallels. 
Miguel  de  la  Madrid  is  no  Porfirio  Diaz,  and  for  decades 
Mexico  has  had  one  of  the  world's  highest  rates  of  econom- 
ic growth.  The  development  of  its  oil  resources  provides  a 
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"It  is  a  flight  from  reality  to  expect 
countries  like  Mexico  and  Brazil  to 
divert  up  to  5%  of  their  annual  nation- 
al incomes  and  a  much  larger  share  of 
their  foreign  exchange  earnings  to 
paying  interest  on  foreign  debts." 


huge  new  source  of  wealth.  Since  its  revolution,  whose 
violence  lingered  on  until  the  1930s,  Mexico  has  enjoyed  a 
political  stability  matched  in  the  hemisphere  only  by  the 
U.S.  and  Canada.  It  is  Mexico's  good  fortune  that — in  spite 
of  the  well-known  larcenous  tendencies  among  its  politi- 
cians— it  has  a  trained,  talented  leadership,  equal  in  some 
respects  to  any  in  the  world.  The  ruling  party,  the  PRI,  is  to 
the  Mexican  Revolution  what  the  Vatican  is  to  St.  Peter. 
The  party  rules  in  a  direct  succession  from  the  middle- 
class  leadership  of  the  old  revolution.  The  leadership  is 
continually  renewing  itself  with  young  men  and  women. 

President  de  la  Madrid  himself  is  only  48  years  old. 
Several  cabinet  ministers  and  state  governors  are  much 
younger,  while  party  chieftains  often  are  in  their  early  30s. 

BBut  while  there  are  some  things  to  be  grateful  for  in 
present-day  Mexico,  anyone  who  thinks  the  crisis 
has  passed  is  deluding  himself.  President  de  la  Ma- 
drid, just  nine  months  into  his  six-year  term  of  office, 
must  move  fast  to  restore  solvency  before  the  necessary 
austerity  becomes  intolerable.  His  task  is  made  trebly 
difficult  by  the  ruling  party's  slackened  grip  on  the  reins  of 
power.  After  liberalizing  the  election  law  over  the  past 
decade — partly  in  response  to  protests  after  the  1968  mas- 
sacre— the  long-ruling  PRI  has  been  suffering  both  losses 
and  unaccustomed  close  calls  in  state  and  local  elections. 
One  obscure  town  in  Oaxaca  state  has  actually  come 
under  Communist  rule,  with  backing  from  Salvadoran 
peasants  camped  there.  Just  last  month  the  PRI  lost  con- 
trol of  capitals  in  two  key  northern  states — Chihuahua 
and  Durango — as  well  as  Ciudad  Juarez,  a  border  city  of 
almost  1  million  people.  In  these  same  northern  states — 
where,  not  incidentally,  the  Mexican  Revolution  erupt- 
ed— the  PRI  faces  a  strong  challenge  from  the  conserva- 
tive, Catholic-oriented  Partido  de  Action  National  (PAN). 
Conservative  PAN  may  be,  but  its  growing  strength  limits 
the  president's  freedom  of  action. 

Dealing  from  a  declining  position  of  power,  with  this 
legacy  of  other  presidents'  mistakes  and  with  the  ancient 
problem  of  water,  is  a  crushing  job.  Whether  sitting  under 
a  tent  hearing  peasants'  complaints  or  sitting  in  his  air- 
conditioned  offices  dealing  with  big  problems  of  econom- 
ics and  politics,  President  de  la  Madrid  is  acutely  aware 
that  hell  hath  no  fury  like  a  populace  suddenly  deprived  of 
the  largesse  it  has  grown  accustomed  to. 

For  nations,  geography  is  destiny,  and  Mexico's  geogra- 
phy is  particularly  grim.  Writing  nearly  180  years  ago,  the 
German  naturalist  Alexander  von  Humboldt  reported: 

"In  the  whole  equinoctial  part  of  Mexico  there  are  only 
small  rivers.  .  .  .  The  narrow  form  of  the  continent  pre- 


vents the  collection  of  a  great  mass  of  water.  .  . .  Saline 
substances  cover  the  surface  of  the  soil.  Through  this 
abundance  of  salt,  the  table  land  of  Mexico  bears  a  great 
resemblance  to  many  places  in  Tibet  and  the  saline 
steppes  of  central  Asia." 

Humboldt  was  writing  about  a  Mexico  with  5.8  million 
inhabitants — sparsely  populated  like  Tibet  and  central 
Asia.  But  this  same  arid  land  today  must  support  75 
million  people.  This  is  not  to  say  that  Mexico  cannot 
support  a  large  population,  but  it  cannot  do  so  without 
huge  capital  expenditures  for  hydraulic  works,  for  agricul- 
ture, for  job-  and  capital-creating  industry.  Whence  is  the 
capital  to  come,  while  at  the  same  time  keeping  the 
populace  minimally  content?  That  is  the  grim  geographic 
and  financial  reality. 

The  foreign  lenders  who  sent  $81  billion  to  Mexico  with 
virtually  no  strings  attached  still  delude  themselves.  It  is 
obvious  that  Mexico  and  other  developing  countries  do 
not  have,  and  never  had,  the  cash-generating  capacity  to 
repay  the  foreign  loans  they  have  piled  up  over  the  past 
decade.  The  money  is  gone.  The  interest  burdens  alone 
have  become  too  big  to  manage.  It  is  a  flight  from  reality  to 
expect  countries  like  Mexico  and  Brazil  to  divert  up  to  5% 
of  their  annual  national  incomes  and  a  much  larger  share 
of  their  foreign  exchange  earnings  to  paying  interest  on 
their  foreign  debts  continually  over  the  next  decade  or 
two.  Payments  on  this  scale  would  wipe  out  their  chances 
to  earn  an  economic  surplus  that  must  be  invested  in 
meeting  urgent  national  needs. 

Mexico  is  trying  to  meet  its  obligations  and  impose 
a  degree  of  discipline  on  government  spending, 
but  we  in  the  U.S.,  should  listen  carefully  to 
Treasury  Secretary  Silva  Herzog  when  he  says:  "I  don't 
think  Mexico  is  capable  of  living  with  a  stagnant  economy 
beyond  1984.  This  would  carry  an  additional  risk  of  social 
and  political  instability." 

Abstract  words,  those:  "social  and  political  instability." 
What  do  they  mean?  They  mean  that  decades  of  peace  and 
progress  in  Mexico  could  end  in  bloodshed  and  disorder, 
with  incalculable  consequences  for  the  U.S.  In  the  long 
run,  helping  Mexico  to  handle  her  horrendous  problems  is 
much  more  useful  to  the  U.S.  than  collecting  bank  loans  to 
the  last  peso.  And  how  can  the  U.S.  help?  By  supplying 
food,  technology  and  capital  to  our  neighbor  on  favorable 
terms.  This  wouldn't  be  charity.  It  would  be  simpie  com- 
mon sense.  Of  the  Mexican-U.S.  relationship,  John  Gavin, 
Ronald  Reagan's  ambassador  to  Mexico,  recently  declared: 
"It  is  a  marriage  without  possibility  of  divorce."  That  says 
it  all.  ■ 
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Rockwell  International  know-how: 
It  goes  into  valves  that  operate  at  5(fbelow  z^ro. 

It's  in  evei^tHing  we  do. 

Our  Hypresphere  ft  ball  valves  are  a  vital  part-  supplier  of  a  wide  range  of  industrial  valves 

of  the  Northern  Border  Pipeline— one  of  this  con-  controlling  the  flow  of  oil,  gas,  water,  steam  and 

tinent's  longest:  gas  transmission  pipelines.  They  can  process  fluids. 

operate  flawlessly  under  the  severest  conditions,  Only  a  company  with  the  know-how  to  combine 

including  temperatures  as  low  as  50°  below  zero.  technology  with  outstanding  engineering  and 

These  valves  are  just  one  example  of  the  advanced  management  skills  can  be  a  leader  in  high-perform- 

technology  that  makes  Rockwell  a  leading  worldwide  ance,  high-technology  valves.  That  know-how  goes 


nto  our  general  industries  businesses  and  into 
:verything  we  do  at  Rockwell. 

In  aerospace:  where  we're  NASA's  prime 
:ontractor  for  the  Space  Shuttle  orbiters  and  their 
ilocketdyne  main  engines,  and  we're  one  of  the  princi- 
pal contractors  for  the  Space  Transportation  System's 
aunch  and  landing  operations. 

In  electronics:  where  our  turbulence-detecting 
adar  systems,  entering  airline  service  this  year, 
epresent  only  the  latest  of  our  technological  "firsts" 
n  avionics  development. 

In  the  automotive  industry:  where  our  Automo- 
:ive  Technical  Center,  one  of  the  largest  and  most 


advanced  independent  facilities  of  its  kind,  helps  us 
work  at  the  forefront  of  developing  technologies  such 
as  next-generation,  reduced-weight  axles,  gearing 
and  on-board  digital  automotive  electronics. 

We're  a  $7.4  billion  company  where  science 
gets  down  to  business  in  four  diverse  areas.  And  that 
diversity  has  helped  us  achieve  seven  consecutive 
years  of  record  earnings  and  impressive  growth. 

If  you  are  interested  in  any  of  the  products 
of  Rockwell  International  or  want  to  learn 
more  about  us,  write:  Rockwell  International, 
Department  815R-27,  600  Grant  Street, 
Pittsburgh,  Pennsylvania  15219. 


Rockwell  International 


...where  science  gets  down  to  business 


Aerospace/Electronics 
Automotive/General  Industries 


As  I  See  It 


Bob  Levinson  argues  from  experience  that 
corporate  managers  have  become  bureau- 
cratic robots.  The  answer? 


Let  them  become 
entrepreneurs 


Robert  E.  Leiinson 

Bring  on  the  fun  of  leadership,  the  panic  of  failure. 


By  Subrata  If.  Chakr a vart y 

When  Robert  E.  Levinson 
sold  his  family  company, 
Steelcraft  Manufacturing,  to 
American  Standard  in  1969,  he  agreed 
with  some  misgivings  to  stay  on  and 
run  Steelcraft  as  a  division.  He  knew 
that  few  chief  executives  of  compa- 
nies acquired  by  others  last  very  long 
as  employees. 

Yet  for  a  while  Levinson  did  better 
than  merely  hang  on.  He  was  promot- 
ed to  group  vice  president  in  charge  of 
several  American  Standard  compa- 
nies. So  happy  a  fit  was  his  job  that  he 
even  wrote  a  magazine  article  called 
"How  to  Become  a  Hired  Hand — and 
Like  It." 

Then,  Levinson  says,  his  illusion 
was  shattered.  Levinson  had  been 
pretty  much  left  alone  by  American 
Standard  to  run  his  own  show.  But  the 
reason,  Levinson  concluded,  was  that 
the  company  was  in  such  trouble  at 
the  time  that  its  senior  management 
had  far  higher  priorities  than  second- 
guessing  one  group  vice  president. 

By  the  time  American  Standard  got 
its  house  in  order,  however,  a  new 
layer  of  senior  vice  presidents,  sepa- 
rating group  vice  presidents  from  top 
management,  had  appeared.  They 
couldn't  resist  what  Levinson  consid- 
ers the  bane  of  American  manage- 
ment: "corporate  tinkering." 

Where  Levinson  had  got  used  to 
making  his  own  decisions,  he  now 
began  to  get  orders.  In  1979,  Levinson 
says,  American  Standard  eliminated 
his  job  and  fired  him  because  he 
wouldn't  mindlessly  follow  those  or- 
ders. The  company  says  that  he  left  to 
pursue  other  interests.  Beyond  that  it 
will  not  comment. 

Now  in  the  hotel  business  in  Flor- 
ida, Levinson  has  distilled  his  experi- 
ence at  American  Standard  and  his 
conversations  with  hundreds  of  other 
managers  in  large  corporations  into  a 
book.  Titled  The  Decentralized  Com- 
pany, it  has  been  published  by  the 
American  Management  Associations. 
To  compete  with  the  Japanese,  he  ar- 
gues, the  U.S.  will  have  to  adopt  radi- 
cal decentralization  in  business — 
vesting  decision-making  at  the  lowest 
possible  levels. 

Leiinson:  Most  corporation  executives 
have  no  idea  what  it  means  to  earn  a 
buck  or  make  a  payroll.  They  never 
see  cash  coming  in.  They  are  playing 
Monopoly.  It's  not  their  money.  So 
they  have  a  tendency  to  pass  the  buck 
and  pass  inefficiencies  on  to  the  con- 
sumer. If  you  were  to  survey  the  man- 
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agers  of  big  corporations,  you'd  find  a 
very  small  percentage  of  them  were 
ever  entrepreneurs.  Our  business 
schools  have  glorified  the  M.B.A.  We 
have  turned  out  a  lot  of  people  with  a 
lot  of  book  learning  who  feel  that  they 
are  experts— because  of  this  book 
learning.  Take  some  little  guy  who 
graduated  from  some  school.  All  of  a 
sudden  he's  given  a  chauffcured  car 
and  an  airplane  and  perks  and  country 
clubs.  He  is  having  meetings  around 
the  country,  around  the  world,  at 
places  he  has  never  been  before.  That 
can  go  to  people's  heads.  They  can 
become  very,  very  bureaucratic.  They 
get  a  distorted  view  of  what  their  job 
is  and  how  it's  to  be  done. 

And  so,  down  the  line,  we  are  creat- 
ing robots.  When  a  corporation  is  bu- 
reaucratically  centralized,  people  are 
dehumanized.  They  are  not  given  the 
opportunity  to  think.  For  example, 
take  personnel  departments.  A  local, 
regional  or  plant  personnel  manager 
must  follow  a  prescribed  corporate 
personnel  administration  program. 
There  is  no  union  negotiation,  usual- 
ly, because  union  contracts  are  han- 
dled by  big  daddy  at  corporate  head- 
quarters. Or  take  strategic  planning. 
That's  done  by  a  standard  set  of  forms, 
from  New  York,  Chicago,  wherever 
the  headquarters  are.  Fill  in  the  five- 
year  numbers.  There's  no  creativity. 
You  just  have  to  make  the  numbers 
come  out.  You  spend  lots  of  time  on 
number-crunching  and  arguing  about 
the  fourth  year,  third  quarter,  and 
what  it's  going  to  show,  instead  of 
getting  down  to  the  nitty-gritty  of  the 
real  world. 

All  right,  you're  got  this  highly  bureau- 
cratic, centralized  business.  What  do  you 
do  about  it? 

Levinson:  We  try  our  best  to  think  in 
terms  of  radical  decentralization.  We 
try  to  get  the  chief  executive  to  make 
a  policy  decision  about  becoming  de- 
centralized, to  analyze  how  to  break 
the  company  down  to  the  smallest 
feasible  operating  units,  to  delegate 
that  responsibility  to  quality  people. 
We  try  to  get  in  the  smallest  possible 
unit  enough  of  the  brainpower  to  op- 
erate that  unit  as  a  separate  corpora- 
tion with  its  own  policies,  with  its 
own  programs,  with  its  own  cash 
needs.  I  would  want  the  unit  to  gener- 
ate its  own  growth.  That  means  trans- 
forming the  corporate  headquarters 
into  something  like  a  banking  institu- 
tion to  provide  capital.  The  operating 
unit  has  to  come  to  the  bank  and 
present  its  case  but  doesn't  have  to 
make  reports  every  day.  I  am  not  ad- 
vocating that  in  a  unit  of  ITT  every- 
one down  to  the  janitor  would  make 
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his  own  decisions.  We're  talking 
about  this  question:  Does  the  unit 
president  have  his  opportunity  to 
make  the  decisions?  And  operate  the 
unit  as  a  separate  company? 

Surely,  there  is  an  argument  for  cen- 
tralization, /loir  about  labor  negotia- 
tions, for  example? 

Levinson:  Let  me  ask  you  something. 
What  advantage  does  the  vice  presi- 
dent of  labor  at  corporate  headquar- 
ters have?  All  he's  got  is  his  job  at 
stake.  Isn't  it  just  as  easy  for  him 
eventually  to  give  in  to  the  union? 
Why  not?  He's  a  hero  because  he 
saved  the  company  from  going  on 
strike.  There's  a  big  difference  when 
you  own  the  business.  The  entrepre- 
neur is  in  it  for  the  long  pull,  and  it's 
his  business.  He's  got  to  live  with  that 
situation.  He  can't  leave  his  job.  He 
can't  say:  "Well,  I  did  it.  Now  I'll  just 
go  get  another  job  someplace.  "  I  [e  has 
a  much  greater  stake  than  the  person 


7  want  to  give  more  author- 
ity to  individuals  to  make 
or  break  the  company  and 
to  give  them  the  entrepre- 
neurial excitement  of  lead- 
ership. In  many  American 
businesses,  managers  are 
so  robotized  they  are  run- 
ning the  company  by  a  text- 
book or  a  policy  manual." 


who  is  mobile  in  the  market.  If  he 
gives  in,  he  has  to  live  with  it. 

And  with  radical  decentralization  you 
are  trying  to  bring  exec  utiles  closer  to 
hat  ing  to  lire  with  it. 
Levinson:  Precisely.  I  am  trying  to  in- 
still in  the  bodies,  the  human  beings, 
the  true  sense  of  the  entrepreneurial.  1 
am  trying  to  get  more  of  that  feeling 
because  with  that  feeling  comes  the 
excitement  of  leadership,  the  fun  of 
leadership,  the  panic  of  failure.  In  a 
centralized  corporation,  you  have  too 
much  insulation  from  that. 

How  is  this  idea  of  radical  decentral- 
ization different  from  the  idea  of  profit 
centers? 

Levinson:  What  I  am  talking  about  is 
the  development  of  human  beings, 
the  things  that  we  can  do  to  make 
better  leaders  in  American  business: 
giving  people  more  responsibility, 
more  accountability,  authority.  Cer- 
tainly when  you  radically  decentral- 
ize you  help  force  the  profit  issue, 
because  people  have  to  produce  profit 
or  get  out.  But  when  you  arc  talking 
about  a  profit  center,  you  arc  usually 


talking  merely  of  a  unit  that  is  evalu- 
ated in  terms  of  operating  income, 
and  you're  saying  nothing  at  all  about 
the  development  of  human  beings. 

Why  don't  companies  decentralize? 
Levinson:  It's  scary  when  you  arc  de- 
centralized because  you  don't  have 
the  kind  of  control  over  everybody 
you  have  when  you  arc  centralized. 
Even  when  you  are  decentralized  you 
can  still  make  mistakes.  Beatrice 
Foods  is  a  decentralized  company. 
They  had  problems,  and  now  people 
arc  saying  the  reason  is  that  they  were 
so  decentralized  you  never  knew 
what  was  ,noing  on.  Well,  maybe  they 
had  the  wrong  people  running  the 
companies.  Maybe  they  delegated  the 
responsibility  to  the  wrong  people. 
It's  the  human  beings  that  make  up 
the  company.  You  do  a  disservice  to 
your  company  by  not  developing  the 
right  kind  of  human  beings  in  your 
company. 

What  you  are  really  talking  about  is 
good  versus  bad  management' 
Levinson:  No.  Because  1  think,  for  ex- 
ample, American  Standard  was  very 
well  managed.  I  think  there  are  a  lot 
of  companies  that  are  very  well  man- 
aged if  you  want  to  look  at  manage- 
ment as  to  income,  growth,  position 
in  market,  stability,  all  of  the  other 
aspects.  I  know  a  lot  of  other  compa- 
nies that  arc  terrific  in  those  respects. 
"Good"  managers  arc  people  who  are 
talking  in  terms  of  success  in  num- 
bers. When  you  use  the  phrase  "good 
manager,"  the  only  method  that  we 
have  to  measure  whether  a  manager  is 
good  or  bad  is  what  his  profit  is,  what 
his  growth  is — and  what  his  return  is 
in  the  stock  market.  I  want  to  give 
more  authority  to  individuals  within 
the  company  to  make  or  break  the 
company  and  to  give  them  the  entre- 
preneurial excitement  of  leadership. 
And  I  am  saying  to  you  what  is  hap- 
pening in  many  American  businesses 
is  that  we  have  managers  who  are  so 
robotized  that  they  are  running  the 
company  by  a  textbook  or  a  policy 
manual  and  really  don't  have  a  chance 
to  exercise  their  skills  in  manage- 
ment and  are  bored  to  death,  arc  tick- 
led to  death  to  retire,  arc  counting  the 
years  until  they  can  get  out,  because 
they  hate  their  job.  It's  a  job.  They  do 
it  and  they  go  to  work,  but  they  are 
not  excited  and  thrilled.  And  they 
don't  have  that  blush  of  excitement 
that  they  should  have.  I  want  to  see 
more  companies  delegate  the  respon- 
sibility, with  accountability,  to  low- 
er-level people  so  that  they  can  expe- 
rience the  excitement  of  manage- 
ment. That's  the  key.  ■ 
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On  the  Docket 


Some  states  try  to  protect  investors  from  fast- 
talking  stock  promoters.  But  in  an  era  of 
deregulation,  "merit"  laws  are  fading  fast. 


Big  Brother 
backs  off 


derstand  a  prospectus,"  says  Texas  Se- 
curities Commissioner  Richard 
Latham.  "Securities  are  distributed  by 
people  who  are  compensated  by  com- 
mission and  will  sell  anything." 

But  not  every  bureaucrat  takes  that 
position,  even  though  a  fair  number  of 
public  employees  do  make  their  liv- 
ing regulating  investments.  Illinois 
Secretary  of  State  Jim  Edgar  is  happy 
that  his  state  is  abolishing  merit  laws. 
"Government  really  shouldn't  try  to 
play  Big  Brother  in  telling  investors 
that  one  stock  is  good  and  another  one 
isn't,"  Edgar  argues.  "They're  all 
risky.  As  long  as  you  have  complete 
and  honest  disclosure,  you  should  let 
the  investors  make  up  their  own 
minds." 

Regulators  in  Washington  are  quick 
to  agree.  "The  whole  system  of  federal 


By  Richard  Greene 


Back  in  1911,  Kansas  legislators 
decided  that  their  citizens 
needed  protection  from  un- 
scrupulous stock  promoters.  The  idea 
caught  on,  and  a  number  of  other 
states  soon  set  up  programs  that  re- 
quired officials  to  approve  new  stock 
offerings.  These  regulations  are  col- 
lectively known  as  blue  sky  laws.  The 
idea  was  to  prevent  folks  from  invest- 
ing in  shares  as  worthless  as  a  piece  of 
the  sky. 

Congress  then  created  the  Securi- 
ties &  Exchange  Commission,  in 
1934,  on  the  premise  that  most  any 
investment  can  be  offered  to  the  pub- 
lic if  the  risks  and  other  material  in- 
formation are  adequately  disclosed. 
But  the  state  blue  sky  efforts  lived  on. 
And  now,  with  deregulation 
popular  nationwide,  "merit" 
laws,  which  set  acceptability 
criteria  for  investments,  are 
under  increasing  attack.  Crit- 
ics gleefully  point  out  that 
Massachusetts  wouldn't  allow 
Apple  Computer  to  sell  its  ini- 
tial offering  in  that  state. 

At  the  moment,  36  states 
still  have  merit  laws  and  about 
half  rigorously  enforce  them. 
Illinois,  Iowa  and  Wisconsin, 
however,  are  eliminating  or  re- 
ducing their  merit  regulations. 
And  the  Securities  Industry 
Association  is  targeting  other 
state  legislatic    for  attack. 

The  dispute  is  straightfor- 
ward. Merit  law  backers  argue 
that  many  individuals  are  not 
sophisticated  enough  to  evalu- 
ate the  worth  of  a  new  issue. 
"Investors  do  id  or  un- 


securities  regulation  is  philosophical- 
ly at  odds  with  the  notion  that  a  state 
government  official  should  pass  on 
the  quality  of  a  security  registration," 
explains  an  SEC  official.  Another  im- 
portant point  is  that  merit  laws  may 
actually  keep  some  honest  but  risky 
ideas  from  being  funded. 

What  criteria  are  the  states  using? 
Statutes  vary,  but  here  are  provisions 
that  pop  up  repeatedly: 

•  Cheap  stock.  Merit  states  frown  on 
companies  in  which  the  selling  par- 
ties continue  to  hold  a  large  number 
of  shares  purchased  far  under  the  mar- 
ket price.  "It's  not  that  cheap  stock  is 
bad  because  entrepreneurs  profit," 
says  Joseph  Schoeberl,  commissioner 
of  securities  in  Missouri,  a  strong 
merit  state,  "but  too  much  cheap 
stock  in  the  market  can  hurt  the  peo- 
ple who  paid  the  public  offering 
price." 

9  Excessive  compensation.  If  too 
much  of  the  money  coming  from  a 
new  offering  is  going  to  the  under- 
writers and  too  little  is  going  into  the 
company,  merit  states  may  not  ap- 
prove an  issue. 

•  Options  and  warrants  Again  merit 
state  commissioners  say  they're  not 
out  to  stop  anyone  from  making  mon- 
ey. They  are  just  concerned  that  if  too 
many  of  the  company's  principals 
have  the  right  to  buy  new  shares  at  a 
cheap  price,  outside  investors  could 
be  hurt. 

These  are  certainly  reasonable  con- 
siderations in  evaluating  a  new  issue. 
But  critics  of  merit  laws  are  not  often 
impressed  by  the  officials  who  make 
such  judgments  for  the  public.  "It's 
overwhelmingly  the  opinion  of  indus- 
try people  that  these  administrators 
are  undertrained,  inadequately 
staffed,  poorly  funded  and 
philosophically  inflexible," 
says  Stephen  Blumenthal,  the 
director  of  regulatory  affairs 
for  the  Securities  Industry  As- 
sociation. "The  end  result  is 
that  we  do  not  see  any  addi- 
tion to  investor  protection 
coming  from  the  state  regula- 
tory commissions." 
'  Naturally,  the  state  regula- 
tors disagree.  But  it  may  be  a 
moot  point.  The  legislative  de- 
bate is  not  going  to  center  on 
the  capabilities  of  securities 
commissioners.  Instead,  the 
issue  is  whether  the  good  of 
protecting  some  investors 
outweighs  the  potential  evil  of 
keeping  some  entrepreneurs 
from  getting  a  start.  Given  to- 
day's political  climate,  more 
and  more  merit  laws  will  prob- 
ably be  wiped  off  the  books.  ■ 
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Taxing  Matters 


Lessors  say  the  Treasury  is  going  to  bring 
back  the  problems  of  safe-harbor  leasing. 
But  is  that  their  real  complaint? 

Pro  bono 
publico 


By  Aaron  Bernstein 

REMEMBER  THE  RUMPUS  a  few 
years  ago  when  safe-harbor 
leasing  let  companies  trade  tax 
benefits  like  children  swap  bubble- 
gum  cards?  It  might  be  a  surprise,  but 
leasing  professionals  like  General 
Electric  Credit  Corp.,  Security  Pacific 
Leasing  Corp.  and  BankAmenLease 
Group  were  not  unhappy  when  Con- 
gress ended  such  deals.  Why?  Because 
they  were  an  alternative  to  leasing 
deals  for  companies  that  couldn't  use 
up  all  their  tax  benefits.  Now  the 
Treasury  Department  is 
working  on  a  new  set  of 
regulations  that  may 
once  again  liberalize 
leasing.  Lessors,  howev- 
er, are  screaming  that 
they  don't  want  this 
help,  because  they're 
afraid  of  yet  another 
congressional  backlash. 
"More  liberal  rules  will 
create  an  outcry  against 
leasing  and  then  Congress  will  hit 
us,"  says  Gary  Wendt  of  GECC. 
Sounds  reasonable.  But  there's  a  lot 
more  to  this  curious  situation  than 
meets  the  eye. 

The  controversy  began  late  last  year 
when  Treasury  officials  decided  to 
clarify  1975  IRS  definitions  of  so- 
called  true  leases.  These  rulings  pro- 
vide strict  guidelines  for  negotiating 
terms  of  a  lease.  But  the  courts  effec- 
tively liberalized  the  IRS  language, 
and  the  revisions  recognize  it.  The 
Treasury  move  should  make  both 
leasing  and  IRS  audits  easier. 

Now  listen  to  John  Chapoton,  chief 
of  tax  policy  at  the  Treasury.  He  says 
it  isn't  protection  from  Congress  that 


lessors  want,  it's  protection  from  new 
competitors  they  might  face  if  leasing 
becomes  simpler.  "The  leasing  com- 
panies like  to  stay  in  the  driver's 
seat,"  he  says.  "More  certainty  in  the 
rules  would  mean  more  lessors  com- 
ing into  their  game." 

To  prove  that  new  regulations 
would  invite  a  congressional  back- 
lash, lessors  have  taken  the  unusual 
step  of  getting  14  congressmen  to  pro- 
test the  still  unpublished  guidelines 
in  a  letter  to  Treasury  Secretary  Don- 
ald Regan. 

How  come?  Because  the  new  regu- 
lations do  pose  serious 
problems  for  the  leasing 
industry.  They  may 
eliminate  a  major  ad- 
vantage that  lessors 
have  over  lessees  with 
regard  to  fixed-price 
purchase  options.  When 
a  leasing  contract  is 
signed,  the  lessor  sets 
the  rent  based  on  an  as- 
sumption of  the  leased 
item's  worth  at  the  end  of  the  con- 
tract. The  less  the  assumed  worth,  the 
more  expensive  the  lease.  If,  at  the 
end  of  the  contract,  the  item  turns  out 
to  be  worth  more  than  was  assumed, 
it's  a  windfall  for  the  lessor. 

The  residual  value  of  the  leased  asset, 
however,  isn't  set  down  in  the  contract. 
If  it  were,  and  the  item  turned  out  to  be 
worth  more  at  the  end  of  the  lease,  the 
lessee  could  benefit  by  getting  a  bar- 
gain. Under  the  new  rules  this  might 
happen.  Treasury  revisions  may  per- 
mit lessor  and  lessee  to  negotiate  a 
fixed  value  that  the  asset  will  sell  for 
when  the  lease  is  up.  "That,"  says 
Thomas  Angstadt,  director  of  project 
finance  at  American  Airlines,  "takes  a 


trump  card  away  from  the  lessors." 

All  this  is  very  important  for  lessors 
and  lessees.  But  you  can't  expect  a 
controversy  over  fixed-price  purchase 
options  to  grab  the  public's  imagina- 
tion. These  are  issues  that  get  into  tax 
journals,  not  the  Wall  Street  Journal. 
To  help  fight  its  battle,  the  leasing 
industry  has  tried  to  come  up  with  a 
more  selfless  argument. 

Nobody  seems  to  admit  that  they 
do  things  out  of  self-interest  anymore. 
It's  always  pro  bono  publico.  Naked 
greed,  anyone?  ■ 


Containing  Container 

When  the  Supreme  Court  handed 
down  its  decision  in  Container  Corp.  v. 
Franchise  Tax  Board  (California),  corpo- 
rate tax  experts  hit  the  decks.  By  a 
vote  of  5  to  3,  the  Court  upheld  the  so- 
called  worldwide  combination  uni- 
tary rule.  This  doctrine,  now  used  by 
11  states,  can  expose  profits  of  U.S.- 
based  multinationals  to  taxation  in 
states  where  they  do  very  little  busi- 
ness. If  your  company  has  some  oper- 
ations in  California,  for  example,  you 
could  find  your  Brazilian  profits  being 
taxed  in  the  Golden  State. 

But  there  may  be  silver  linings  for 
some.  "If  foreign  operations  aren't  go- 
ing well,"  says  Robert  Feinschreiber, 
a  lawyer  who  advises  firms  on  unitary 
taxes,  "a  company  could  even  come 
out  ahead,"  since  it  may  pay  less  in 
state  taxes  if  it  has  overseas  losses. 

Even  where  there  are  taxable  for- 
eign profits,  all  hope  isn't  lost.  To  be 
unitary,  a  company  must  have  similar 
businesses  worldwide.  If  an  oil  com- 
pany has  a  banana  plantation  in  Haiti, 
it  might  beat  paying  unitary  taxes. 
Thus  Feinschreiber  advises  avoiding 
broad  claims.  An  annual  report  boast- 
ing company  A  is  a  "worldwide  inte- 
grated widget  company"  could  quick- 
ly bring  the  unitary  taxman.  Such  a 
description  was  used  in  court  against 
Container  Corp.  Better  to  talk  of 
"thousands  of  specialized  products." 

Another  gambit  is  to  look  for  "plan- 
ning opportunities,"  as  the  experts 
euphemistically  call  them.  All  uni- 
tary taxes  involve  ratios  that  compare 
a  company's  payroll,  property  and 
sales  in-state  with  those  out  of  state. 
Judicious  arrangements  of  these  ele- 
ments could  minimize  payments. 

Meanwhile,  says  Ruurd  Leegstra, 
state  tax  expert  at  Coopers  &  Ly- 
brand,  firms  should  lobby  Congress 
for  a  law  banning  worldwide  combi- 
nations. He  thinks  companies  have 
ignored  this,  hoping  for  a  favorable 
Supreme  Court  decision.  "Sure,  we 
lost  the  battle,"  he  says,  "but  the  war 
isn't  over." — Laura  Saunders 
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No  matter  what  business  you're  in,  from  banking  to  satellite  communications, 
from  petroleum  to  wind  farms,  from  medicine  to  robotics,  the  computer  chip  is 
unavoidably  a  basic  part  of  how  you  do  business.  And  if  you  do  business. 

In  the  greatly  magnified  chip  shown  here,  error  is  easy  to  spot.  Potential 
risk  is  not. 

How,  for  example,  does  an  insurance  company  identify  and  analyze  the 
infinite  risks  associated  with  technological  developments  like  this  over  the  course 
of  years  to  come? 

How  do  you  insure  the  billions  of  microscopic  chips  that  help  fly  airplanes, 
power  pacemakers,  manage  assembly  lines,  transfer  bank  deposits  and  perform 
a  thousand  other  vital  functions  every  day? 

At  AIG  it  is  our  business  to  understand  the  miracles  as  well  as  the  dangers 
inherent  in  trusting  the  nation's  economy  to  the  ubiquitous  microchip. 

That's  why  our  engineers  and  underwriters  are  among  the  industry's  most 
experienced  in  evaluating  the  newest  and  most  complex  challenges  High  Tech 
companies  can  offer. 

After  all,  if  business  is  going  to  move  forward,  we  have  to  be  ready  to 
underwrite  the  necessary  risks.  The  High  Tech  revolution  won't  stop  just  because  we 
don't  know  what  dangers  it  may  bring. 

For  over  60  years  the  AIG  Companies  have  been  helping  to  protect  investments 
which  have  built  the  future.  We  know  that  if  business  is  to  take  advantage  of  what 
science  discovers,  we  have  to  be  ready  to  assume  the  necessary  risks. 

Our  experience  in  over  a  thousand  different  fields  has  made  us  one  of  the  most 
successful  and  innovative  international  insurance  organizations  in  the  world.  Today, 
this  not  only  means  looking  to  the  future,  but  knowing  how  to  assure  your  place 
in  that  future.  k 
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THE  AIG  COMPANIES:  American  International  Underwriters,  American  HomeAssuranceCo  ,  Commerceand  Industry  InsuranceCo., 
National  Union  Fire  Insurance  Company  of  Pittsburgh,  Pa.,  American  International  Life  Assurance  Co  ,  North  American  Managers, 
New  Hampshire  insurance  Co.  and  over  230  other  companies  operating  around  the  world  to  meet  your  insurance  needs. 
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Edited  by  John  R.  Dorfman 

Acid  test 

Edward  Addison  can't  jog  because  of  a 
bad  knee,  so  he  rises  at  5:15  each 
morning  to  walk  five  miles  with  his 
wife  before  starting  work  around  7:30. 
This  isn't  to  impress  the  boss,  because 
Addison  is  the  boss.  Until  recently  he 
ran  $357  million  (revenues)  Gulf  Pow- 
er Co.,  based  in  Pensacola,  Fla.  Now 
he  has  traded  in  his  17-foot  boat  and 
moved  to  Atlanta  to  become  presi- 
dent (and  shortly  CEO)  of  Gulf's  par- 
ent, The  Southern  Co.,  the  $5  billion 
utility  holding  company  whose  sub- 
sidiaries sell  power  to  most  of  Georgia 
and  Alabama  and  to  parts  of  Missis- 
sippi and  Florida. 

Southern's  board  surprised  both  in- 
siders and  outsiders  by  tapping  Ad- 
dison, rather  than  the  CEO  of  either  of 
Southern's  two  larger  subsidiaries, 
Georgia  Power  and  Alabama  Power. 
One  reason,  perhaps,  was  that  he  had 


spent  some  time  with  Southern  Com- 
pany Services,  the  support  firm  that 
provides  Southern's  four  operating 
companies  with  engineering,  comput- 
er and  planning  help. 

In  November,  Addison  will  succeed 
CEO  Alvin  Vogtle  Jr.,  the  man  whose 
World  War  II  experiences  provided  the 
basis  for  the  movie  Tlie  Great  Escape. 
What  Addison  can't  escape  is  the 
looming  problem  of  acid  rain,  which 
some  scientists  have  tied  to  sulfur 
dioxide  and  nitrogen  oxides  emitted 
from  coal-fired  power  plants. 

Southern  generates  more  than  80% 
of  its  electricity  from  coal.  If  the  fed- 
eral government  clamps  on  strict  con- 
trols, Addison  guesses  it  could  cost 
his  company  around  S850  million  a 
year,  which  might  eventually  be 
passed  on  to  consumers  as  a  20%  rate 
hike.  He  calls  for  more  study,  saying 
that  the  acid  rain  problem  isn't  bad 
enough  now  to  justify  "pushing  the 
panic  button." 

Except  for  that  looming  cloud, 
things  at  Southern  have  been  looking 
up.  Last  year  the  company  posted  its 
best  results  in  years,  earning  $472 
million  and  plowing  more  than  4%  of 
that  back  into  stockholders'  equity. 
The  biggest  bright  spot  was  an  Ala- 
bama Supreme  Court  decision  that 
gave  Alabama  Power  some  relief  from 


hostile  regulators.  Another  help  was 
increasing  sales  of  power  to  other  util- 
ities. Those  "off-system"  sales  will 
peak  in  the  late  1980s,  as  new  coal- 
iired  and  nuclear  plants  (one  of  the 
latter  named  after  Vogtle)  go  into  op- 
eration. Around  1990,  Addison  says, 
the  construction  program  on  which 
The  Southern  Co.  has  been  spending 
over  $2  billion  a  year  will  tail  off. 
That's  when  he  hopes  earnings  will 
perk  up  and  Southern's  stock  (now 
attractive  only  for  its  1 1%  yield)  will 
start  trading  above  book  value. — f.R.D. 

Get  into  enzymes 

Remember  the  famous  get-into-plas- 
tics  advice  from  the  motion  picture 
Tl)e  Graduate2.  In  the  pharmaceutical 
business,  today's  hot  word  is  "en- 
zymes." And  probably  few  big  drug 
firms  are  more  involved  in  enzyme 
research  than  S3.1  billion  (sales) 
Merck  &  Co.,  a  research  powerhouse 
that  spends  10.5%  of  its  sales  on 
R&D.  That's  heavy,  even  for  a  drug 
manufacturer. 

Not  entirely  by  coincidence,  P.  Roy 
Vagelos,  Merck's  affable  53-year-old 
director  of  research,  won  an  award 
from  the  American  Chemical  Society 
for  enzyme  chemistry  work  early  in 
his  career.  But  even  if  he  hadn't  been 


President  Edward  Addison  of  The  Southern  Co. 

Coal  is  the  source  of  power— but  also  of  potential  trouble. 
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P.  Roy  Vagelos,  Merck  &  Co.  research  director 

If  he  hadn't  been  interested  before,  he  would  be  now. 


interested  in  enzymes  before,  Vagelos 
says,  he  would  have  been  drawn  into 
the  area  by  its  research  potential  now. 

A  knowledge  of  enzyme  mecha- 
nisms allows  a  biochemist  to  look  for 
the  chemical  that  will  zero  in  on  an 
enzyme  and  inhibit  its  action.  Find 
what  inhibits  the  enzyme  that  con- 
tracts blood  vessels,  for  example,  and 
you  can  help  people  with  high  blood 
pressure.  "It  would  be  the  closest  to 
the  way  the  body  itself  would  regulate 
blood  pressure,"  says  Vagelos.  More- 
over, the  more  specific  the  inhibitor 
involved,  the  fewer  the  side  effects  are 
likely  to  be. 

Merck  is  also  working  on  enzyme 
research  to  combat  arteriosclerosis  by 
regulating  cholesterol.  If  the  right 
combination  is  found,  says  Vagelos, 
enzyme  action  could  reduce  choles- 
terol in  the  bloodstream  by  as  much 
as  50%.  Breakthroughs  like  that,  he 
says,  are  "a  new  ball  game — as  dra- 
matic as  the  first  use  of  antibiotics." 

The  grandson  of  a  doctor,  Vagelos 
has  the  mien  of  a  college  professor — 
which  he  was  for  a  time,  at  Washing- 
ton University  in  St.  Louis.  He  gob- 
bles medical  journals  in  his  spare  time 
the  way  other  people  read  novels.  "I 
like  to  send  copies  of  articles  to  our 
younger  chemists,  microbiologists 
and  other  junior  staff,"  he  says,  "and 
when  I  see  them  in  the  hall  we  discuss 
it."  Especially  if  it  has  to  do  with 
enzymes. — Jon  Schriber 

Runyon  san 

When  Marvin  T.  Runyon  worked  on  a 
Ford  assembly  line  40  years  ago,  he 
was  a  member  of  the  United  Auto 
Workers  union.  He  isn't  wearing  his 


union  button  these  days. 

Runyon,  58,  is  president  and  chief 
executive  of  Nissan  Motor  Manufac- 
turing Corp.  U.S.A.,  which  makes 
light  trucks  in  Smyrna,  Tenn.  Did 
Nissan  pick  Smyrna  because  Tennes- 
see is  a  right-to-work  state?  Oh  no, 
says  Runyon.  Climate  and  a  dedicated 
work  force  were  the  major  factors. 


trai  location  will  make  nationwide 
distribution  less  costly.  Tennessee  of- 
ficials also  pledged  to  help  retrain  lo- 
cal workers  to  use  Nissan's  highly 
automated  machine  tools  and  to  up- 
grade roads  in  the  rural  community  15 
miles  from  Nashville. 

The  $660  million  plant,  Nissan's 
first  in  the  U.S.,  began  production  in 
mid-June  with  1,400  employees.  It  in- 
corporates the  most  sophisticated  of 
Nissan's  Japanese  manufacturing 
knowhow,  such  as  a  central  computer 
to  diagnose  the  problem  with  a  mal- 
functioning robot  anywhere  in  the 
plant,  and  prescribe  the  tools  and 
parts  to  fix  it.  "We  will  compete  on 
technology,"  Runyon  declares. 

His  old  union  isn't  giving  up.  The 
UAW  has  been  vocal  in  its  vows  to 
organize  the  plant.  How  will  Runyon 
keep  it  out?  With  "enlightened  man- 
agement," he  says,  plus  wages  and 
benefits  comparable  to  those  in  the 
rest  of  the  auto  industry.  "People  in 
this  area  share  the  same  traditional 
values,  like  hard  work  and  loyalty," 
he  says.  Of  course,  hard  work  and 
loyalty  are  Japanese  qualities,  too,  but 
that  didn't  prevent  Nissan  workers  in 
Japan  from  unionizing.  Will  Runyon 
be  able  to  keep  them  happier  down  in 
Tennessee? — Christine  Donahue 


Marvin  Runyon  of  Nissan  Motor  Manufacturing  Corp.  USA. 
The  UAW  doesn't  give  up. 


Well,  maybe.  But  it's  interesting 
that  Runyon— who  retired  from  Ford 
three  years  ago  after  serving  as  head  of 
its  body  and  assembly  operations — 
didn't  accept  Nissan's  offer  until  it 
promised  that  the  new  subsidiary 
would  be  based  in  either  Tennessee  or 
Georgia.  Both  just  happen  to  be  right- 
to-work  states. 

Tennessee  won  the  plant  and  jobs, 
says  Runyon,  partly  because  its  cen- 


What  might  have  been 

Waxing  philosophical  about  financial 
reverses  may  be  easier  for  those  who 
nonetheless  remain  millionaires. 
Take  Edward  Piszek,  once  Chrysler's 
largest  shareholder,  with  more  than 
one  million  shares.  Although  Piszek 
bought  his  shares  when  they  were  de- 
pressed in  the  late  Seventies,  he  had 
to  sell  too  soon  and  missed  perhaps 
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$28  million  in  potential  gains. 

A  couple  of  years  ago  Piszek,  now 
66,  was  president  of  Mrs.  Paul's  Kitch- 
ens, Inc.,  a  firm  he  founded  in  Phila- 
delphia in  1946  with  $500  in  savings 
and  built  into  a  $150  million  (sales) 
private  company  with  around  25%  of 
the  U.S.  frozen-fish  business.  Then  he 
bought  the  Arthur  Treacher's  chain  of 
fast-food  fish  restaurants,  which  foun- 
dered and  threatened  to  sink  Mrs. 
Paul's  itself.  Piszek  was  forced  to  sell 
the  primary  assets  of  Mrs.  Paul's,  in- 
cluding the  brand  name,  to  Campbell 
Soup  for  an  estimated  $70  million  in 
1982.  He  got  rid  of  Treacher's  to  some 
Ohio  investors.  Says  Piszek:  "It  was  a 
nightmare.  See,  I  was  an  Eagle  Scout, 
and  after  buying  Treacher's,  I  was  in  a 
jungle.  I  met  people  I  never  knew  ex- 
isted in  this  world." 

So,  Piszek  had  to  sell  his  Chrysler 
stock  in  1982  before  the  market  ex- 
ploded. He  got  $6  to  $7  a  share  instead 
of  the  $35  a  share  Chrysler  command- 
ed recently.  "The  banks  forced  me," 
Piszek  recalls.  "They  figured  no  one 
in  my  position  ought  to  have  such 
speculative  holdings.  I  knew  Chrysler 
had  the  right  man  in  Iacocca.  If  I  could 
have  held  on.  ..." 

Now  Piszek  runs  Emlen  House  En- 
terprises, all  that  remains  of  Mrs. 
Paul's.  The  firm  has  a  film  production 
subsidiary  which  produced  a  number 


of  documentaries  with  one  of  Piszek's 
friends,  James  Michener,  narrating. 
The  company  also  aided  ABC  in  its 
production  last  Easter  on  the  Pope.and 
the  Vatican.  Piszek  still  plays  the 
stock  market.  Recent  holdings  in- 
clude Xerox,  Sperry,  Exxon,  the  Signal 
Cos.  and  Pan  Am. 

His  financial  travails,  he  says,  have 
left  him  "deeply  philosophical" — 
even  though  he's  still  a  multimil- 
lionaire. Ah,  but  for  what  might 
have  been. — Martin  Love 

Where  the  old  folks  are 

Emil  and  Robert  Martini  both  started 
out  as  pharmacists,  so  they  think  they 
know  what  the  man  who  runs  the 
corner  drugstore  wants.  So  far,  it's 
hard  to  argue  with  them.  In  the  last 
five  years,  Emil,  54,  and  his  brother 


an  estimated  $1.4  billion  this  year, 
and  earnings  have  grown  at  a  53% 
compounded  annual  pace  the  past  five 
years.  That  ranks  Bergen  Brunswig 
15th  in  growth  among  the  1,002  com 
panics  in  the  1983  Forbes  Annual  Re- 
port on  American  Industry.  Not  surpris- 
ingly, Wall  Street  loves  Bergen  Bruns- 
wig: The  stock  has  gone  from  $3  a 
share  five  years  ago  to  $34  recently, 
which  works  out  to  about  21  times 
estimated  1983  earnings. 

One  key  to  the  Martini  brothers' 
strategy,  says  Emil  (who  is  chairman, 
while  his  brother  serves  as  president), 
is  demographics.  "We  look  for  areas 
with  growing  population  and  a  dispro- 
portionate number  of  older  people, 
who  use  roughly  five  times  as  many 
prescription  drugs  as  the  rest  of  the 
population,"  he  says. 

Another  key  is  comprehensiveness: 


i01 


Emil  (  left )  and  Robert  Martini  of  Bergen  Brunswig  Corp. 

After  53%  compounded  annual  growth,  what  do  they  do  for  an  encore? 


Edward  Piszek  of  Emlen  House 
How  to  miss  a  $23  million  profit. 


Robert,  51,  have  built  Los  Angeles- 
based  Bergen  Brunswig  Corp.,  found- 
ed by  their  father  in  1947,  into  a  bil- 
lion-dollar company.  Bergen  Bruns- 
wig supplies  6,000  drugstores  in  15 
states  across  the  country  with  some 
10,000  items. 

Now  the  question  is  whether  the 
Martinis  can  do  as  well  in  hospital 
supplies.  Bergen  Brunswig's  hospital 
equipment  division,  says  Emil,  is 
where  the  brothers  expect  the  greatest 
future  growth,  although  the  division 
generated  only  about  $135  million  in 
sales  last  year,  compared  with  $759 
million  from  the  drug  business.  The 
trend  for  hospitals  to  join  chains  will 
help  distributors,  they  think. 

That  growth  will  have  to  be  spec- 
tacular if  it  is  to  match  the  Martinis' 
recent  record.  Total  sales  have  in- 
creased from  $432  million  in  1978  to 


Bergen  Brunswig's  aim  is  to  be  the 
prime  supplier  for  everything  a  drug- 
store needs,  from  toothbrushes  to 
cheap  personal  computers.  The  latter 
are  distributed  by  Commtron,  a  $120- 
million  (sales)  outfit  Bergen  Brunswig 
acquired  recently.  Bergen  Brunswig 
also  lets  store  owners  plug  into  its 
own  computers,  which  help  them 
track  inventory.  A  store  manager  can 
use  a  hand-held  optical  scanner  (de- 
veloped with  Singer)  to  scan  shelves, 
enter  product  numbers  and  reorder  in- 
stantly from  one  of  50  distribution 
centers. — Barbara  Ettorre 

Mailer  in  Swedish 

Without  even  seeing  the  completed 
manuscript,  Rolf  Janson  plunked 
down  $100,000  for  the  Swedish  pub- 
lishing rights  to  Norman  Mailer's  An- 
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WE  DON'T  MAKE  STEEL 
THE  WAY  WE  USED  TO. 


Commitment,  quality, 
technology. 

These  words  are 
bandied  about  a  lot  these 
days. 

But,  at  U.S.  Steel, 
we  know  that  words  just 
aren't  enough.  We  started 
a  Technology  Implementa- 
tion Program  so  good  its 
helping  us  to  significantly 
improve  productivity, 
quality,  costs. 

We  ve  computerized 
and  modernized. 

We're  bringing  in  the 
best  technology— no 
matter  where  it  comes 
from. 

We  also  created  a 

rigorous  and  far-reaching  Quality  Management  Program.  From  the  very  top, 
our  QMP  permeates  every  process  in  every  one  of  our  steel  mills. 
Quality  is  built  in  from  the  very  start.  And  it's  working. 

U.S.  Steel  is  and  will  remain  America's  number  one  steel  supplier.  And,  in 
the  last  ten  years,  we  have  invested  well  over  four  billion  dollars  in 
steelmaking  alone— considerably  more  than  any  other  domestic  steel- 
maker, diversified  or  not.  We  have  modernized  and  improved  steelmaking 
facilities  and  streamlined  operations  for  maximum  productivity.  We  continue 
our  leadership  in  steel  research  and  product  innovation.  There  is,  of  course, 
more  to  do.  And  we  plan  to  do  it. 

At  U.S.  Steel,  our  commitment  is  more  than  verbal. 
Steel  is  our  last  name,  but  it  is  our  first  priority. 


United  States  Steel,  600  Grant  St.,  Pittsburgh,  PA  15230. 
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dent  Evenings.  That  was  the  most  ever 
paid  for  book  rights  in  Sweden.  But 
then  Janson,  57,  runs  the  largest  book 
club  in  Sweden,  privately  held  Bra 
Bocker,  with  over  100,000  members 
and  1982  revenues  of  $25  million. 

Why  would  anyone  make  such  a 
blind  investment?  "I  have  read  most 
of  Mailer's  books,"  fanson  says.  "The 


Rolf  Janson  of  Bra  Bocker 
$100,000 for  an  unread  book. 


Naked  and  the  Dead  was  fantastic,  and 
if  you  can  write  like  that,  there  are  no 
risks  to  take." 

Janson  himself  certainly  has  taken 
risks.  Eighteen  years  ago  he  left  his 
job  with  Bonniers,  a  big  Swedish  book 
and  magazine  publisher,  to  strike  out 
on  his  own  with  Bra  Bocker.  He  began 
by  sending  out  a  million  pieces  of 
mail  advertising  the  fledgling  club  at  a 
time  when  there  were  only  3.4  mil- 
lion households  in  all  of  Sweden.  For  a 
few  months  fanson  and  his  wife  and 
kids  packed  books  in  their  kitchen 
and  carted  them  to  the  post  office  in  a 
wheelbarrow.  Now  eight  trucks  han- 
dle the  25,000  packages  the  company 
sends  out  every  day. 

About  half  the  novels  Bra  Bocker 
publishes  are  translations  and,  of 
these,  90%  are  by  American  au- 
thors— not  surprising  since  a  large 
percentage  of  the  books  published  in 
the  world  are  written  by  Americans. 
Up  to  now,  Bra  Bocker's  bestselling 
U.S.  authors  have  been  Isaac  Bashevis 
Singer  (Passions),  Anne  Tyler  (Search- 


ing for  Caleb)  and  John  Checver  (Select- 
ed Stories). 

Janson  attributes  American  writers' 
success  in  Sweden  to  their  ability  to 
spin  a  yarn.  He  also  acknowledges 
that  Nobel  Prizes  don't  hurt.  They 
have  helped  to  boost  the  sales  of  Sing- 
er and  of  Saul  Bellow,  whose  The 
Dean's  December  is  another  Bra  Bocker 
property. — Jinny  St.  Goar 

Baumol's  disease 

"Do  you  know  how  many  mail  deliv- 
eries there  were  each  day  in  19th- 
century  London?"  asks  William  Bau- 
mol.  "Twelve,  even  on  Saturday." 

Baumol  is  no  idle  griper;  he's  an 
economics  professor  at  both  New 
York  University  and  Princeton.  His 
theory,  which  other  economists  have 
tagged  "Baumol's  disease,"  is  that  any 
service  that  is  inherently  labor-inten- 
sive will  tend  to  rise  in  cost  faster 
than  the  general  rate  of  inflation.  Un- 
fortunately for  municipalities,  that 
description  applies  directly  to  such 
services  as  police  protection,  educa- 
tion and  welfare. 

Mail-sorting  computers  or  no,  says 
Baumol,  a  postman  can  visit  only  so 
many  homes  per  hour.  A  teacher  can 
teach  only  so  many  kids  per  day.  Wel- 
fare resists  productivity  gains  because 
"you  can't  make  people  live  on  less 


the  streets  are  getting  dirtier  and  why 
the  arts  are  constantly  in  financial 
trouble:  "You  can't  speak  the  lines  in 
Hamlet  twice  as  fast."  It  even  explains, 
he  says,  why  the  cost  of  most  comput- 
er services  is  no  longer  falling  as  rap- 
idly as  it  was:  Programmers'  time,  not 
hardware,  has  become  the  dominant 
expense. 

Even  parts  of  the  U.S.  economy  not 
subject  to  Baumol's  disease  are  falling 
behind,  says  Baumol,  who  recently 
directed  research  for  a  Committee  on 
Economic  Development  study  on  pro- 
ductivity. A  fundamental  cause  is  the 
U.S.  savings  rate,  which,  while  in- 
creasing, is  still  far  lower  than  many 
other  countries'.  The  Japanese  are 
such  tough  competitors,  he  says,  not 
because  of  big-happy-family  manage- 
ment or  oriental  lifestyle,  but  because 
they  save  more,  and  thus  invest  more, 
than  we  do. 

"Perhaps  80%  of  the  difference  in 
productivity  gains  between  us  and  Ja- 
pan," says  Baumol,  "is  attributable 
not  to  quality  circles,  )ob  tenure  or  the 
like,  but  to  differences  in  investment 
rates."  Despite  improvements  under 
the  Reagan  Administration,  the  U.S. 
tax  code,  he  argues,  still  rewards  con- 
sumption and  penalizes  investment. 

Well,  economists  have  been  playing 
that  tune  for  years.  But  now  the  61- 
year-old  Baumol  thinks  the  time  may 


Economist  William  Baumol 

Why  are  the  streets  dirty?  Why  is  the  mail  late? 


and  less  food."  The  result:  Taxpayers 
groan  about  rising  government  bud- 
gets even  while  government  services 
are  pinched. 

Baumol's  disease,  says  Baumol,  also 
explains  a  variety  of  problems  that 
previously  "were  explainable  only  in 
terms  of  a  villain" — for  example,  why 


be  ripe  for  reform.  "The  troubles  of 
our  steel  industry  and  our  auto  indus- 
try," he  says,  "are  forcing  the  govern- 
ment to  rethink  the  issue." 

What  about  Baumol's  spare  time? 
He  spends  much  of  it  on  a  labor-inten- 
sive hobby:  woodworking. — J.R.D. 
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You  don't  need  a  computer  to  decide  what  kinds  of  people  want  to 
buy  a  computer.  They're  people  with  a  penchant  for  knowing  more  and  a 
desire  to  get  things  done.  The  kinds  of  people  who  read  The  New  Yorker. 
Which  helps  explain  why  so  many  computer  manufacturers  number 
The  New  Yorker  among  their  most  effective  advertising  calculations. 
Yes,  The  New  Yorker. 


The  oldest  gambling  town  in  America  bears 
no  resemblance  to  Las  Vegas  or  Atlantic 
City.  Thank  heaven — and  the  horsey  set. 


Saratoga: 
the  fifth  season 


By  Thomas  O'Donnell 


It  is  a  curious  kind  of 
traffic  jam:  Buses  bulg- 
ing with  two-buck  bet- 
tors are  stuck  behind 
Rollses  and  Merce- 
deses carrying  the 
good,  the  bad  and  the 
beautiful,  and  trailers  bearing  prize 
Thoroughbreds.  They  are  all  enroute 
to  one  of  the  most  elegant  horse 
tracks  in  America.  The  location:  Sara- 
toga Springs,  N.Y.,  a  city  of  25,000  in 
the  lower  Adirondacks  some  170 
miles  north  of  Manhattan.  The  time 
is  any  afternoon  in  August.  For  that 
one  month  every  year  the  population 
rises  to  nearly  50,000,  many  of  them 
the  cream  of  American  society.  "The 
rich  have  always  had  five  seasons," 
explains  one  local  proudly.  "Winter, 
spring,  summer,  Saratoga  and  fall." 

But  there's  a  lot  more  to  the  oldest 
gambling  town  in  the  U.S.  than  horses 
and  the  horsey  set.  Some  summer 
visitors  come  for  the  theater,  music 
and  dance  at  Saratoga's  modern  per- 
forming arts  center,  the  summer 
home  of  the  Philadelphia  Orchestra 
and  the  New  York  City  Ballet.  Sarato- 
ga has  been  an  institution  since  the 
1830s,  when  the  therapeutic  powers 
of  its  mineral  waters  made  it  the 
queen  of  American  spas. 

Gambling  arrived  in  1861,  when 
the  country's  first  casino  opened  its 
doors.  The  Thoroughbred  racetrack, 
which  sports  wooden  Victorian  spires 
and  flower-filled  boxes,  came  two 
years  later,  while  the  Civil  War  was 
still  raging.  During  the  Gilded  Age  a 
Saratoga  tradition  was  born:  an  easy 
alliance  between  money  new  and  old. 
Women  brougl  nany  hoopskirts 
that  specially  designed  curved-top 
Saratoga  trunk  -  o  be  invented  to 
hold  them.  Wage      -  well  as  waist- 


lines were  substantial.  Meals  ran  to 
nine  courses.  (Overeating  could  be 
cured  with  a  quick  trip  to  the  spas.) 
And  scandalous  love  affairs,  such  as 
that  between  Diamond  Jim  Brady  and 
actress  Lillian  Russell,  added  to  the 
town's  glitter. 

Such  goings-on  prompted  Nellie 
Bly,  the  New  York  World's  star  report- 
er, to  write  an  expose  entitled  "Our 
Wickedest  Summer  Resort."  That 
only  made  the  place  yet  more  glamor- 
ous and  exciting.  But  what  Nellie  Bly 
could  not  accomplish  in  1894,  Sena- 
tor Estes  Kefauver  almost  did  in  the 
early  1950s.  His  investigation  re- 
vealed extensive  mob  influence, 
prompting  New  York  State  to  padlock 
the  casinos.  The  mob  moved  out  to 
more  accommodating  locales,  such  as 
Las  Vegas.  Society  stayed.  Yet  old 
money  alone  was  not  enough  to  keep 
the  local  economy  moving,  and  Sara- 
toga was  soon  given  up  for  dead. 

In  the  early  1960s  clean  new  money 
started  coming,  and  the  queen  of  the 
spas  was  reborn.  Today  it's  no  longer 
bars  and  bookies  but  rather  boutiques 
and  specialty  shops  that  give  Broad- 
way, the  historic  main  street,  its  life. 
Open-air  restaurants,  featuring  such 
trendy  fare  as  quiche,  salads,  import- 
ed beer  and  wine,  number  nearly  a 
dozen.  Antique  and  craft  stores  fight 
for  space  and  the  passerby's  attention. 

Unlike  Atlantic  City,  another  one- 
time playground  for  the  rich,  the  town 
has  retained  its  19th-century  atmo- 
sphere. "Saratoga  hasn't  had  a  face- 
lifting," says  one  frequent  returnee. 
"She's  like  a  successful  madam. 
Proud  of  her  sometimes  notorious 
past  and  sure  of  her  aging  beauty." 

Unfortunately,  some  19th-century 
landmarks  like  the  United  States  and 
Grand  Union  hotels  have  been  de- 
stroyed. But  a  visitor  with  a  taste  for 
the  past  can  stay  downtown  at  the 


Street  sign  in  Saratoga  Springs 
Horses,  culture — but  mainly  horses. 


The  track  at  Saratoga 

A  Waterloo  for  champions. 


Dedicated  railbirds  get  up  with  the  birds 
to  catch  early-morning  workouts 
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State-run  Lincoln  spa 

A  bath  and  a  massage  for  $13. 
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/Vew  y'or/?  C7(y  Ballet  at  Saratoga  Springs 
Pas  de  deux  amid  the  spas. 
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remodeled  Adelphi,  which  boasts  an- 
tique-decorated rooms  and  a  three- 
story-high  veranda.  Equally  elegant  is 
the  Gideon  Putnam,  situated  next  to 
the  spas,  golf  course  and  performing 
arts  center  in  Saratoga  Springs  State 
Park.  By  opening  their  windows  at  the 
Putnam,  guests  can  hear  concerts  at 
the  performing  arts  center,  some  200 
yards  away. 

This  year  the  number  of  visitors  is 
expected  to  top  600,000.  Many  come 
to  hear  jazz,  rock  and  popular  per- 
formers, such  as  Dolly  Parton  and  the 
Grateful  Dead.  Health-consciousness 
has  also  generated  renewed  interest  in 
Saratoga's  spas.  Although  the  spring 
water  is  no  longer  considered  a  cure- 
all,  a  bath  and  massage  at  state-run 
spas  (it  takes  an  hour  and  a  half  and 
costs  just  $13)  is  relaxing.  One  spa, 
the  Roosevelt,  is  fully  operational 
year-round.  A  second,  the  Lincoln,  is 
open  through  the  months  of  July  and 
August. 

The  town  is  even  showing  signs  of 
becoming  a  winter  resort.  Some  of  the 
best  skiing  in  New  York  and  Massa- 
chusetts is  only  a  half-hour's  drive 
away.  A  new  civic  center  featuring  a 
$5.5  million  convention  hall  and  200- 
room  hotel  has  won  voter  approval 
and  may  be  completed  by  next  June. 

But,  as  in  the  past,  August  is  the 
time  and  racing  is  the  attraction.  In 
that  month  the  Thoroughbred  track 
draws  more  paid  admissions  (some 
678,000)  and  produces  a  bigger  handle 
($75  million)  than  does  the  nearby, 
almost  as  elegant  harness  track,  dat- 
ing back  to  1941,  which  is  open  seven 
months  of  the  year  and  draws  620,000 
with  a  handle  of  $45  million. 

On  a  typical  August  morning  the 
town's  plentiful  outdoor  cafes  are 
jammed  with  people  scanning  every- 
thing from  the  racing  tip  sheets  to  the 
calendar  of  cultural  events.  Actually, 
culture  was  a  Saratoga  staple  long  be- 
fore the  performing  arts  center  was 
built.  Yaddo,  founded  in  1926,  is  an 
internationally  known  retreat  for  as- 
piring artists  of  all  types.  The  town  is 
also  home  to  two  colleges:  private 
2,200-student  Skidmore,  a  former 
women's  college  that  became  coed  in 
1971,  and  Empire  State,  a  branch  of 
the  state  university. 

There  are  actually  three  Thorough- 
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bred  racecourses:  the  steeplechase, 
the  grass  track  and  a  dirt  track  on 
which  the  prestigious  Travers  Stakes 
is  held  in  August.  True  horse-lovers 
do  not  miss  spending  at  least  one  ear- 
ly morning  at  the  track,  before  the  sun 
has  burned  off  the  rising  mist.  At  6 
a.m.  exercise  boys  run  the  hopefuls  at 
full  gallop.  Watching  them  while  eat- 
ing a  hearty,  hot  breakfast  is  a  Sarato- 
ga institution. 

The  track  still  accepts  $1  bets,  yet 
just  across  the  street,  bids  on  top- 
flight yearlings  at  the  Fasig-Tipton 
auction  run  to  $1  million 
or  more.  Next  to  the 
spring  sale  at  Keeneland 
in  Lexington,  Ky.,  the 
Saratoga  auction  is  the 
most  important  in  racing. 
Champions  are  bought 
and  sold  there.  And  the 
Saratoga  tracks  have  been 
a  Waterloo  for  many  of 
them.  It's  the  only  place 
Man  o'  War  ever  lost  (in 
1919,  against  a  colt  named 
Upset).  The  great  Secre- 
tariat also  lost  in  1973. 

Few  places  are  as  filled 
with  history,  some  of  it 
important,  some  of  it  not, 
as  Saratoga.  In  1777  the 
battle  that  turned  the  tide 
of  the  Revolutionary  War 
was  fought  there.  In  the  1830s  the 
society  column — a  hand  sheet  to  keep 
track  of  the  daily  doings  of  the 
swells — was  invented.  And  in  1853 
the  potato  chip  was  born  at  the  Moon 
Lake  House,  which,  sadly,  burned 
down  last  fall. 

Things  to  see 

North  Broadway  and  its  row  of  cot- 
tages. These  are  stately,  enormous 
Victorian  mansions,  some  of  the  fin- 
est in  America. 

Tije  National  Museum  of  Horse  Rac- 
ing. Opened  in  1955,  the  museum  has 
one  of  the  finest  collection  of  jockey 
silks,  racing  pictures  and  memorabil- 
ia anywhere.  Free. 

Saratoga  State  Park.  Some  200  acres 
of  natural  beauty,  with  tennis  courts, 
one  of  the  country's  prettiest  and 
best-kept  public  golf  courses,  two  ex- 
cellent pools,  the  bachs  and  the  Gid- 
eon Putnam  Hoi 

Canfield  Casino.  In  Congress  Park, 


downtown.  The  ballroom  and  recep- 
tion room,  which  can  be  rented  for 
private  parties,  are  examples  of  mid- 
Victorian  splendor.  Museum  on  third 
floor  open  daily  9:30  a.m.  to  4:30  p.m. 

Saratoga  Performing  Arts  Center.  This 
$4  million  center  seats  5,400  under 
cover  and  another  30,000  or  so  on 
adjoining  lawns.  Parking  for  5,000 
cars.  Cultural  and  special  events  from 
Memorial  through  Labor  days. 

Polo.  A  new  August  attraction. 
Afternoon  and  evening  games  are 
played  on  Whitney  Field  every  Tues- 
day, Friday,  Saturday  and  Sunday. 
Adults  $3,  children  under  12  free. 

Saratoga  Harness  Raceway.  Open  full 
time  from  April  to  November,  with 
weekend  racing  in  winter.  Post  time 
is  8  p.m. 

Saratoga  Race  Course.  Open  only  24 
days  a  year.  The  nation's  oldest  and 
perhaps  most  picturesque  track.  Post 


Man'  Lou  W 
Cramming 


hitney  emerges  for  the  ball 
it  all  into  the  fifth  season. 


time  in  August  is  1:30  p.m. 
Dining 

In  August,  getting  a  table  anywhere  is 
no  mean  feat.  Make  reservations  early 
and  expect  up  to  a  two-hour  wait  at 
the  better  places.  These  include: 

The  Country  Gentlemen  (Route  9): 
Gourmet  food,  mainly  American- 
style,  in  elegant  surroundings.  Spe- 
cializes in  prime  ribs,  poached  salmon 
and  shrimp  scampi.  (518-584-0500). 

Lillian's  (Downtown  at  430  Broad- 
way): Named  after  actress  Lillian  Rus- 
sell. Serves  generous  portions  of  sea- 
food and  prime  western  beef.  Decor  is 
Gay  Nineties  casual.  (518-587-7766). 

Chez  Pierre  (15  miles  north  on  Route 
9):  Cozy  French  restaurant  serves  out- 
standing food.  (518-793-3350). 

Mother  Goldsmith's  (43  Phila  Street): 
An  old  family-run  restaurant  serving 
breakfast  buffets  every  August  morn- 
ing. Complimentary  salad  bar  during 
lunch  and  dinner.  (518-584-9772). 


Mrs.  London's  Hake  Shop  (33  Phila 
Street):  Nationally  known  patisserie- 
cafe  featuring  full  breakfasts.  Cafe 
menu  noon  to  10  p.m.  Espresso  and 
cappuccino,  as  well  as  wine  and  beer. 
(518-584-6633). 

Where  to  stay 

Many  August  visitors  rent  private 
homes  for  sums  beginning  at  about 
$2,000.  Two  ways  to  find  available 
homes  are  through  ads  in  the  local 
paper,  The  Saratogian,  and  through 
real  estate  offices.  Hotel  rates  can  run 
four  to  five  times  the  off-season  rates 
during  August. 

The  Adelphi  (downtown  on  Broad- 
way): The  last  of  the  grand  19th-cen- 
tury hotels  has  been  completely  re- 
stored. Antique-filled  rooms  range  in 
price  off-season  from  $55  to  $85,  in 
August  $120  to  $160.  The  three-story 
balcony  overlooks  historic  Broadway. 
(518-587-4688). 

The  Rip  Van  Dam  (down- 
town on  Broadway):  Adja- 
cent to  renovated  Adel- 
phi. A  casual,  easygoing 
place  for  those  not  too  de- 
manding of  the  extras. 
Off-season  rates  range 
from  $17  to  $50,  in  Au- 
gust $30  to  $120.  (518- 
584-6100). 

The  Washington  Inn 
(Broadway):  Large  hotel 
with  tradition  and  good 
location.  Harness  track, 
Thoroughbred  tracks  and 
state  park  are  close  by. 
Off-season  rates  range 
from  $32  to  $54,  in  Au- 
gust $50  to  $102.  (518- 

  584-9807). 

Gideon  Putnam  (Saratoga  Springs 
State  Park):  Although  state-run,  this 
is  the  poshest  place  in  the  area.  The 
85-room  Putnam  is  within  walking 
distance  of  everything  in  the  park. 
Downtown  is  just  two  miles  away, 
the  Thoroughbred  track  l3A  miles. 
Rates  off-season  $67  to  $82,  in  August 
$220  to  $340.  (518-584-3000). 


Now,  index  futures 
for  small  investors 

Looking  for  a  way  to  age  your 
short-term  gains  on  the  stock 
market  instantly  into  long-term 
gains?  Who  isn't. 

But  one  hedge  idea  that  will  be  get- 
ting a  lot  of  hype  is  worth  a  long 
double  look  before  you  leap.  The  new 
wrinkle:  index  futures,  specifically 
geared  to  the  investor  with  a  portfolio 
that  does  not  total  six  figures.  They 
are  tempting,  but  buyer  beware.  In- 
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deed,  in  his  Forbes  column  of  July  18, 
David  Dreman  opined  that  financial 
futures  are  suitable  only  for  "masoch- 
ists  and  .  .  .  wild-eyed  dice  players." 
He  pointed  out  that  with  financial 
futures  you  can  be  right  about  the 
market  and  still  take  a  beating  be- 
cause of  the  thin  margins  involved. 
Nevertheless,  a  lot  of  brokers  are  tout- 
ing futures  as  a  means  of  protecting 
short-term  gains  until  they  age  into 
those  juicy,  lightly  taxed,  long-term 
capital  gains. 

Sniffing  commissions,  Wall  Street 
has  scaled  futures  con- 
tracts down  to  a  size  that 
smaller  investors  can  af- 
ford— "mini"  stock  index 
futures,  smaller  versions 
of  the  contracts  profes- 
sional traders  use  to  par- 
ticipate in  broad  stock 
market  moves  or  to  hedge 
against  losses  in  their  own 
portfolios. 

The  Chicago  Mercan- 
tile Exchange  brought  out 
the  first  "mini"  in  mid- 
July.  It  reflects  the  Stan- 
dard &  Poor's  100-stock 
index,  a  market-weighted 
average  of  mostly  blue 
chip  issues  with  names 
like  AT&T,  IBM  and  Gen- 
eral Motors.  (Market-weighted  simply 
means  some  stocks  on  the  list  are 
weighted  more  than  others  in  coming 
up  with  the  index.)  The  S&P's  100  is  a 
miniversion  of  the  S&P's  500,  cur- 
rently the  most  popular  of  the  big 
index  futures. 

The  Kansas  City  Board  of  Trade, 
which  gave  birth  to  the  high-flying 
market  for  index  futures  a  year  and  a 
half  ago  with  its  Value  Line  contract, 
plans  to  offer  a  "mini"  version  by 
Sept.  1.  The  Value  Line  index  is  an 
unweighted  average  of  1,685  common 


stocks.  Right  now,  the  New  York  Fu- 
tures Exchange  doesn't  plan  a  "mini" 
version  of  its  contracts. 

The  appeal  of  these  mini-indeX  fu- 
tures is  threefold: 

•They  permit  even  small  investors 
to  bet  on  the  direction  of  the  market, 
with  a  cash  outlay  of  as  little  as 
$1,800  in  the  case  of  the  S&P's  100. 

•They  allow  investors  to  hedge 
their  portfolios  during  bear  markets 
without  the  expense  of  liquidating. 

•They  permit  short-term  specula- 
tion on  market  movement  with  favor- 
able tax  treatment.  (Gains  realized  on 
futures  trading  are  taxed  at  a  maxi- 
mum rate  of  32%.) 

How  does  all  this  work?  Index  fu- 
tures work  like  other  futures  con- 
tracts, except  that  there  are  no  pork 
bellies  or  gold  or  cocoa  beans  in- 
volved. Four  times  each  year,  in  June, 
September,  December  and  March,  the 


contracts  are  "settled."  In  other 
words,  you  can  buy  contracts  for  3-, 
6-,  9-  or  12-month  periods.  The  price 
of  the  contract  depends  upon  the  cur- 
rent value  of  the  index. 

Each  futures  contract  for  the  S&P's 
100,  for  example,  represents  $200 
multiplied  by  the  current  value  of  the 
index.  If  the  index  is  at  162.35,  the 
value  of  the  contract  is  $32,470.  A 
speculator  may  have  to  put  up  only 
10%  of  the  value  of  the  contract  to 
hold  it  (hedgers  pay  even  less).  If,  on 
the  settlement  date,  the  index  is  high- 


er than  162.35,  you  are  ahead  of  the 
game  by  $200  for  each  point. 

In  theory,  the  small  investor  can 
thereby  cushion  his  portfolio  against 
a  big  market  drop,  for  example.  If  his 
stocks  drop,  the  theory  goes,  so  will 
the  S&P's  100.  And  if  he  has  hedged 
himself  by  shorting  the  index,  he  will 
have  at  least  partially  offset  the 
losses.  There  is  no  guarantee  that  this 
index  will  reflect  exactly  what  hap- 
pens to  his  particular  portfolio.  For 
example,  if  the  market  goes  up  but  the 
stocks  you  own  go  down — it  happens, 
you  know — you  will  lose  both  on  your 
stock  position  and  on  your  short  posi- 
tion in  futures.  Some  hedge. 

To  buy  or  sell  one  of  the  new  S&P's 
100  contracts  on  the  Chicago  ex- 
change can  cost  as  little  as  $1,800  in 
cash  or  funds  borrowed  against  the 
value  of  the  securities  in  your  portfo- 
lio. The  Kansas  City  Exchange  also 
plans  an  $1,800  minimum 
on  the  proposed  "mini" 
Value  Line  futures. 

By  contrast,  the  initial 
ante  is  $6,000  for  regular 
contracts  linked  to  the 
broader  S&P's  500  stock 
index.  It's  currently  about 
$6,500  on  existing  Value 
Line  contracts,  $3,500  for 
futures  on  the  NYSE 
composite.  Obviously, 
these  positions  are  highly 
leveraged — and  that  is 
why  Dreman  and  others 
think  they  are  so  poison- 
ous: If  you  are  long  in  fu- 
tures on  10%  margin  and 
the  market  drops  even 
3%  you  have  to  cough  up 
more  margin.  Otherwise  they  sell 
you  out  and  you  have  lost  half  or 
more  of  your  money  and  your  hedge 
is  gone  as  well. 

Like  other  commodities,  the  bor- 
rowing costs  of  trading  index  futures 
affects  prices.  Since  the  contracts  are 
so  highly  leveraged,  interest  rates  are 
important.  Low  rates  can  mean  more 
players,  thereby  affecting  the  index. 

So,  go  ahead  and  take  the  plunge  if 
you  want  to  and  can  afford  it.  But 
know  you  are  shooting  craps  rather 
than  hedging. — Jill  Bettner 


Antique  credit 

Great  Britain,  always  prime  terri- 
tory for  American  antique  hunt- 
ers, is  more  attractive  than  ever  these 
days,  thanks  to  the  strong  dollar.  And 
to  make  things  even  more  tempting, 
Michael  Davis,  a  well-known  U.K. 
shipper,  has  devised  a  credit  card  sys- 
tem that  alio'  >  en  buyers  to  pur- 
chase antiques  in  Britain  and  pay  for 


them  upon  delivery  here.  Some  1,500 
U.K.  dealers  are  participating,  from 
Village  Pine  in  Clwyd,  Wales,  to  the 
exclusive  London  dealer,  Bennison. 

The  Passport  card  carries  no  fixed 
credit  limit  (impulse  buyers  beware), 
but  cardholders  are  carefully  checked 
beforehand.  All  payments  are  due 
when  the  antiques  arrive  in  the  U.S. 
Membership  fee  is  $35  a  year,  after  a 
one-time  charge  of  $55.  Since  the 


cards  were  introduced  last  fall,  about 
5,000  have  been  issued,  about  80%  to 
Americans.  Passport  users  avoid  for- 
eign currency  transactions  and  have 
automatic  access  to  the  shipping  ser- 
vices of  Michael  Davis,  Ltd.  (And  the 
faster  he  ships,  of  course,  the  faster  he 
gets  paid.)  For  information,  write  to 
Passport,  29  East  61st  Street,  New 
York,  N.Y.  10021. 


FORBES,  AUGUST  15,  1983 


Wellgo  to  great  lengths 

for  United  Mileage-Plus 

members. 


If  you're  a  member  of  United  Airlines' 
Mileage-Plus  program,  the  friendly  skies  just 
got  a  great  deal  more  friendly. 

Thanks  to  Air  New  Zealand. 

Because  now  you  can  fly  a  beautiful 
Air  New  Zealand  747  from  Los  Angeles  to  the 
South  Pacific  (or  to  London  if  you're  headed  ^ 
in  the  other  direction)  and  get  full  credit  and 
more  towards  your  Mileage- Plus  awards. 

Just  think  of  it.  Australia,  14,990 
miles  round-trip.  New  Zealand,  13,306. 
With  a  25%  bonus  if  you  fly  our  expanded 
Pacific  Class,  the  business  class  that 
received  top  ratings  in  the  prestigious 
British  magazine  Executive  Travel.  First 
Class  pays  a  50%  bonus. 


And  since  one  trip  to  the  South 
Pacific  usually  leads  to  another,  you  can 
now  take  your  Mileage-Plus  awards  on 
Air  New  Zealand,  too. 

And  you  know  what  that  means,  don't 
9  you?  Another  opportunity 

to  fly  the  airline 
recently  named 
best  international 
airline  for  the  third 
consecutive  year  in  the 
^  well-known  Travel-Holiday 
.  Magazine  National  Travel  Poll. 
Air  New  Zealand. 

We  can  put  a  lot  of  miles  in  your  account, 
without  going  out  of  our  way 

#  air  new  zeblbhd 


Los  Angeles 

Caledonia  \  M *Apla  M 

Xw\  §  Tonga™ 


Excludes  services  (o/lrom  Tahiti  and  New  Caledonia  and  domestic  services  within  New  Zealand 
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EPISTLE  won't  make  you  write  like  Shake- 
speare, but  it  may  help  you  keep  from 
sounding  illiterate. 

Move  over, 
Strunk  and  White 


By  Jon  Schriber 

It  is  probably  just  a  coincidence 
that  IBM  is  developing  EPISTLE, 
its  new  word  processing  pro- 
gram, at  a  time  when  the  quality  of 
American  education  is  under  attack. 
EPISTLE  (for  "Evaluation,  Prepara- 
tion and  Integration  System  for  Text 
and  Language  Entities")  is  intended 
to  do  those  things  that  increasing 
numbers  of  Americans  are  allegedly 
not  being  educated  to  do — correct 
not  only  spelling  and  grammar  but 
style  as  well. 

Still  in  the  experimental  stage, 
EPISTLE  ultimately  will  perform  a 
variety  of  style  checks,  from  eliminat- 
ing cliches  to  ending  the  use  of  awk- 
ward, archaic  or  pompous  phrasing. 
Enthusiasts  believe  it  will  do  much 
more — tell  a  writer's  attitude  or  emo- 
tional state,  for  example,  even  his  or 
her  social  and  geographical  origins, 
age  and  sex.  "If  you  shove  enough 
examples  into  the  program,  it  can  tell 
you  that  a  letter  was  written  by  a  55- 
year-old  Irishman,"  says  Kenneth  Bo- 
somworth,  president  of  International 
Resource  Development,  a  Norwalk, 
Conn,  market  research  firm. 

That's  a  shade  overenthusiastic, 
says  Lance  Miller,  manager  of  lan- 
guage and  knowledge  systems  at 
IBM's  Yorktown  Heights  Research 
Center.  But  what  Miller  and  other 
researchers  at  Yorktown  Heights  are 
doing  is  perhaps  interesting  enough  in 
itself.  Correcting  errors  in  spelling  is 
just  for  starters;  any  number  of  pro- 
grams can  do  that.  EPISTLE  will  also 
point  out  grammar  problems  as  well, 
diagramming  sentences  as  a  school 
kid  did  on  the  blackboards  of  yore, 
then  calling  the  writer's  attention  to 
any  errors.  "It's  a  rule-based  processor 
that  takes  the  text  as  input  and  ap- 
plies the  rules,"  says  Miller.  "Of 


course,  you  almost  need  all  of  English 
grammar  as  the  set  of  rules.  And  we 
have  rules  that  cover  about  85%  of 
constructions." 

But  how  does  the  program  for  style 
work?  "You  tell  us  what  you  think  is 
good  writing,  give  us  100,000  or  pref- 
erably 500,000  words  of  stuff  you 
think  is  really  slick,"  says  Miller. 
"Then  we  need  some  bad  writing,  and 
we  input  that.  It  is  then  possible  to 
have  the  system  take  sentences  one 
by  one  and  crunch  out  what  the  pa- 


Edited  by  Stephen  Kindel 

ramctcrs  of  a  good  English  sentence- 
might  be — the  desired  number  of 
words  between  a  subject  and  a  verb, 
for  instance,  or  whether  the  verb 
should  be  to  the  left  of  noun  clauses 
or  to  the  right." 

In  other  words,  good  writing  turns 
out  to  be  whatever  a  human  operator 
tells  EPISTLE  it  is.  The  rules,  more- 
over, must  be  clear  and  concise  to  be 
incorporated  into  the  program — diffi- 
cult with  anything  as  flexible  and  sub- 
tle as  the  English  language.  Which,  of 
course,  is  a  limitation  on  EPISTLE's 
ability  to  turn  bad  writing  into  good 
writing.  Still,  Miller  feels  that  it  can 
at  least  turn  terrible  writing  into  me- 
diocre writing  by  catching  stylistic 
gaffes. 

For  now,  EPISTLE  must  work  on  a 
sentence-by-sentence  basis  only; 
whether  a  paragraph  is  coherent,  logi- 
cal or  consistent  with  the  rest  of  the 
text  is  beyond  its  current  design.  But 
Miller  says,  "We  are  deep  into  the 
design  of  even  this  function,"  and  he 
sees  no  reason  it  can't  be  done.  Ulti- 


English  101  from  a  computer 


Highlighted  in  red  is  a  grammatical  error.  Two  possible  corrections  are 
offered  (aqua  box),  along  with  an  explanation  of  the  rule  broken  (blue 
box).  With  a  light  pen  the  writer  then  selects  the  desired  correct  phrase. 
Lapses  in  grammar,  spelling  and  style  can  be  dealt  with  in  a  similar 
fashion.  But  EPISTLE  still  can't  turn  bad  writing  into  good. 


Source  Internatiotuil  Business  Machines 
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mately,  too,  EPISTLE  may  be  able  to 
deliver  instant  synopses  of  the  con- 
tent, highlight  key  words  and  gener- 
ate indexes  automatically. 

As  for  the  implications  of  all  this, 
Miller,  like  any  research  scientist,  is 
cagey.  "It  would  be  great  for  rewriting 
instruction  manuals,"  he  says,  "but 
for  writing  fiction,  forget  it."  He  also 
stresses  that  EPISTLE  can't  learn  to 
improve  its  skills,  as  humans  can. 
"It's  really  like  going  around  and 
squeezing  all  the  old  fuzzy-lipped 
high  school  English  grammar  teachers 
into  a  computer,"  he  says.  And  he 
thinks  scholars  may  be  able  to  use  the 
system  to  help  research  such  ques- 
tions as  whether  Bacon  really  wrote 
Shakespeare's  plays  or  whether  the 
Hitler  diaries  were  genuine.  By  coding 
a  copy  of  Mein  Kampf  into  the  com- 
puter, Miller  says,  EPISTLE  could 
"probably  have  detected  from  the 
grammar  that  the  diaries  were  fake." 

But  for  Miller  the  ultimate  goal  is  to 
create  better  writers.  To  teach,  in 
short.  "In  a  way,  the  system  is  intend- 
ed to  be  self-destructing,"  he  says. 
"The  writing  level  [of  the  general  pop- 
ulation] will  be  higher  after  people  use 
this  system  over  time." 

But  maybe  Miller  is  optimistic.  If 
people  can  use  programs  like  this  as  a 
crutch,  a  lot  of  them  may  figure:  Why 
bother  to  learn  when  the  computer 
program  will  cover  my  flank? 

What's  good  for  Big  Blue 

The  Dow  Jones  industrial  average  has 
risen  some  60.4%  since  Aug.  13,  1982, 
the  date  most  commonly  accepted  as 
the  beginning  of  the  current  bull  mar- 
ket. During  this  period,  however,  the 
rise  of  the  three  hottest  stocks  in  the 
Dow  average — American  Express; 
Sears,  Roebuck;  and  IBM — has  been 
far  greater:  145.37%,  119.5%  and 
96%,  respectively.  But  of  the  three,  no 
stock  beats  IBM  in  its  total  effect  on 
the  market.  With  602  million  shares 
outstanding,  IBM's  total  market  value 
has  risen  $36  billion,  compared  with 
$5.3  billion  for  American  Express  and 
$7.8  billion  for  Sears.  Moreover,  no 
stock  in  the  DfIA  beats  IBM  as  a  per- 
former. Starting  from  well  behind 
Eastman  Kodak  in  August,  IBM  raced 
ahead  better  than  five  points  a  month. 
It  became  the  highest-valued  stock  on 
the  Dow  in  December  and  has  not 
been  topped  since.  Its  current  market 
value,  $74.25  billion,  accounts  for 
24.4%  of  the  total  market  value  of  all 
Dow  stocks. 

Back  in  the  1950s  Secretary  of  De- 
fense Charles  Wilson  said,  "What's 
good  for  the  country  is  good  for  Gen- 
eral Motors,  and  vice  versa."  He  was 
pilloried  for  that,  but  all  he  meant  was 


From  out  of  the  pack  . . . 


...  to  owning  the  pack 


The  DJIA  has  gained  more  than  $83  billion  since  the  bull  market 
began.  Half  that  gain  comes  just  from  IBM.  Moreover,  IBM's 
shares  now  represent  25%  of  the  Dow's  total  value. 
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that  GM's  economic  health  was  the 
nation's  leading  economic  indicator — 
which  was  true  at  the  time.  Now  you 
could  say  the  same  thing  about  IBM, 
only  IBM  management  is  too  public 
relations-wise  to  put  its  foot  in  that 
one.  But  the  fact  is  that  IBM's  domi- 
nance of  the  DIIA  symbolizes  the  new 
American  economy,  dominated  as  it 
is  by  information  processing  rather 
than  by  heavy  industry. 


The  real  Godfather 

The  same  trend  is  reflected  in  IBM's 
13(f) — the  investment  list  for  its  pen- 
sion plan  that  it  must  file  yearly  with 
the  SEC.  In  IBM's  investment  portfo- 
lio there  is  not  a  single  steel  company, 
only  one  automobile  manufacturer 
(Chrysler  Corp.)  and  a  handful  of 
chemical  companies,  of  which  Dia- 
mond Shamrock  and  Hercules  are  the 


FORBES,  AUGUST  15,  1983 


101 


At  mach  2  closing  speeds, 
four  extra  seconds 
can  be  an  eternity. 


When  an  F-16  fighter  pilot  is  in  a  dogfight, 
every  second  is  critical.  Westinghouse  fire  control 
radar— with  its  ability  to  lock-in  the  enemy  first- 
can  give  the  pilot  a  four-second  advantage 
and  more. 

In  the  early  1970s,  Westinghouse  scientists 
and  engineers  anticipated  future  requirements  for 
more  advanced,  yet  more  reliable,  radar.  They 
took  a  modular  approach  to  create  smaller,  lighter, 
and  less  expensive  radar.  These  advantages,  plus 
the  radar's  outstanding  performance,  reliability, 
and  maintainability,  have  helped  make  the  F-16 
the  world's  best  multi-mission  fighter. 

This  same  approach  to  quality  and  innovation 
will  soon  protect  pilots  further  as  we  begin 
delivery  this  year  of  the  next  generation  of 
electronic  countermeasures  (ECM). 

For  the  future,  Westinghouse  modular 
technology  will  result  in  many  applications  of  very 
high-speed,  integrated  circuits  (VHSIC).  These 
circuits,  with  the  potential  to  increase  processor 
capability  by  more  than  1,000  percent,  will 
dramatically  increase  rrjilitary  capabilities,  and 
may  ultimately  revolutionize  industry. 

In  everything  we  do,  Westinghouse  is  more 
than  100,000  people  around  the  world  dedicated 
to  quality  and  excellence. 


/ 


J 


You  can  be  sure... 
if  it's  Westinghouse 
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Solar  lives! 


only  ones  of  any  size. 

Also  conspicuous  bv  their  absence 
are  virtually  all  other  sectors  of  the 
smokestack  economy — there  are  only 
two  rubber  companies  and  two  lum- 
ber products  companies — and,  sur- 
prisingly, most  of  the  traditional  seg- 
ments of  the  service  economy.  There 
are  no  banks  on  IBM's  investment 
list,  few  insurance  companies. 

How  do  IBM's  pension  managers 
view  the  future?  They  hold  high-tech- 
nology companies  by  the  score,  cable 
television  companies  and  other  enter- 
tainment-oriented firms,  and  fast 
food.  IBM's  bets  are  on  pizza  in  par- 
ticular, with  investments  in  Godfa- 
thers Pizza,  Inc.  and  one  of  its  major 
franchisers,  Pizza  Ventures,  Inc.  What 
money  it  hasn't  put  into  pizza  parlors 
is  going  into  Mexican  food,  at  Chi 
Chis,  Inc.,  and  seafood,  at  Jerrico,  Inc., 
which  operates  and  franchises  over 
1,000  Long  John  Silver  seafood  restau- 
rants. Retailing  is  represented  by  K 
mart,  Gap  Stores,  Pic  'N'  Save  Corp., 
Stop  &  Shop  Cos.  and  Family  Dollar 
Stores — specialty  or  discount  retail- 
ers— with  Dayton-Hudson  in  isola- 
tion as  an  upscale  marketer. 

Are  there  any  real  surprises  on  the 
list?  Only  one  major  surprise.  It  is 
that  a  good  deal  of  IBM  pension  mon- 
ey is  invested  in  the  heavily  out-of- 
favor  oil  industry,  both  in  producers 
and  in  oil  exploration  companies. 
How  come?  Apparently  IBM's  manag- 
ers feel  that  oil  stocks  are  underval- 
ued and  that  the  famous  glut  isn't 
going  to  last  forever. 

Except  for  the  oil  holdings,  most  of 
IBM's  stocks  have  been  good  bets  late- 
ly. While  technology  stocks  have  had 
an  off-again,  on-again  record,  the  fast 
food  and  entertainment  companies 
that  IBM  has  invested  in  are  all  near 
or  close  to  their  alltime  highs,  as  are 
the  numerous  health  care  companies 
on  IBM's  pension  list. 

It's  an  interesting  view  of  the  world 
that  IBM  has.  While  sitting  by  your 
cable  TV,  video  game  or  computer 
hookup,  munching  on  pizza,  sipping  a 
Bud  or  a  Blatz,  you  will  gaze  upon 
your  home  furnishings,  which  have 
been  purchased  at  K  mart  or  Levitz 
Furniture  with  a  consumer  loan  from 
Avco  or  Beneficial  Finance,  dressed  in 
jeans  bought  from  The  Gap,  and  you'll 
spend  much  of  your  free  time  at  the 
movies.  You  guessed  it:  the  postin- 
dustnal  society. — S.K. 


Solar  cells  are  3-inch  silicon  discs 
that  make  electricity  from  sun- 
light. Since  February  108  16-foot-long 
arrays  of  these  cells  have  been  track- 
ing the  desert  sun  over  20  acres  of 
Hesperia,  Calif.,  quietly  manufactur- 
ing a  megawatt  of  electricity.  Built  in 
nine  months  by  Atlantic  Richfield's 
Arco  Solar  subsidiary,  the  facility 
now  sells  enough  power  to  Southern 
California  Edison  to  service  400 
homes  and  is  the  largest  such  plant  in 


ic  station  at  Rancho  Seco,  Calif,  and 
plans  another  99  megawatts  over  the 
next  ten  years.  Foster  City,  Calif. - 
based  United  Energy  Corp.  has  sold  a 
megawatt  of  photovoltaic  generators 
to  third-party  investors  in  Davis,  Cal- 
if, and  is  also  building  a  station  with 
over  5  megawatts  of  power  at  Borrego 
Springs,  Calif. 

Worldwide,  the  photovoltaics  in- 
dustry has  nearly  tripled  in  size  since 
1980,  to  about  $100  million  last  year, 


Arco  Solar's  photovoltaic  plant  in  Hesperia.  Calif. 
Electricity  Jot  400  homes. 


the  world. 

This  may  be  only  the  beginning. 
Arco  Solar  is  already  at  work  on  a  16- 
megawatt  facility  for  Pacific  Gas  & 
Electric  in  San  Luis  Obispo  County, 
Calif.  The  Sacramento  Municipal 
Utility  District  has  broken  ground  for 
a  $12  million  1-megawatt  photovolta- 


and  the  9.2  megawatts  of  solar  cells 
produced  worldwide  in  1982  was  dou- 
ble 1981  's  production.  And  here's 
good  news:  The  U.S.  has  60%  of  the 
world  market.  Nearly  40  companies, 
17  of  them  in  the  U.S.,  sell  solar  cells 
worldwide. 
It  is  good  news,  too,  that  the  oil  glut 


"We  do  not  skimp  on  lifestyle" 


For  all  its  promise,  the  solar 
cell  business  is  still  penny 
ante  stuff.  Take  Santa  Bar- 
bara's Solar  West  Electric.  Solar 
West  has  quadrupled  sales  every 
year  since  Rob  Robinson,  32,  a  for- 
mer marketing  man  for  a  sporting 
goods  company,  founded  it  in 
1980.  But  its  revenues  last  year 
were  a  paltry  $1  million,  mostly  for 
vacation  homes,  ranches  and  cab- 
ins in  remote  areas.  Robinson's 
own  home  runs  on  a  2.5-kilowatt 
photovoltaic  system  that  powers 
20  lights,  power  tools,  a  washer, 
toaster,  television,  stereo  and 
vacuum  cleaner.  (He  cooks  and  re- 
frigerates with  propane  gas.)  Be- 
cause of  the  40%  personal  federal 
energy  tax  credit  and  a  15%  Cali- 
fornia credit,  the  net  cost  was  only 
$4,500.  It  would  have  cost  that 
much  just  to  run  a  utility  line  from 
the  road  600  feet  away,  not  to  men- 


tion monthly  utility  bills,  he  says. 

Steven  Strong,  founder  and  presi- 
dent of  Solar  Design  Associates  in 
Lincoln,  Mass.,  designs  homes 
with  solar  electric  and  heating  that 
can  cost  up  to  $200,000  (the  solar 
system  itself  may  cost  anywhere 
from  $5,000  to  $50,000|.  Strong 
says  many  of  his  customers,  in 
well-heeled  communities,  are  mo- 
tivated as  much  by  the  desire  for 
independence  as  by  economics.  In 
short,-  it's  a  be-first-on-your-block 
kind  of  gadget.  Strong  insists  that 
20%  of  all  American  homes  could 
have  some  photovoltaic  power  by 
1990,  and  that  it  could  provide  5% 
of  America's  total  electric  needs  by 
the  year  2000. 

That  is  almost  certainly  too  opti- 
mistic, but  even  conservative  ana- 
lysts say  that  photovoltaics  look 
better  now  than  a  year  or  two 
ago. — A.A.L. 
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hasn't  squelched  this  infant  industry 
even  though  the  price  for  solar  gener- 
ating plants  is  extraordinary  and  the 
power  they  supply  is  but  a  drop  in 
the  ocean.  "It  costs  $1  to  $2  a  watt 
right  now  for  coal  or  nuclear,  and 
photovoltaics  is  about  $10  a  watt," 
says  Paul  Maycock,  a  top  photovol- 
taics consultant  in  Alexandria,  Va. 
What's  keeping  solar  energy  alive? 
The  fact  that  it  lends  itself  to  small- 
scale  generating  plants,  for  one 
thing.  "The  electric  utility  industry 
must  move  away  from  the  tradition 
of  large,  capital-intensive,  baseload 
plants,"  says  William  Gould,  chair- 
man of  Southern  California  Edison. 
Why  so?  Because  demand  for  elec- 
tricity is  growing  at  historic  lows 
and  so  expansion  in  small  incre- 
ments has  become  desirable. 

That  probably  will  not  mean  an  in- 
crease in  the  rooftop  solar  systems 
first  envisaged  by  the  "small  is  beauti- 
ful" crowd,  except  in  remote  loca- 
tions. Rather,  says  Andrew  Krantz, 
head  of  the  Department  of  Energy's 
photovoltaic  systems  research 
branch,  it  means  the  construction  of 
solar  generating  plants  as  a  supple- 
ment to  larger,  conventional  power 
plants.  "Our  calculations  show  that 
you  begin  to  arrive  at  economies  of 
scale  in  solar  power  at  about  20 
megawatts  a  year  of  production,"  he 
says.  At  that  level,  the  price  of  solar 
panels  would  fall  to  $3  or  $3.50  a 
watt.  That's  a  long  way  from  the  cur- 
rent $10  figure,  but  Krantz  believes 
Arco  should  reach  the  20-megawatt 
point  in  early  1985. 

Spurring  the  solar  market  onward 
are  generous  tax  breaks.  "The  great 
thing  is  that  tax  credits  are  stimulat- 
ing large  central  facilities  ten  years 
before  they  are  going  to  be  economic," 
says  Maycock.  The  federal  govern- 
ment gives  businesses  a  15%  tax  cred- 
it for  photovoltaic  investment,  in  ad- 
dition to  the  usual  10%  investment 
tax  credit,  and  there  are  state  solar  tax 
credits. 

Such  tax  credits  have  encouraged 
photovoltaic  tax  shelters.  United  En- 
ergy's projects,  sold  last  year,  were 
among  the  first.  Solarex,  the  number 
two  solar  cell  manufacturer,  with  per- 
haps $20  million  in  sales,  is  negotiat- 
ing to  set  up  third-party-financed 
photovoltaic  facilities  for  several  ma- 
jor utilities.  Arco  Solar  also  plans  to 
use  third-party  funds  for  part  of  its 
Pacific  Gas  &  Electric  facility. 

As  in  other  areas  technological,  Ja- 
pan is  potentially  a  big  player.  The 
Japanese  photovoltaics  industry  is 
still  small.  Maycock  says  it  produced 
only  700  kilowatts  of  cells  last  year, 
mostly  through  the  rather  inefficient 


How  a  solar  cell  is  made 


There  are  several  types  of  solar 
cells,  but  they  all  work  on  the 
same  principle:  Semiconductor- 
grade  silicon,  formed  into  wafers, 
absorbs  light,  producing  electrical- 
ly charged  particles  and  emitting  a 
current  that  is  collected  through 
attached  wires. 

The  most  common  production 
method  is  the  Czochralski  process, 
in  which  a  large  silicon  crystal  is 
"grown"  from  a  molten  liquid  in  a 
furnace  and  then  sliced  into  wa- 
fers. Raw  polysilicon  is  melted  to 
2,200  degrees  F,  and  a  speck  of  sili- 
con crystal  is  implanted.  As  the 
material  is  heated  and  turned,  a 
sausagelike  crystal  emerges,  up  to 
36  inches  long  and  150  pounds  in 
weight.  The  wafers  are  sliced  off  by 
diamond  blades  and  then  processed 
into  solar  cells. 

The  Czochralski  cells  have  over 
a  60%  share  of  the  market.  The 
efficiency  of  panels  of  cells — the 
percentage  of  surface  sunlight  they 
turn  into  electricity — has  reached 
a  respectable  11%,  even  in  mass 
production.  But  a  prime  disadvan- 
tage is  the  $45-per-kilogram  cost  of 
the  raw  material. 
Semicrystalline  cells  make  up 


about  another  20%  of  the  market. 
These  are  made  chiefly  by  Solarex,  a 
Rockville,  Md.  company  that  uses  a 
"dirtier,"  less  expensive  poly- 
silicon raw  material.  Instead  of 
"growing"  crystals,  Solarex  casts 
the  silicon  into  square  ingots.  The 
square  wafers  that  are  cut  from  the 
ingot  have  a  better  packing  density 
and  area  efficiency  on  panels  than 
their  round  Czochralski  cousins. 
The  semicrystalline  cells  get  about 
a  10%  to  12%  efficiency  when  mass 
produced,  but  Solarex  has  produced 
cells  in  the  lab  that  get  about  18%. 
The  company  thinks  it  can  reduce 
its  cost  to  perhaps  $5  per  kilogram 
by  the  end  of  the  decade  by  making 
its  own  silicon  feedstock  from 
quartz  and  sand. 

Amorphous  silicon  solar  cells 
have  about  15%  of  the  world  mar- 
ket, but  are  only  5%  to  6%  effi- 
cient and  are  made  primarily  by 
the  Japanese  for  consumer  prod- 
ucts like  watches,  calculators  and 
battery  chargers.  American  labs  are 
working  to  improve  this  technolo- 
gy, too.  Ribbon  cells,  made  by  Mo- 
bil Solar,  resemble  2-inch  steel  rib- 
bons and  as  yet  account  for  less 
than  1%  of  the  market. — A.A.L. 
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amorphous  silicon  method.  Those  so- 
lar cells  sold  for  between  $25  and  $30 
a  watt,  he  says,  and  went  into  watch- 
es, calculators,  battery  chargers  and  a 
few  solar  panels,  for  $20  million  in 
manufacturer-level  sales.  But  Japan's 
fledgling  industry,  led  by  Sharp, 
Sanyo  and  Fuji,  is  already  making  a 
profit,  while  the  U.S.  industry  overall 
is  not.  And  Maycock  thinks  the  Japa- 
nese will  gain  a  35%  share  of  the 


world  photovoltaics  market  by  1990. 

Not  surprisingly,  the  U.S.  industry 
uses  those  projections  as  an  argument 
for  continuing  the  tax  breaks.  But  Un- 
cle Sam  and  the  states  may  grow  tired 
of  extending  those  liberal  credits.  The 
federal  credits  are  due  to  expire  in 
1985,  and  state  credits  are  under  siege 
in  California  and  Massachusetts.  A 
sure  case  of  penny  wise,  pound  fool- 
ish.— Alyssa  A.  Lappen 
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Why  you  were  wise  not  to  bite. 


When  Banks  and  S&Ls  started 
dangling  those  high  interest  rates, 
did  you  stay  with  your  Money  Mar- 
ket Mutual  Fund? 

Wise  decision. 

Because  it's  amazing  how  those 
once-fat  Bank/S&L  rates  have  with- 
ered. Today,  their  overall  rate 
hardly  differs  from  that  of  the 
Funds.  And  in  many  cases,  that  dif- 
ference is  in  favor  of  the  Funds. 

But  just  as  important:  have  you 
been  watching  the  market?  Lately,  in 
the  very  face  of  recovery,  there's  a 
new  volatility. . .  on  the  credit  scene, 
in  the  money  supply,  in  interest 
rates.  That  could  mean  sharp 
changes  in  the  rates  your  money 
earns.  What  you  need  now,  more 
than  ever,  is  what  you  get  only  in 
your  Money  Market  Mutual  Fund: 

Specialized,  single-minded 
money  market  management. 

Your  Fund  managers  have  just  one 
aim  to  take  maximum  advantage  of 
changing  interest  rates  with  minimal 
risk  Under  their  guidance  your  money 
is  pooled  with  that  of  other  investors  to 
give  each  dollar  muscle  it  couldn't  exer- 
cise alone  They  invest  that  pool  oniy 
in  the  money  market,  in  high-quality 
short-term  securities  And  they  watch 
it  hour  hy  hour,  day  in  and  day  out, 
adjusting  the  Fund's  portfolio  as  market 
conditions  indicate 

In  short,  your  Money  Market  Fund 
does  what  no  Bank  or  S&L  does:  con- 
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centrates  on  nothing 
but  your  investment  in  the 
money  market 

Your  decision  was  wise 
for  other  reasons  as  wel 
In  a  Bank  Money  Market 
Account,  you're  penalized  if 
you  fall  below  the  required 
minimum, or  if  you  write  more 
than  three  checks  a  month 

In  some  cases  you  can  even 
lose  that  month's  interest  if  you 
withdraw  your  money  entirely 
On  the  other  hand,  your  Money 
Market  Fund  lets  you  write  any  number 
of  checks,  though  minimum  require- 
ments vary  There  are  never  any  penal- 
ties And  you  always  get  the  full  money 
market  rate,  even  if  your  investment 
drops  temporarily  below  the  specified 
minimum. 

What's  more,  in  a  Fund  you're  more 
than  a  customer  You're  a  shareholder,  a  part 


owner  oj  the  Fund  itself.  That  gives  you 
some  very  real  advantages  You  and  the 
other  shareholders  receive  all  of  the  income 
\ed  hy  your  Fund,  less  modest  operat- 
ing expenses  Your  Monev  Market 
Fund  must  pay  the  same  rate  to  everyone,  and 
the   U  S    Securities  and  Exchange 
Commission  has  stiff  regulations  td 
lake  sure  it  does  And  though  Money 
Market  Funds  are  not  insured,  their 
record  of  safety  is  extraordinary  In 
existence  for  more  than  a  decade,  the 
Funds  now  total  close  to  $170  billion, 
with  over  9  5  million  shareholders 

Had  you  switched  to  a  Bank,  you 
would  have  lost  your  status  as  a  share- 
holder You  would  simply  have  become 
a  customer  with  an  account  The  Bank 
could  and  would  use  your  money  as  it 
saw  fit,  even  making  loans  and  invest- 
ments that  have  nothing  to  do  with  the 
money  market  So  you'd  have  no  guar- 
antee that  the  interest  you  received 
would  be  a  true  money  market  rate 
Nor  even  that  you'd  receive  all  the 
interest  your  money  generated  no 
Bank  is  required  to  pay  you  all  it  earns 
on  your  money  In  contrast,  as  a 
Money  Market  Fund  shareholder 
you  know  you're  getting  true, 
full  money  market  rates. 
Affjn  all,  you  were  wise  to  stay  put 
Because  for  us  in  the  Funds,  the  money 
market  is  not  a  sideline 

It's  where  we  invest  your  money  full 
time,  with  specialized  professional  atten- 
tion, every  market  day 


AMERICAS 


Money  Market  Mutual  Funds 

The  full-time  professionals  in  the  Money  Market 


The  Forbes/Wilshire  5000  Review 


Spinning  wheels.  Investors  are  clearly  worried  about 
rising  interest  rates,  but  after  a  turbulent  four  weeks  most 
stocks  were  only  slightly  behind  their  earlier  highs.  The 
overall  market,  as  measured  by  the  Wilshire  index  of 
roughly  5,000  securities,  lost  1.2%  over  the  last  month — 
even  though  it  managed  to  squeeze  out  a  0.8%  gain  in  the 
most  recent  two  weeks.  During  this  volatile  period  inves- 
tors sought  refuge  in  higher-quality  issues.  The  Dow  was 
the  strongest  of  the  major  indicators,  with  a  2%  advance. 
The  NYSE,  meanwhile,  was  slightly  stronger  than  the 
other  exchanges.  However,  over  the  four  weeks  only 


Amex  issues,  propped  up  by  gains  in  the  energy  sector, 
were  able  to  post  gains. 

The  yardstick  measurements  below  show  that  during 
the  last  four  weeks  stock  buyers  were  generally  more 
conservative  than  they  have  been  of  late.  High-volatility 
and  high-P/E  issues  underperformed  the  market  by  close 
to  a  2-to-l  margin,  while  low-volatility  and  high-yield 
issues  bucked  the  trend  and  registered  slight  gains.  The 
emphasis,  however,  wasn't  totally  on  safety.  High- 
growth  stocks  and  stocks  of  small  firms  also  showed 
minor  advances. 


Close-up  On  The  Equity  Markets 


Performance  of  six  leading  indexes 

Percent  change 

Wilshire 
5000 

Forbes 
500 1 

Dow  Jones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

-1.2 

-1.1 

-0.8 

-1.1 

0.5 

-2.5 

in  last  52  weeks 

57.9 

50.6 

48.2 

53.2 

92.8 

86.3 

Stock  performance  based  on  five  key  investor  yardsticks 

Percent  change 

Company  size 

Volatility2 

P/E  multiple 

Dividend  yield 

Growth  profile3 

Share  price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

-1.4 

1.3 

-2.4 

1.0 

-2.1 

-0.2 

1.1 

-1.7 

1.0 

0.4 

-1.3 

0.0 

in  last  52  weeks 

60.6 

168.2 

156.7 

61.4 

118.8 

155.1 

54.3 

155.5 

175.6 

62.0 

76.0 

158.9 

'Based  on  sales. 

1A  stock's  sensitivity  to  overall  market  movement  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable. 
3A  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


Note:  All  data  for  periods  ending  7/22/83  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Vet  ion  Is 


Nuts  and  bolts.  Four  sectors  outperformed  the  market 
during  the  last  two  weeks.  The  strongest  group  was  con- 
sumer durables,  with  a  2%  gain.  Despite  some  jitters  over 
stocks  such  as  General  Instrument,  the  technology  sector 
was  ahead  by  1.8%.  Meanwhile,  rising  interest  rates  re- 
turned some  of  the  luster  to  utility  issues,  which  advanced 


1.5%.  The  final  group  to  outperform  the  market  was  capital 
goods.  These  stocks  were  propelled  by  the  stronger-than- 
expected  pickup  in  the  economy.  For  the  four-week  period, 
however,  only  the  utilities  and  energy  stocks  are  ahead — 
both  with  1%  gains.  Over  two  weeks,  however,  energy 
stocks  suffered  the  biggest  losses,  off  0.5%. 


Percent  change  in  last  52  week* 


Percent  change  in  Last  two  weeks 
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What  The  Analysts  Think 


Live  wires?  Utilities,  with  their  high  yields,  are  still  the  93%  for  technology),  the  professionals  may  yet  be  vindi- 
analysts'  favorites.  Although  these  issues  show  the  weak-  cated.  Over  the  past  four  weeks,  utilities  were  one  of  the 
est  sector  performance  for  the  last  52  weeks  (up  23%,  vs.     best  performing  groups. 


The  experts'  consensus 
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Current 

Rank 

Rank 

Rank 

Sector 

opinion 

2  weeks  ago 

4  weeks  ago 

1 

Utilities 

2.51 

l 

l 

2 

Transportation 

2.69 

2 

4 

3 

Raw  materials 

2.72 

3 

6 

4 

Energy 

2.76 

4 

2 

5 

Capital  goods 

2.79 

5 

5 

6 

Finance 

2.81 

6 

3 

7 

Consumer  nondurables 

2.82 

7 

7 

8 

Technology 

2.88 

8 

8 

9 

Consumer  durables 

2.97 

9 

Opinion  ratings  are  ranked  on  a  scale  of  1  Istrong  buyl  to  5  |strong  selll  Data  reflect  the  rating  of  1,200  stocks,  while  the  sector  breakdowns  correspond  to  industry  groups 
views  of  200  institutional  analysts.  The  consensus  of  opinion  graph  is  the  composite     graphed  above  All  figures  are  weighted  for  market  capitalization. 


Note:  All  data  for  periods  ending  7/22/83.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif 
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lou  cant  buy  belief 
but  you  can  advertise  in  it. 


Good  Housekeeping 

The  magazine  women  believe  in. 

/V  ^  *>\ 

•  Good  Housekeeping  • 

VSj.  MOWStS  ^/ 


GOOD  HOUSEKEEPING  IS  A  PUBLICATION  OF  HEARST  MAGAZINES,  A  DIVISION  OF  THE  HEARST  CORPORATION  ©  1983  THE  HEARST  CORPORATION 


Streetwalker 


The  wrong  goat? 

According  to  Biblical  commentary,  at 
Yom  Kippur  the  ancient  Hebrews 
symbolically  loaded  the  sins  of  the 
people  on  the  head  of  a  goat  and  drove 
it  into  the  wilderness.  Hence  our  term 
"scapegoat,"  a  familiar  figure  in  the 
corporate  world,  the  butt  (no  pun)  of 
his  boss'  mistakes.  At  Warner  Com- 
munications, Steven  Ross,  the  com- 
pany's high-living  $3.7  million-a-year 
chairman,  made  Atari  CEO  Raymond 
Kassar  the  goat,  loaded  Atari's  sins  on 
him  and  sent  Kassar  into  the  wilder- 
ness. But  more  than  a  scapegoat  may 
be  needed  if  Wall  Street  is  to  forgive 
Warner  for  the  sins  of  misguided  opti- 
mism that  produced  huge  losses, 
knocking  Warner  stock  from  almost 
60  to  around  20  during  a  roaring  bull 
market.  "Steve  Ross  took  all  the 
dough  and  the  glory  when  Warner  was 
riding  high,"  a  longtime  observer  of 
the  company  complained.  "The  buck 
stops  at  his  desk.  At  Manny  Gerard's, 
too  [Warner  co-chief  operating  offi- 
cer]. He  was  supposed  to  look  over 
Kassar's  shoulder.  Ross  and  Gerard 
must  go.  It's  risk  and  reward,  baby. 
This  is  the  big  leagues." — Thomas  Jaffe 


Too  soon,  too  soon 

When  an  arbitrager  makes  money  on  a 
takeover  deal,  he  frequently  makes  it 
at  the  expense  of  long-suffering  stock- 
holders who  lack  the  knowledge  or 
the  feel  the  arbitrager  has.  Consider 
the  recent  case  of  the  Quaker  Oats 
takeover  of  Stokely-Van  Camp.  There 
must  have  been  at  least  some  long- 
time Stokely  shareholders  who  sold 
out  at  the  $55-a-share  level  after  man- 
agement offered  a  leveraged  buyout  at 
that  price  and  Dillon,  Read  opined 
that  $55  was  a  fair  value.  The  rest  is 
history.  Pillsbury  and  Quaker  Oats 
entered  the  bidding  and  Quaker  won 
the  day  with  an  offer  of  $77.  It  appar- 
ently never  occurred  to  those  who 
took  $55  and  ran  that  once  a  for  sale 
sign  goes  up  better  offers  can  still  be 
forthcoming.  All  they  knew  was  that 
$55  was  double  what  the  shares  had 
sold  for  a  year  earlier  and  that  the 
respected  house  of  Dillon,  Read  had 
endorsed  the  price.  And  what  does  the 
firm,  which  got  $300,000  for  its  evalu- 
ation, have  to  say  to  those  who  sold 
out  too  soon?  Managing  Director 
Richard  Yancey:  "We  decided  $55  a 
share  was  a  very  fair  price.  The  intro- 
duction of  bidders  may  have  changed 
the  circumstances,  but  the  underlying 
fundamentals  remained  the  same." 


Yancey  is  right,  of  course:  Most  ex- 
perts agree  that  Quaker  Oats  paid  an 
outrageous  price  for  Stokely.  Still, 
that's  scant  comfort  to  shareholders 
who  sold  too  soon. — T.J. 


Buy  on  disappointing  news 

Phibro-Salomon  slumped  nearly  10%, 
down  2%  to  315/s,  on  huge  volume — 
4.1  million  shares  in  one  week  last 
month.  The  news  that  produced  the 
slump  wasn't  bad;  it  was  merely  dis- 
appointing. Instead  of  being  up  100% 
or  more  from  the  same  period  in  1982, 
its  second-quarter  earnings  were  up 
"only"  82%.  Since  the  investment 
and  commodities  trading  firm  has  139 
million  shares  outstanding,  that  came 
to  a  $400  million  loss  in  market  val- 
ue. Which  to  a  lot  of  smart  people 
spelled  a  chance  to  get  into  a  very 
promising  stock  at  a  nice  discount. 
They  figure  the  disappointment 
stemmed  from  a  one-shot  situation. 
Earlier  in  the  year  the  firm  made 
heavy  commitments  to  buy  oil.  The 
strategy  was  to  sacrifice  margins  in 
order  to  gain  market  share  in  a  busi- 
ness where  more  and  more  of  the 
world's  oil  moves  through  middle- 
men like  Phibro.  In  addition,  oil  was 
weaker  than  Phibro's  traders  expect- 
ed, and  the  cost  of  carrying  it  higher. 
As  a  result  of  this  setback,  analysts 
who  follow  the  stock  like  William 
Siedenburg  of  Smith  Barney  have 
trimmed  their  1983  earnings  projec- 
tions slightly — but  only  slightly.  Sie- 
denburg is  now  looking  for  $3.65  a 
share  in  1983,  a  gain  of  45%;  and  a 
25%  gain  to  $4.50  next  year.  At  only  7 
times  projected  1984  earnings  and 
down  25%  from  its  1983  high,  Phibro 
would  seem  to  have  more  than  dis- 
counted its  short-term  petroleum 
trading  problems.  Especially  since  it 
is  nicely  positioned  to  profit  if  the 
price  of  oil  turns  volatile,  as  many 
experts  think  it  will. — T.J. 


Floor  but  no  ceiling 

Copper  and  oil?  What  could  be  slower 
in  these  deflationary  times?  We  mean 
who  wants  a  stock  like  Freeport- 
McMoRan,  the  1981  combination  of 
Freeport  Minerals  and  McMoRan  Oil 
&  Gas?  Yet  its  share  price  has  almost 
doubled — to  223A — since  last  August, 
and  at  least  one  smart  analyst,  Clar- 
ence Morrison  of  Dean  Witter  Reyn- 
olds, thinks  the  company  is  a  buy. 
Here's  one  reason:  FM's  Indonesian 
copper  mine  has  operating  costs  of 
perhaps  60  cents  per  pound  (including 


by-product  credits),  among  the  lowest 
in  the  world.  Even  though  copper  now 
sells  for  little  more  than  80  cents, 
Freeport  still  turns  a  tidy  profit. 

But  the  big  potential  comes  from 
gold.  FM  is  majority  partner  in  the 
largest  U.S.  gold  mine,  at  Jerritt  Can- 
yon, Nev.  It  will  produce  245,000 
ounces  in  1983.  FM's  1982  share  was 
171,500,  more  than  half  of  which  was 
sold  forward  last  year  at  an  average 
price  of  just  under  $400,  a  level  highly 
profitable  for  this  mine.  Not  a  bad 
hedge,  since  gold  now  is  trading  at 
only  $422. 

However,  if  inflation  should  take 
off  again  and  gold  go  through  the  roof, 
FM  could  sell  part  of  its  1983  gold  and 
all  of  its  1984  gold  at  a  much  higher 
price.  Assuming  some  forward-selling 
both  this  year  and  next,  Morrison 
thinks  1983  earnings  could  reach 
$1.75  a  share,  and  a  record  $3.25  in 
1984.  In  short,  there  is  a  floor  under 
FM's  earnings  but  virtually  no  ceiling. 
At  7  times  probable  1984  earnings  you 
are  getting  a  very  nice  inflation  hedge 
feature  for  nothing. — T.J. 


Look  below 

Talk  about  woes.  Crystal  Oil  (rev- 
enues, about  $200  million)  is  groaning 
under  $282  million  in  long-term  debt, 
about  3.5  times  shareholders'  equity. 
To  ease  the  burden,  Crystal  last  year 
had  to  sell  its  gas-processing  business 
and  shut  down  and  offer  for  sale  two 
of  its  three  oil  refineries.  It  was  in  the 
red  14  cents  a  share  in  1982,  and  1983 
earnings  won't  be  much  better.  So 
how  come  Crystal's  20.9  million 
Amex-listed  shares  have  nearly  dou- 
bled since  March,  recently  rising  to 
around  21  on  heavy  volume?  It's  an 
asset  play  chiefly.  Crystal  is  sitting  on 
lots  of  unexplored  acreage  that  it 
lacks  the  money  to  develop.  It  is  cur- 
rently negotiating  to  sell  a  25%  inter- 
est in  its  producing  properties,  plus  a 
call  on  the  entire  output  of  a  field  yet 
to  be  developed.  Part  of  the  money 
would  be  earmarked  for  debt  reduc- 
tion, the  rest  to  exploit  reserves.  Thus 
slimmed  down  and  concentrating  on 
gas  production,  Crystal  would  be  a 
nice  takeover  target  for  some  big  ener- 
gy company.  So  says  Alan  Gaines  of 
New  York's  Gaines  Management  Co. 
The  attraction,  he  says,  is  that  if  debt 
can  be  lowered  and  production  in- 
creased, Crystal  has  the  potential  to 
double  its  $21.60  a  share  in  net  tangi- 
ble assets  by  1986.  He  also  figures  that 
new  reserves  coming  on  to  replace  old 
natural  gas  production  could  boost 
cash  flow  to  over  $6  a  share,  vs.  the 
current  $3.45.— T.J. 
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Numbers  Game 


If  you  think  stock  prospectuses  are  boring, 
then  don  t  go  near  the  new-issues  market. 


Edited  by  Richard  Greene 


Hidden 
rocks 


By  Jill  Andresky 


SOME  2,500  STOCK  OFFERINGS 
flooded  the  SEC's  offices  during 
the  first  five  months  of  1983. 
That's  30%  more  than  in  the  same 
period  last  year.  What's  more,  an 
alarming  number  of  these  new  issues 
were  kooky,  high-risk  propositions 
that,  on  serious  analysis,  seem  wildly 
overpriced. 

There  were  lots  of  eager  buyers,  of 
course,  and  that  highlights  a  danger- 
ous inclination  on  the  part  of  inves- 
tors to  ignore  the  fine  print  in  stock 
prospectuses.  No  wonder.  "The  for- 
mat of  a  prospectus  makes  it  very 
difficult  for  a  layman  to  read,"  says 
Philip  J.  Hoblin  Jr.,  general  counsel  for 
Shearson/American  Express.  "It's  a 
technical  disclosure  document,  not  a 
practical  disclosure  document." 

Cold  comfort  for  an  investor  left  to 
plow  through  30  or  40  pages  of  cryptic 
corporate  statements  and  incompre- 
hensible numbers.  But  that's  not  the 
way  experts  read  financial  disclosure 
documents,  and  individuals  can  mini- 
mize their  own  risks  by  taking  a  few 
tips  from  the  pros. 

In  general,  search  for  the  fine  print. 
"Footnotes  to  financial  statements 
are  your  best  sources  of  warning 
signs,"  says  Jane  Majeski,  an  associate 
in  Shearson/American  Express'  corpo- 
rate finance  group.  Beyond  that,  here 
are  seven  red  flags  to  watch  for  when 
you  are  evaluating  a  prospectus: 

1 )  Earnings  growth.  "Make  sure  the 
company  isn't  going  to  market  on  the 
basis  of  a  one-time  surge  in  earnings, 
as  opposed  to  a  more  consistent  earn- 
ings growth,"  says  Paul  Roth,  a  part- 
ner at  New  York  law  firm  Schulte 
Roth  &.  Zabel.  The  preliminary  pro- 


spectus for  the  brokerage  firm 
Rooney,  Pace  Group,  for  example, 
lures  investors  with  per-share  earn- 
ings of  93  cents  over  the  most  recent- 
ly reported  eight  months.  That's  near- 
ly three  times  the  firm's  previous  an- 
nual record  and  quite  a  bit  higher  than 
1982's  21-cent  loss.  But  look  closely 
at  management's  discussion  and  anal- 
ysis. Approximately  36%  of  revenues 
"resulted  from  several  principal 
trades.  .  .  .  There  can  be  no  assurance 
that  trades  of  such  magnitude  will 
recur  in  the  future." 

2)  Dilution.  Pay  attention  to  how 
many  shares  of  stock  will  be  out- 
standing after  the  offering.  As  Ernst  & 
Whinney  partner  Laurence  Charney 
explains:  "Say  you  buy  a  stock  for  $  1  a 
share  and  there  are  50  million  shares 
outstanding.  It's  going  to  take  a  long 
time  before  all  those  outstanding 
shares  move,  and  you  had  better  be 
sure  the  company  is  strong  enough  to 
compensate  for  that  dilutive  effect." 

3)  Related  part}'  transactions.  If  insid- 
ers are  selling  a  good  bit  of  stock  in 
the  offering,  this  could  be  a  tip-off 
that  the  company  is  coming  to  market 
at  a  price  too  high  to  sustain.  If  the 
stock  is  really  such  a  good  deal,  then 


why  should  the  insiders  get  rid  of  it? 

4)  Accounting  methods.  "It's  the  old 
question  of  liberal  versus  conserva- 
tive policies,"  says  Harvey 
Moskowitz,  Seidman  &  Seidman's 
national  director  of  accounting  and 
auditing.  "There  are  a  few  things  to 
look  at:  Are  they  using  LIFO  for  in- 
ventories, which  is  usually  more  con- 
servative than  FIFO?  Are  they  using 
accelerated  depreciation,  which  is 
more  conservative  than  straight- 
line?"  Income  recognition  policies 
can  also  be  conservative  or  liberal. 
Naturally,  there's  no  saying  that  the 
more  conservative  method  is  always 
better.  But  a  company  that  consis- 
tently employs  liberal  accounting 
methods  deserves  close  scrutiny. 

5)  Use  of  proceeds.  Make  sure  your 
investment  is  being  used  to  spawn 
future  growth — through  investing  in 
plants,  equipment  or  research — rather 
than  to  pay  off  old  bank  debts  or  ac- 
crued salaries.  The  manufacturer 
Novo  Corp.,  for  example,  intends  to 
use  just  $880,000  of  the  $3.8  million 
it  expects  to  receive  from  its  stock 
sale  for  working  capital.  The  rest  will 
go  to  retire  debt. 

6)  Pro  forma  adjustments.  You  will 
see  these  when  a  partnership  incorpo- 
rates and  then  goes  public  or  when 
one  firm  acquires  another  before  com- 
ing to  market.  "It's  important  to  real- 
ize," says  Moskowitz,  "that  pro  forma 
information  is  more  important  than 
historical  figures,  since  adjustments 
are  nearer  to  the  way  the  company 
will  operate  in  the  future."  The  bro- 
kerage firm  McDonald  &  Co.  was  pre- 
viously a  partnership,  and  pro  forma 
adjustments  cut  net  income  in  half, 
from  nearly  $12  million  to  $6  million. 

7)  Management.  Make  sure  the  peo- 
ple running  the  company  have  rel- 
evant experience  and  will  devote  sig- 
nificant time  to  the  business.  Doesn't 
every  management  do  that?  Look  at 
Family  Showtime  Theatres,  a  restau- 
rant and  entertainment  center  com- 
pany that  has  yet  to  generate  any  rev- 
enues. Its  preliminary  prospectus 
states  that  the  company  is  "wholly 
dependent  upon  the  personal  efforts 
and  abilities  of  its  officers,  only  one  of 
whom  will  be  devoting  full  time  to 
the  company's  proposed  day-to-day 
business  activities." 

A  final  point  to  remember:  The  fact 
that  the  SEC  approves  a  prospectus  is 
not  an  endorsement.  All  the  govern- 
ment is  concerned  with  is  full  disclo- 
sure of  material  information.  When  it 
comes  to  evaluating  value  of  an  in- 
vestment, you  are  on  your  own.  ■ 


FORBES,  AUGUST  15,  1983 


111 


Statistical  Spotlight 


When  a  company  has  no  earnings  and 
very  little  in  the  way  of  product,  its  tough 
to  put  a  price  on  its  stock. 


What's  your 
Ph.D.  ratio? 


By  Paul  Bornstein 


When  Cetus,  one  of  the  na- 
tion's largest  genetic  engi- 
neering firms,  went  public  in 
March  1 98 1 ,  it  raised  $  1 1 9  million.  At 
the  time,  that  was  the  biggest  initial 
public  offering  ever — and  the  Califor- 
nia-based research  firm  didn't  even 
make  a  marketable  product.  "The 


only  way  to  value  the  company  was 
by  the  number  of  Ph.D.s  it  em- 
ployed," says  Steven  Reed  of  Bateman 
Eichler,  Hill  Richards. 

Welcome  to  the  wonderful  world  of 
biotechnology  companies.  Welcome 
to  an  investment  fairyland  where 
hopes  and  dreams  count  for  more  than 
reality. 

In  the  accompanying  table,  we  ex- 


amine 20  of  these  hot  new  biotechnol- 
ogy stars.  But  it  isn't  a  typical  finan- 
cial analysis.  How  could  it  be?  Con- 
ventional statistics  such  as  revenue, 
book  value,  earnings  and  price/earn- 
ings ratios  are  meaningless.  What  is  a 
dream  worth?  What's  the  right  P/E  for 
fantasy? 

Genetic  engineering  and  mono- 
clonal antibodies  are  the  two  major 
segments  of  this  new  technology.  Un- 
derstanding a  little  bit  about  each 
helps  you  appreciate  why  these  com- 
panies are  a  concept  that  excites 
many  brokers.  Through  genetic  engi- 
neering it  is  possible  to  move  the  he- 
reditary material  of  cells — called 
DNA — from  one  organism  to  another. 
When  the  new  cell  replicates,  it  re- 
tains the  characteristics  of  the  origi- 
nal cell. 

But  never  mind  the  details.  All  that 
investors  and  speculators  care  about 
is  the  resulting  potential  for  thou- 
sands of  exciting  products.  Down  the 
biotech  pipeline,  so  the  optimists  say, 
there  may  well  be  everything  from 
more  nutritious  corn  and  seedless  wa- 
termelons to  an  improved  vaccine  for 
hepatitis. 

One  of  the  most  exciting  genetic 


A  shopping  list  full  of  cells 


These  20  biotechnology  firms  let  investors  play  venture 
capitalist.  Their  assets  amount  to  little  more  than  R&D 
potential,  and  stock  prices  are  based  on  the  promise  of 
new  products.  Dean  Witter's  Karl-Holderreed  Biotech- 


nology Stock  Index  has  gone  up  154%  since  last  Au- 
gust. As  the  final  two  columns  indicate,  investors  typi- 
cally contribute  a  far  larger  portion  of  capital  than  they 
receive  in  equity.  Needless  to  say,  risks  abound. 


Market 

Cash  and 

%  capital 

%  equity 

value 

— Offe 

ring— 

52- 

iveek 

Recent 

cash  equiv 

contributed 

owned 

Company/primary  focus  (millions) 

price 

(date) 

price 

ranget 

price 

per  share 

by  public 

by  public 

Amgen/genetic  engineering 

$140 

18 

(6/83) 

18  - 

-12  ! 

13% 

$4.27 

68.6% 

■  22.5% 

Applied  Biosystems/instrumentation 

73 

17 

(6/83) 

19  - 

-14 

15% 

3.72 

73.4 

28.0 

Bio-Response/monoclonal  antibodies 

110 

2'/2 

10/791* 

16%- 

-  37s 

14 

1.66 

44.4 

25.7 

Biogen  NWgenetic  engineering 

292 

23 

(3/83) 

24  %- 

-14% 

1574 

2.93 

44.0 

13.5 

Biotech  Res  Labs/monoclonal  antibodies 

80 

3% 

(3/81) 

21%- 

-  2% 

15'/2 

0.50 

23.0 

30.0 

Centocor/monoclonal  antibodies 

122 

14 

12/82) 

25%- 

-13% 

17% 

1.70 

75.0 

23.7 

Cetus/genetic  engineering 

380 

23 

(3/811 

19  - 

-  7% 

17% 

3.98 

82.6 

22.8 

Collaborative  Res/genetic  engineering 

128 

11 

(2/82) 

15%- 

-  7'/2 

13 

2.82 

70.0 

16.0 

Damon  Biotech/monoclonal  antibodies 

307 

17 

(6/83) 

17%- 

-14% 

16 

2.13 

99.6 

12.5 

Enzo  Biochem/genetic  engineering 

261 

1 

(6/80) 

33%- 

-  5% 

30 

2.64 

62.0 

38.0 

Genentech/genetic  engineering 

655 

23% 

10/80) 

49V4- 

-18 

46  1  , 

2.66 

74.5 

13.4 

Genetic  Engineering/genetic  engineering 

18 

5 

(1/81)* 

107s- 

-  2»/8 

8% 

0.47 

40.0 

60.0 

Genetic  Systems/monoclonal  antibodies 

224 

2 

(6/81)* 

17%- 

-  2% 

14 

0.84 

78.0 

22.0 

Genex/genetic  engineering 

250 

9Vi 

(9/82) 

20%- 

-  7 

19% 

2.97 

66.0 

20.8 

Hybritech/monoclonal  antibodies 

273 

11 

10/81) 

31  - 

-1078 

2774 

3.94 

49.0 

13.0 

Molecular  Genetics/genetic  engineering 

115 

9 

(6/82) 

23  - 

-  5 

18% 

0.43 

43.3 

9.1 

Monoclonal  Antibodies/mono  antibod 

45 

10 

(8/81) 

28%- 

-  8 

18% 

0.68 

82.3 

23.5 

Ribi  ImmunoChem  Res/biomed 

39 

2 

(5/81) 

16%- 

-  2% 

13 

0.99 

95.8 

32.9 

Vega  Biotechnologies/instrumentation 

20 

6 

(6/83) 

11%- 

-  6 

8 

2.59 

46.0 

41.0 

Viratek/genetic  engineering 

47 

7 

(5/81) 

20'/4- 

-  5% 

15 

0.05 

84.4 

20.0 

'Offered  as  a  unit,    t  Or  most  recent  price  range. 


Sources  Standard  &  Poor  's;  companies  '  prospectuses 
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The  magazine 
you  are  reading  is 
protected  bv  the 


Erst  Amendment. 

Radio  and  television 

are  notl 


The  First  Amendment 
guarantees  the  rights  of  free 
speech  and  freedom  of  the  press 
which  magazines  and  news- 
papers enjoy.  But  these  con- 
stitutional rights  are  effectively 
denied  to  radio  and  television 
3y  federal  regulations  that 
govern  the  content  of  news 
Droadcasts. 

rJLhe  "Fairness  Doc- 
rine,"  which  embodies  several 
Regulations,  is  a  good  case  in 
Doint.  It  looks  good  in  theory 
liince  it  proposes  "equal  oppor- 
tunity" for  and  "reasonable 
Uccess"  to  opposing  viewpoints. 


In  practice,  it  doesn't  work. 
Stations  often  choose  to  remain 
silent  on  many  important  issues 
for  fear  of  opening  a  Pandora's 
box  of  competing  claims  for  air- 
time.  The  result  is  that  view- 
points which  could  contribute 
to  public  knowledge  and  debate 
go  unheard. 

.i^^ccording  to  a  recent 
Roper  Poll,  82%  of  Americans 
now  get  their  news  primarily 
from  the  broadcast  media.  For 
this  majority,  the  press  is  radio 
and  TV.  But  these  media  are  not 
protected  by  the  First  Amend- 
ment. Could  this  have  been  the 


intent  of  our  founding  fathers? 
We  don't  think  so. 

Wen  the  primary  news 
source  for  a  majority  of  citi- 
zens is  denied  its  First  Amend- 
ment rights,  it's  time  we  all 
become  alarmed.  At  the 
Mutual  Broadcasting  System, 
we  think  it's  time  to  give  radio 
and  television  the  same  First 
Amendment  protections 
that  newspapers  and  maga- 
zines have  enjoyed  since 
1791.  Congress  should  repeal 
the  so-called  "Fairness 
Doctrine"  in  the  name 
of  fairness. 


Mutual  Broadcasting  System 


Statistical  Spotlight 


engineering  applications  involves 
monoclonal  antibodies.  This  exotic 
field  is  a  specialty  of  seven  of  the 
companies  in  our  table.  Antibodies 
arc  proteins  used  to  neutralize  foreign 
substances  in  the  body.  Monoclonal 
antibodies  can  be  grown  from  a  single 
cell  source  to  attack  a  specific  sub- 
stance, with  profound  medical  appli- 
cations. Scientists  can  harness  the 
body's  own  defense  mechanism  to 
prevent  disease. 

But  when?  And  how  much?  And 
who?  Those  are  some  embarrassing 
questions. 

Right  now,  only  a  few  biotechnol- 
ogy companies  have  federal  approval 
to  market  anything.  Genentech 
launched  its  human  insulin  in  1982. 
Soon  after,  Cetus  and  Molecular  Ge- 
netics introduced  products  to  prevent 
diseases  that  attack  newborn  pigs  and 
calves.  Using  related  biotechnologies, 
Ribi  ImmunoChem  has  a  product  to 
treat  cancer  in  cattle  and  horses. 
There  is  a  limited  market  for  all  this, 
however.  What  genetic  engineering 
companies  are  really  after  is  the  treat- 
ment of  cancer  and  heart  disease  in 
humans. 

The  situation  among  monoclonal 
antibody  firms  is  much  the  same. 
Centocor,  Hybritech,  Genetic  Sys- 
tems and  Monoclonal  Antibodies 
now  sell  diagnostic  test  kits  for  preg- 
nancy, venereal  disease  or  certain 
types  of  cancer.  Enzo  Biochem  will 
soon  seek  FDA  approval  for  similar 
methods  of  detecting  herpes  and 
hepatitis.  The  hope  is  that  these  fledg- 
ling products  will  generate  enough 
revenue  to  support  further  research 
for  therapeutic  items  of  much  wider 
application. 

Now  back  to  our  table.  Obviously 
no  numbers  will  tell  how  smart  a  par- 
ticular company's  scientists  are  or 
whose  researchers  are  apt  to  make  a 
maior  breakthrough.  But  some  com- 
parisons are  possible.  Market  value 
figures,  for  example,  indicate  that  in- 
vestors still  hold  Genentech  in  high- 
est esteem.  The  company  has  a  com- 
bined market  value  over  $650  mil- 
lion— roughly  the  same  as  Bausch  &. 
Lomb.  By  contrast,  several  of  the  in- 
dustry's smaller  firms  have  values 
well  below  S100  million.  Could  they 
be  acquisition  targets? 

Thanks  to  investor  enthusiasm  for 
technology  stocks,  nearly  all  of  these 
companies  are  trading  comfortably 
above  their  offering  prices.  But  Am- 
gen,  Applied  Biosystems,  Cetus  and 
Damon  Biotech  sell  at  discounts. 

Discounted  dreams?  It  might  al- 


ready be  happening. 

Next  look  at  the  cash-per-share  fig- 
ures. Anyone  who  invests  in  this  in- 
dustry basically  hands  over  his  money 
and  says,  "Discover  something  that 
will  make  us  both  rich."  But  when 
you  buy  Viratek  at  $15  per  share, 
management  has  a  mere  5  cents  of 
that  amount  to  play  with,  while  a  $13 
stake  in  Amgen  will  bankroll  $4 
worth  of  research. 

Finally,  pay  attention  to  the  last 
two  columns.  It  is  always  worthwhile 


to  know  how  much  faith  the  promot- 
ers have  in  their  promotion.  For  most 
of  the  companies  on  the  list,  the  pub- 
lic has  put  up  well  over  half  of  the 
money.  But  how  much  did  investors 
get  in  return?  Seldom  more  than  25% 
of  the  equity.  Those  aren't  comfort- 
able ratios. 

Most  important  of  all:  Know  that 
you  are  shooting  craps  even  with  the 
best  of  these  stocks — and  at  these 
prices  the  odds  are  stacked  heavily 
against  you.  ■ 


By  William  Baldwin 


Brokers  love  to  cook  up  mathematical 
schemes  for  beating  the  market.  Here's  a 
favorite  recipe,  and  why  it  wont  work. 


The  dollar-cost 
sure  thing 


Here  is  the  attraction,  as  stated  by 
James  Fullerton,  vice  chairman  of 
Capital  Research  &.  Management, 
which  runs  the  $7  billion  American 
group  of  mutual  funds:  "If  you  dollar- 
cost  average,  you  will  buy  shares  at  a 
lower  average  cost  than  the  average 
price  of  the  shares  on  the  days  on 
which  you  buy." 

An  exaggerated  example  will  illus- 
trate the  arithmetic.  An  investor  puts 
SI 20  a  month  into  a  fund  for  three 
months.  The  first  month  the  shares 
are  at  $5,  the  next  month  at  S30,  the 
third  at  $10.  The  average  of  these 
three  prices  is  S15.  But  the  dollar-cost 
player  gets  24  shares  the  first  month, 
4  the  next,  12  the  third,  a  total  of  40 
for  his  $360  investment.  Presto,  his 
average  cost  is  only  $9. 

For  a  real-life  illustration,  look  at 
the  chart  on  the  next  page.  If  only  you 
had  put  SI 00  a  month  into  Chrysler 
for  a  decade,  beginning  in  1973,  you 
would  be  in  the  catbird  seat  now, 
what  with  the  stock  trading  near  32 
today.  That  is  less  than  it  was  at  the 
beginning  of  this  period.  But  if  you 
had  hung  in,  you  would  have  more 
than  made  up  for  it  by  getting  larger 
blocks  of  stock  whenever  the  price 
was  a  bargain. 

The  beauty  part  is  that  the  state- 


Now  that  stocks  are  back  in 
style,  one  of  the  securities  in- 
dustry's oldest  sales  gimmicks 
is  making  a  comeback:  "dollar-cost 
averaging."  You  put  a  fixed  dollar 
amount  into  a  given  investment  every 
month  for  a  long  time.  At  the  end, 
through  all  the  ups  and  downs,  you 
probably  have  made  no  killing.  But 
you  can  be  sure — so  it  is  claimed — of 
having  picked  up  shares  at  a  bargain 
average  price.  "Dollar-cost  averaging 
is  a  mathematical  certainty,"  says 
Connie  S.P.  Chen  of  Chen  Planning 
Consultants  in  New  York  City.  "It's  a 
sound  and  proven  technique." 

The  technique  can  be  applied  at 
many  mutual  funds,  which  welcome 
customers  who  want  to  set  aside  a 
level  contribution  of,  say,  $200  or 
SI, 000  a  month.  The  fund  sponsor 
keeps  track  of  fractional  shares.  Mer- 
rill Lynch  makes  the  same  kind  of 
buying  possible  for  individual  stocks 
and  precious  metals,  through  its 
Sharebuilder  Plan.  The  program, 
which  has  gathered  almost  S2  bil- 
lion, is  suitable  for  dollar-cost  aver- 
agers who  put  in  as  little  as  $25 
every  month,  and  even  offers  dis- 
counts on  commissions. 
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nent  Fullerton  makes  about  averages 
ilways  holds.  No  matter  which  way 
:he  stock  zigs  or  zags,  your  average 
;ost  is  mathematically  certain  to 
:ome  out  lower  than  the  average  price 
)f  the  shares  during  the  buying  period. 
Vlaybe  not  by  a  large  amount,  but 
ilways  lower.  This  seems  to  be,  if  not 
i  free  lunch,  then  at  least  a  blue-plate 
ipecial. 

If  you  aren't  getting  suspicious 
low,  you  should  be.  Hasn't  it  been 
)roved  again  and  again  that  there  is  no 
vay  to  beat  the  market  with  math- 
:matical  tricks? 

The  fallacy  of  dollar-cost  averaging 
s  subtle.  "The  average  cost  will  be 
ower,"  explains  Thomas  Copeland, 
in  associate  professor  of  finance  at 
JCLA.  "But  what  does  that  mean?  If  a 
;tock  has  been  falling,  the  only  reason 
or  buying  more  and  more  is  that  you 
ire  expecting  it  will  turn  around  and 
:ome  back.  There's  no  reason  it  has  to 
urn  around."  Implicit  in  the  sales 
)itch  for  dollar-costing  is  the  intu- 
tively  appealing  notion  that  de- 
)ressed  stocks  or  mutual  funds  have  a 
)articularly  good  chance  of  recover- 
ng,  as  Chrysler  eventually  did.  They 
lon't.  For  every  Chrysler  there  is  a 
Jtudebaker. 

Hence  the  old  saying:  "What  has 
dlled  more  investors  than  heart  at- 


tacks? Answer:  Averaging  down."  A 
lot  of  people  bought  Braniff  Interna- 
tional at  8  because  it  once  sold  at 
nearly  20.  Now  you  can't  get  $3  for  it. 

Stock  prices  have  no  memory.  A 
former  $40  stock  on  the  bargain 
counter  at  $20  isn't  any  more  likely  to 
go  to  $40  than  any  other  equally  risky 
$20  stock.  Says  Copeland,  attacking  a 
cherished  notion  of  many  stock  mar- 
ket players:  "There's  no  such  thing  as 
a  trading  range." 

Brokers  are  loath  to  admit  this.  They 
get  a  lot  of  commissions  from  in-and- 
out  traders,  people  who  think  they  can 
make  money  buying  Chrysler  when- 
ever it  hits  $20  and  selling  whenever  it 
hits  $40.  Behind  dollar-cost  averaging 
lies  the  same  allure,  since  it  promises 
that  you  will  be  a  relatively  heavier 
buyer  at  $20  than  at  $40. 

Academicians'  logic  has  not  de- 
terred Fred  Kerpen,  a  New  York  finan- 
cial planner  and  long-time  advocate  of 
dollar-cost  averaging  (Forbes  pub- 
lished a  letter  of  his  on  the  subject  in 
1958).  Now,  with  the  help  of  a  recent 
New  York  Times  article,  Kerpen  is  pro- 
moting "reverse  dollar-cost  averag- 
ing." When  you  retire  and  begin  to 
liquidate  your  mutual  fund  shares,  he 
says,  don't  draw  a  fixed  dollar  amount 
each  month  as  most  people  do.  In- 
stead, sell  a  fixed  number  of  shares. 


A  nice  ride  on  Chrysler 


Monthly  close 


$40 


It's  easy  to  be  sold  on  dollar-cost  averaging  when  you  look  at  a 
price  chart  like  this  one.  Putting  $100  a  month  into  Chrysler  for  a 
decade  ending  last  December  would  have  given  you  1,216  shares,  for  an 
average  cost  of  $9.87 — even  though  the  stock  traded  at  an  average  $12.81 
during  the  period.  That's  because  you  would  have  automatically  bought 
more  shares  precisely  when  the  price  was  low.  But  don't  be  fooled.  The 
allure  of  this  buying  strategy  rests  on  a  dangerous  assumption:  that 
depressed  stocks  stand  a  particularly  good  chance  of  recovering.  They  don't. 


Your  average  selling  price  will  come 
out  higher  that  way.  "It's  a  rule  with- 
out an  exception,"  Kerpen  boasts. 

To  follow  this  argument,  go  back  to 
the  example:  If  the  prices  are  $5,  $30, 
$10,  and  you  are  drawing  a  fixed  $120 
a  month,  you  have  to  liquidate  40 
shares.  If  you  had  sold  a  fixed  8  shares 
a  month,  you  would  have  received 
$40,  $240,  $80— the  same  $360  total, 
but  you  would  have  liquidated  only 
24  snares.  In  Kerpen's  world,  you  beat 
the  market  coming  and  going. 

Unfortunately,  tricks  with  average 
numbers  don't  work  in  investing.  If 
they  did,  you  could  make  a  black  box 
for  generating  certain  profits:  Simul- 
taneously buy  a  varying  number  of 
shares  every  month  according  to  the 
dollar-cost  formula,  and  sell  a  fixed 
number  of  shares  under  the  reverse 
formula.  "I  guarantee  it  won't  work," 
says  Professor  Copeland. 

Why  won't  it?  The  catch  is  this: 
You  don't  know  in  advance  the  cor- 
rect number  of  shares  to  sell.  In  the 
hypothetical  scheme  above,  selling  8 
shares  works  out  perfectly.  But  what 
if  you  start  by  selling  24  shares  to  get 
your  monthly  $120?  By  the  end  of 
three  months  you've  withdrawn 
$1,080  and  probably  fouled  up  years  of 
retirement  planning. 

It  seems,  at  first  blush,  as  though 
the  principal  weakness  of  reverse  dol- 
lar averaging  is  the  fluctuation  in  the 
monthly  checks  from  the  fund,  which 
could  hurt  folks  on  tight  budgets.  But 
the  fallacy  runs  much  deeper.  Even 
David  Rockefeller  would  gain  nothing 
from  the  technique. 

Copeland  is  no  fan  of  the  random- 
walk  theory,  and  he  concedes  that 
depressed  stocks  are  sometimes  avail- 
able for  a  bargain.  All  he  is  saying  is 
that  you  won't  find  those  bargains 
merely  by  reading  price  charts  and 
playing  mathematical  games.  Unfor- 
tunately, for  making  money  in  the 
stock  market  there  is  no  substitute  for 
buying  cheap  and  selling  dear.  Equally 
unfortunate,  there  is  no  simple-mind- 
ed way  to  know  when  stocks  are 
cheap  and  when  they  are  dear.  ■ 
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This  famous  old  money  management  firm 
is  changing  its  ways.  Could  it  be  fattening 
itself  for  the  market? 


Seligman 
wakes  up 


By  Barbara  Rudolph 


IN  "Our  Crowd,'  a  history  of 
America's  rich  and  powerful  Ger- 
man Jewish  families,  author  Ste- 
phen Birmingham  calls  the  Selig- 
mans  "American  Rothschilds." 
"They  occupy  an  anchoring  position 
in  the  crowd,"  he  writes.  "Without 
them  it  is  possible  that  there  might 
have  been  no  crowd  at  all." 

The  Seligman  clan  is  long  gone 
from  the  money  management  and  in- 
vestment advisory  company  of  J.  &  W. 
Seligman,  which  manages  S4.6  billion 
and  is  now  owned  by  employ- 
ees. But  the  conservative,  al- 
most old-fashioned  aura  lin- 
gered. The  firm  was  late  into 
money  market  funds,  slow  to 
bring  out  new  mutual  funds, 
cautious  in  investment  policy 
and  little  known  to  the  public. 
Its  light  was  hidden  under  a 
bushel,  and  management 
seemed  not  to  care.  In  1982  the 
company  launched  its  first  ma- 
jor ad  campaign  in  118  years, 
and  the  headline  rightly  asked, 
"J.  &.  W.  Who?" 

Seligman,  however,  remained 
a  power  to  be  reckoned  with.  It 
managed  a  handful  of  mutual 
funds,  as  well  as  the  Sl.l  billion 
Tri-Continental,  the  nation's 
largest  closed  end.  Still,  the  fo- 
cus often  seemed  more  on  pres- 
ervation than  enhancement  of 
capital:  Ten-year  performance 
of  Seligman 's  growth  and  com- 
mon stock  funds  is  below  average  for 
their  groups. 

Now  change  is  afoot.  An  aggressive 
capital  appreciation  fund,  Seligman 
Capital,  is  one  of  the  top  15  perform- 
ers of  1983,  with  a  return  of  135%  for 
the  year  ended  June  30.  Last  June  Se- 
ligman set  up  a  trust  company  to  keep 


and  lure  accounts.  In  addition,  the 
firm  is  expanding  its  marketing  staff 
and  raising  advertising  budgets. 

More  important,  Seligman  did  very 
well  at  starting  its  first  new  equity 
fund  in  13  years:  With  no  major  bro- 
kerage house  affiliation  and  against 
stiff  competition,  the  Seligman  Com- 
munications and  Information  Fund 
raised  a  respectable  S53  million. 
Some  of  that  success,  of  course,  is 
testimony  to  the  public's  seemingly 
insatiable  appetite  for  high-technolo- 
gy stocks.  But  the  new  money  also 
reveals  Seligman's  improved  reputa- 


Se/ignian  Chainncui  Broun  and  President  Schroeder 
Reorganizing  to  make  money. 


tion  among  the  broker-dealers  who 
sell  its  products. 

Why  the  excitement?  Seligman 
came  out  of  its  shell  in  January  1981 
when  it  received  permission  to  reor- 
ganize. In  the  old  days  Seligman  funds 
had  a  unique  fee  structure.  Industry 
practice  is  for  funds  to  be  run  by  advi- 


sory organizations  that  seek  to  make 
as  much  money  as  possible  from  man- 
agement fees.  But  Seligman  share- 
holders got  a  bargain.  The  firm's  in- 
vestment funds  collectively  owned 
their  distribution  and  advisory  com- 
panies, and  operated  them  at  cost. 

Of  course,  Seligman  partners 
weren't  running  a  charity.  In  a  good 
year  their  brokerage  division  could 
rake  in  two-thirds  of  all  commissions 
generated  by  the  funds  in  listed  secu- 
rities— a  steady,  certain  cash  flow. 
But  as  salaries  for  money  managers 
escalated,  Seligman's  unusual  struc- 
ture posed  a  threat.  Unless  the  firm 
and  the  funds  could  increase  their  in- 
come, they  couldn't  attract  top  talent. 

Fred  Brown,  Seligman's  tough, 
longtime  managing  partner,  decided 
to  create  an  independent  advisory  arm 
and  charge  management  fees — just 
like  nearly  everyone  else  in  the  mutu- 
al fund  industry.  But  it  took  three 
years  for  the  SEC  to  accept  Seligman's 
proposal,  and  not  until  1980  did  the 
funds'  shareholders  finally  approve 
the  change. 

Brown  and  his  colleagues  couldn't 
be  happier  with  the  results.  As  a 
group,  they  kicked  in  S3. 3  million  to 
capitalize  J.  &  W.  Seligman  &  Co. 
Inc.,  and  last  year's  fee  income  topped 
S10  million.  With  the  boom  in  mutu- 
al funds  and  buyers  shopping  for  man- 
agement companies,  the  restructured 
Seligman  could  now  be  worth 
around  S45  million. 

Shareholders  aren't  com- 
plaining, either.  True,  they  are 
now  paying  management  fees. 
But  the  firm's  common  stock 
fund  is  up  68%  for  the  year  end- 
ed June  30.  The  growth  fund  is 
up  78%,  and  Seligman's  income 
fund  is  up  a  respectable  34%  for 
the  period.  Even  Tn-Continen- 
tal  Corp.,  long  a  laggard,  is  up 
69%.  This  time,  the  Seligman 
funds  are  happily  keeping  pace 
with  the  bull  market. 

Now  that  it  is  a  money  ma- 
chine again,  will  Seligman  sell 
out  and  become  part  of  a  finan- 
cial services  conglomerate — as 
•  IDS  has  agreed  to  do?  Both 
Brown,  who  is  now  chairman, 
and  President  Ronald  Schroeder 
claim  not:  There  is  room  for  in- 
dependent   money  managers, 

  they  say,  as  well  as  department 

stores  of  finance.  But  Brown  is  70, 
and,  no  doubt,  plenty  of  Seligman 
shareholders  could  be  persuaded  to 
sell  if  the  price  were  right.  An  SEC 
agreement  that  puts  restrictions  on 
the  firm's  sale  will  expire  in  1986,  and 
the  resurgent  Seligman  is  then  bound 
to  receive  some  tempting  offers.  ■ 
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Merrill  Lynches  new  unit  trust  will  provide 
AT&T  holders  with  some  conveniences.  But 
convenience  always  costs  money. 

A  fund  only  a 
mother  could 
love? 


By  Richard  Phalon 


Norman  Schvey,  who  manages 
a  big  chunk  of  Merrill  Lynch's 
mutual  fund  business,  has  an 
86-year-old  mother  who  is  deeply  at- 
tached to  her  eight  shares  of  AT&T. 
For  months  now,  she  has  been  asking 
her  son:"What  should  I  do  with  my 
AT&T  stock?" 

The  same  question  has  been  bug- 
ging many  of  Telephone's  3.2  million 
shareholders  in  the  wake  of  the  anti- 
trust settlement  that  splits  the  com- 
pany into  eight  parts:  seven  regional 
operating  companies,  and  a  manufac- 
turing and  technical  entity  that  con- 
sists of  Western  Electric,  Bell  Labs 
and  the  Long  Lines  business.  After 
January,  when  the  settlement  be- 
comes effective,  many  AT&T 
holders  are  going  to  have  a  lot  of 
paper  to  juggle:  the  shares  they 
already  hold  in  the  parent,  plus 
one  share  in  each  of  the  seven 
regionals  for  every  ten  shares 
they  hold  in  the  parent.  This 
could  be  pretty  confusing.  All 
that  paper.  All  those  decisions. 

Should  shareholders  stand  pat 
with  the  eight  pieces  of  paper? 
Sell  all  the  regionals  and  put  all 
the  chips  on  the  now  unregulated 
Bell's  move  into  the  most  prom- 
ising areas  of  the  communica- 
tions business?  Sell  some  of  the 
dimmer-looking  regionals  and 
put  the  proceeds  into  those  with 
shinier  prospects?  Or  say  "so 
long"  to  Bell  entirely  and  put  the 
proceeds  into  a  stock  that's  easier 
to  understand? 

Norman  Schvey,  dutiful  son 
and  demon  merchandiser,  has 
come  up  with  what  he  thinks  is 
the  answer  for  his  mother  and  her 
fellow  shareholders.  It  is  also  an 
answer   that    should    do  jolly 


things  for  the  ever-ringing  cash  regis- 
ter at  Merrill  Lynch. 

Schvey's  solution:  a  fund  in  which 
holders  can  exchange  their  shares  for 
unit  trust  certificates.  The  vehicle 
will  permit  Mrs.  Schvey  to  preserve  in 
the  split-up  company  exactly  the 
same  position  she  has  held  in  the  old 
AT&T  for  years.  Humpty-Dumpty 
will  be  put  together  again. 

Going  into  the  trust  could  spare  her 
some  potential  tax  liabilities,  relieve 
her  of  almost  all  administrative  deci- 
sions, and  provide  her  with  a  month- 
ly, instead  of  the  customary  quarterly, 
dividend  stream. 

Merrill's  Equity  Income  Fund,  de- 
veloped with  three  other  sponsors 
(Dean  Witter  Reynolds,  Prudential- 
Bache  and  Shearson/American  Ex- 


press), is  the  first  such  vehicle  to  ma- 
terialize on  Wall  Street.  Others  are 
likely  to  follow,  including  one  from 
E.F.  Hutton. 

The  big  question,  of  course,  is  how 
the  advantages  and  disadvantages  of 
Wall  Street's  packaging  efforts  match 
up  against  the  low-cost  exchange  op- 
tions Bell  itself  is  offering  sharehold- 
ers. Could  the  Merrill  unit  trust  prove 
to  be  a  fund  only  a  mother  could  love? 

Maybe.  Convenience  always  costs 
money.  The  initial  charge  on  the  trust 
is  1.5%  of  the  value  of  the  AT&T 
shares  exchanged.  There  are  also  oper- 
ating costs  to  contend  with.  The 
costs,  though  they  bite  into  income, 
may  for  some  investors  be  balanced 
by  what  could  prove  to  be  a  useful 
escape  hatch.  Up  until  next  July,  in- 
vestors in  the  Merrill  Trust  will  have 
the  right  to  trade  their  units  back  into 
AT&T  stock  in  kind  and  in  any  com- 
bination they  want — all  into  one  or 
two  regional  companies,  for  example, 
or  all  into  the  parent  itself. 

A  swap  into  the  parent  is  the  only 
option  AT&T  is  not  allowing  its 
shareholders.  Otherwise,  though,  the 
company  has  opened  up  some  useful 
alternatives.  Investors  like  Mrs. 
Schvey  who  own  less  than  ten 
shares — some  17%  of  all  holders — 
will  be  given  cash  instead  of  fractional 
shares  in  the  regional  companies. 
They  have  the  option  of  expanding 
their  holdings  to  ten  shares,  through 
AT&T's  no-fee  dividend  reinvest- 
ment program,  thus  entitling  them- 
selves to  one  share  in  each  of  the 
regionals. 

Holders  of  more  than  10  shares 
but  fewer  than  500  have  a  one- 
time option  until  Apr.  15,  1984  of 
switching  their  regional  holdings 
around  at  the  discount  price  of  50 
cents  for  each  round-trip  trade. 
Holders  of  more  than  500  shares 
wanting  to  stay  with  Bell  can 
save  themselves  a  lot  of  paper 
shuffling  by  putting  the  regional 
shares  they  receive  right  back 
into  the  regional  companies'  divi- 
dend reinvestment  programs  at 
no  cost  (or  tax  liability)  whatever. 

When-issued  trading  on  all  the 
new  Bell  stocks  is  scheduled  to 
open  on  the  Big  Board  in  Novem- 
ber or  December  of  this  year. 
Only  then  will  investors  know 
how  the  market  values  the  differ- 
ent pieces  of  the  old  Bell  empire. 
Pursuing    alternatives  now, 
without  the  help  of  the  mar- 
ket, is  like  shooting  a  shotgun 
in  a  dark  closet.  There's  no 
telling  what  you're  going  to 
hit.  Mrs.  Schvey,  please — a  lit- 
tle more  patience.  ■ 
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This  announcement  is  under  no  circumstances  to  be  construed  as  an  offer  to  sell  or  as  a  solicitation  of  an  offer  to  buy  any  of  these  securities. 

The  offering  is  made  only  by  the  Prospectus. 


NKW  ISSUE  *  July  21,  1983 

5,500,000  Shares 

AMR  Corporation 

Common  Stock 


Price  $32.50  Per  Share 


Copies  of  the  Prospectus  ma)  be  obtained  in  any  State  in  which  this  announcement  is  circulated 
from  the  undersigned  or  other  dealers  or  brokers  as  may  lawfully  offer  these  securities  in  such  State. 


Merrill  Lynch  White  Weld  Capital  Markets  Group 

Merrill  Lynch.  Pierce,  Fenner  St  Smith  Incorporated 

E.  F.  Hutton  &  Company  Inc. 

Salomon  Brothers  Inc 

Dean  Witter  Reynolds  Inc. 

Bear,  Stearns  8C  Co.  The  First  Boston  Corporation  A.  G.  Becker  Paribas  Alex.  Brown  &.  Sons 

Incorporated 

Dillon,  Read  8C  Co.  Inc.  Donaldson,  Lufkin  &.  Jenrette  Drexel  Burnham  Lambert 

Securities  Corporation  Incorporated 

Goldman,  Sachs  8C  Co.  Hambrecht  8C  Quist  Kidder,  Peabodv  &  Co.  Lazard  Freres  &  Co. 

Incorporated  Incorporated 

Lehman  Brothers  Kuhn  Loeb  Prudential-Bache  L.  F.  Rothschild,  Unterberg,  Towbin 

Incorporated  Securities 

Shearson/ American  Express  Inc.  Smith  Barney,  Harris  Upham  8i  Co.  Wertheim  &  Co.,  Inc. 

Incorporated 

A.  G.  Edwards  8C  Sons,  Inc.   Thomson  McKinnon  Securities  Inc.    Advest,  Inc.    Allen  8i  Company    Robert  W.  Baird  8C  Co. 

Incorporated  Incorporated 

Batcman  Eichler,  Hill  Richards  William  Blair  8C  Company  Blunt  Ellis  8C  Loewi  J.  C.  Bradford  &  Co. 

Incorporated  Incorporated  Incorporated 

Butcher  8C  Singer  Inc.        Cowen  &  Co.        Dain  Bosworth        F.  Eberstadt  &  Co.,  Inc.        Eppler,  Guerin  8i  Turner,  Inc. 

Incorporated 

First  of  Michigan  Corporation      Janney  Montgomery  Scott  Inc.       Ladenburg,  Thalmann  8C  Co.  Inc.       Cyrus  J.  Lawrence 

Incorporated 

McDonald  8C  Company  Montgomery  Securities  Moseley,  Hallgarten,  Estabrook  &  Weeden  Inc. 

Piper,  Jaffray  8i  Hopwood     Prescott,  Ball  &  Turben,  Inc.     Robinson  Humphrey/American  Express  Inc     Rotan  Mosle  Inc. 

Incorporated 

Wheat,  First  Securities,  Inc.  Bacon  Stifel  Nicolaus  R.  G.  Dickinson  &  Co.  First  Albany  Corporation 

Surd.  Nicolaus  8£  Company.  Incorporated 

First  Southwest  Company       Furman  Selz  Mager  Dietz  &  Birney       Gruntal  8C  Co.       Howard,  Weil,  Labouisse,  Friedrichs 

Incorporated  Incorporated 

Institutional  Equity  Corporation  Jesup  &  Lamont  Securities  Co.,  Inc.  Johnson,  Lane,  Space,  Smith  8C  Co.,  Inc. 

Josephthal  &  Co.  Legg  Mason  Wood  Walker  Neuberger  &  Berman  Raymond,  James  &  Associates,  Inc. 

Incorporated  Incorporated 

Stephens  Inc.  Sutro  &  Co.  Underwood,  Neuhaus  8C  Co. 
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The  12-year  rule  for  the  half-life  of  GNMA 
pools  has  become  a  myth.  Unfortunately, 
many  people  dont  know  that. 

OLDER  IS  BETTER 


By  Ben  Weberman 


They  may  be  startled  to  discover  it, 
but  such  prestigious  newspapers  as 
the  Wall  Street  journal  and  the  New 
York  Times  are  helping  perpetuate  a 
myth  that  could  cost  small  inves- 
tors dearly.  They,  and  many  other 
newspapers  across  the  country,  use 
yield  tables  based  on  the  assump- 
tion that  passthrough  pools  of  30- 
year  residential  mortgages,  based  on 
a  historical  average,  prepay  in  12 
years.  If  that  hardly  seems  the  stuff 
of  massive  transgression,  read  on. 

The  12-year  rule  was  calculated 
back  in  the  early  Seventies  by  Fi- 
nancial Publishing  Co.  of  Boston, 
which  puts  out  yield-to-maturity 
tables  on  just  about  every  kind  of 
fixed-income  security.  In  those 
days,  interest  rates  were  stable,  and 
mortgages  were  all  around  6%. 
Now  interest  rates  are  unstable,  and 
mortgages,  depending  on  how  old 
they  are,  range  anywhere  from  SVa% 
to  17'/2%.  What  this  means  is  sim- 
ple enough,  when  you  think  about 
it:  If  you  have,  say,  an  8%  mortgage 
on  your  house,  you  are  crazy  to  pay 
it  off.  But  if  you  got  stuck  with  a 
16Vz%  mortgage  in  1980,  you  will 
refinance  without  delay.  Applying  a 
12-year  rule  to  these  extremes  when 
figuring  yield  to  maturity  is  mean- 
ingless to  investors — and  also  dan- 
gerous. "The  12-year  rule  served  its 
purpose  in  the  Seventies,"  says 

Ben  Weberman  is  economics  editor  of 
Forbes  magazine. 


Chuck  Ramsey,  a  vice  president 
with  Marcus,  Stowell  &.  Beye  Gov- 
ernment Securities  of  Houston, 
who  has  worked  out  real  yields  for 
many  Government  National  Mort- 
gage Association  passthrough  pools. 
"But  in  today's  markets  it  doesn't 
work." 

For  example,  on  luly  14  the  news- 
papers' GNMA  tables  showed  the 
16%  Ginnie  Mae  pool  of  pass- 
through  certificates — \6Vi%  mort- 
gages less  a  Vi%  service  fee — as 
trading  at  107'7«  to  yield  14.59%. 
But  the  yield  is  really  much  lower. 
Why?  Because  the  actual  remaining 
life  of  the  mortgages  in  these  pools 
will  be  about  two  to  four  years, 
tops — not  12  years.  Since  the  certif- 
icates are  selling  at  107'/2,  every 
time  one  of  those  short-lived  mort- 
gages is  paid  off  at  par,  investors 
lose  7Vi  cents  on  the  dollar.  Crank 
all  of  this  into  the  computer  and 
the  real  yield  to  maturity  of  the  16s 
is  closer  to  8.69%  than  14.59%. 
You  would  be  better  off  buying  a 
10-  or  15-year  U.S.  Treasury  issue 
paying  1 1.5%  or  so. 

This  is  not  to  say  that  GNMA 
pools  aren't  a  good  investment, 
only  that  any  yield  figured  on  a  12- 
year  average  life  can  lead  to  a  big 
disappointment  for  investors.  Two 
other  passthrough  instruments  are 
almost  as  secure  and  pay  an  even 
higher  return  (although  they  are  not 
full-faith-and-credit  obligations  of 
the  government,  as  are  GNMAs). 
These  are  the  pools  of  the  Federal 
National  Mortgage  Association  and 
the  Federal  Home  Loan  Mortgage 
Corp. — "Fannie  Mae"  and  "Freddie 
Mac."  They  consist  mostly  of  con- 
ventional mortgages,  with  a  few 
FHA/VA  pieces  included.  Most  of 
the  mortgages  come  from  thrifts, 
and  others  from  mortgage  bankers. 
Principal  repayment  is  rapid.  A 
typical  8%  Freddie  Mac  pool,  for 


example,  is  paying  back  principal  5 
times  faster  than  most  8%  GNMA 
pools.  A  case  can  be  made,  using 
Ramsey's  data,  that  some  of  these 
pools  yield  1%  to  2%  more  than 
GNMA  pools  of  stated  comparable 
coupon  and  maturity. 

The  reason  is  rooted  in  a  well- 
known  characteristic  of  home  mort- 
gages: They  have  a  uniform  month- 
ly payment,  but  they  don't  make  a 
uniform  monthly  contribution  to 
principal  repayment.  Early  in  the 
life  of  the  mortgage,  of  course,  most 
of  the  payment  goes  for  interest  and 
very  little  to  principal.  Toward  the 
end  of  the  term,  it's  just  the  reverse. 
In  a  $  1  million,  30-year  GNMA  pool 
with  a  typical  8%  coupon,  for  exam- 
ple, only  $606  of  the  principal  is 
repaid  in  the  first  month.  However, 
$7,635  is  repaid  in  the  final,  or 
360th,  month. 

Since  a  passthrough  pool  merely 
passes  through  proceeds  to  the  secu- 
rity holders,  this  means  that  the 
older  the  mortgages,  the  larger  is 
that  part  of  the  return  constituting 
return  of  principal  and  taxed  as  cap- 
ital gains,  instead  of  ordinary  in- 
come. That's  why  Freddie  Mac  and 
Fannie  Mae  pools  are  so  very  attrac- 
tive— because  the  mortgages  are 
generally  older. 

Whether  in  highest  quality 
GNMA  or  higher  yield  FNMA  or 
Freddie  Mac,  older  mortgages  are 
best.  Make  sure  it  has  a  coupon  low- 
er than  the  currently  prevailing 
12Vi%  level  of  new  FHA  mortgages 
and  that  it  trades  below  par,  so  that 
as  principal  comes  in,  it's  a  capital 
gain  and  not  a  capital  loss. 

Words  of  caution 

When  Paul  Volcker  testified  before 
Congress  on  July  20,  the  stock  and 
bond  markets  reacted  with  strong 
rallies.  My  own  interpretation  is 
more  sober.  I  detected  a  subtly  in- 
creased tone  of  worry  about  the  re- 
heating of  inflation.  Also,  by  raising 
the  Fed's  permissible  limits  for  Ml, 
he  drew  attention  to  this  controver- 
sial measure  of  the  money  supply 
and  thus  limited  the  Fed's  flexibil- 
ity. So,  if  Ml  growth  exceeds  his 
new  targets,  he  will  have  to  react 
strongly  or  risk  the  Fed's  credibility, 
even  though  he  is  only  "monitor- 
ing" the  aggregate.  The  bottom  line 
is  that  we  are  in  for  a  somewhat 
longer  period  of  high  interest  rates 
than  I  previously  expected.  ■ 
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It's  too  soon  to  move  out  of  long-term 
bonds,  but  it  isnt  too  soon  to  start  getting 
nervous  about  them. 

INFLATION  IS 
DEAD,  BUT... 


By  David  Dreman 


Rapid  inflation,  most  economists 
tell  us,  if  not  dead,  is  at  least  hob- 
bled for  years  to  come.  The  forecast 
is  made  at  a  time  of  a  swiftly  im- 
proving economy,  superdepressed 
prices  for  many  basic  commodities, 
huge  government  deficits  and  a 
money  supply  rising  at  an  alarming 
rate.  What  if  the  unthinkable  hap- 
pens and  these  worthy  experts  actu- 
ally prove  wrong?  (It  wouldn't  be 
the  first  time.) 

Since  the  experts  aren't  infallible, 
it  seems  wise  at  least  to  think  about 
protecting  oneself  in  the  event  they 
are  wrong  about  inflation's  being 
under  control.  We  know  that  infla- 
tion is  the  mortal  enemy  of  the  Fed, 
particularly  a  Fed  led  by  Paul 
Volcker.  It  follows  that  if  inflation 
reignites,  the  Fed  would  throw  its 
entire  arsenal  against  it,  spearhead- 
ed by  its  megaweapon,  sky-high  in- 
terest rates.  This  would  send  the 
bond  market  into  a  tailspin. 

The  horror  stories  are  still  fresh  of 
what  happened  to  people  caught  in 
long-term  bonds  between  1980  and 
1982,  the  last  time  interest  rates 
rocketed.  The  drop  in  bond  prices 
then  was  stomach-wrenching,  as 
the  table  shows.  When  rates  rose 
from  12%  to  16%,  a  12%,  25-year 
bond  dropped  25%.  If  you  held  a 

David  Dreman  is  managing  director  of 
Dreman,  Gray  &  Embry,  Investment  Coun- 
sel, New  York,  and  author  of  The  New 
Contrarian  Investment  Strategy-. 


bond  of  the  same  length  that  had  a 
10%  coupon,  the  loss  would  have 
been  a  crushing  40%  of  your  capital. 
Unfortunately,  this  was  more  the 
rule  than  the  exception.  And,  if  you 
were  unlucky  enough  to  hold  long 
municipal  bonds,  the  declines  were 
even  more  severe. 

It  is  worth  noting  that  the  swings 
in  each  ensuing  interest-rate  cycle 
have  become  progressively  worse. 
In  the  Fifties  rates  fluctuated  in  a 
5%-to-8%  range.  By  1980-82  rates 
moved  up  and  down  like  a  dement- 
ed elevator.  The  swing  from  trough 
to  peak  was  an  amazing  8%  to  22% . 

And  so  the  first  rule  dictated  by 
the  magnitude  of  recent  interest- 
rate  cycles  is  the  need  for  the  inves- 


The  bottom  line  to  me,  then,  is 
that  investors  can  still  buy  or  hold 
intermediate  or  long-term  bonds  for 
some  time  to  come.  As  a  contrarian, 
however,  I  would  play  loose  and 
stay  in  larger,  more  liquid  issues,  so 
that  when  the  time  was  right,  the 
cost  of  disposing  of  them  would  be 
one-fourth  or  one-half  of  1%,  rather 
than  3%  or  4%  for  obscure  or  rarely 
traded  issues. 

Later  on,  possibly  six  months  to  a 
year  down  the  pike,  with  the  likeli- 
hood of  a  much  stronger  economy, 
it's  probable  that  inflation  rates  will 
begin  to  creep  up  again,  undoubted- 
ly accompanied  by  statements  of 
concern  from  Fed  and  government 
officials.  That's  the  time  to  run  for 
the  hills.  At  that  point  I  would  cut 
back  my  maturities  dramatically  to 
a  year  or  less  or  buy  T  bills  and 
money  market  funds.  The  name  of 
the  game  is  simple:  Preserve  your 
capital.  The  loss  in  yield  from  short- 
ened maturities  is  peanuts  com- 
pared with  what  you  could  lose  by 
staying  long  when  the  Fed  was 
tightening  the  monetary  screws. 

In  my  column  of  June  7,  1982 — 
just  over  a  year  ago — with  long- 
term  yields  at  record  levels,  I  wrote 
that  it  was  "probably  the  opportuni- 


The  effect  of  interest-rate  changes  on  bond  prices 

For  simplicity,  it  is  assumed  that  all  bonds  have  12% 
yield  to  maturity  was  calculated  in  all  cases. 

coupons.  The 

Term  of  bond 

10% 

12% 

14% 

16% 

10  years  $ 
15  years 
20  years 
25  years 

112.46 
115.37 
117.16 
118.26 

$100.00 
100.00 
100.00 
100.00 

$89.41 
87.59 
86.67 
86.20 

$80.40 
77.50 
76.20 
75.50 

tor  to  be  both  flexible  and  respon- 
sive to  changing  economic  condi- 
tions and  Fed  thinking.  Presently, 
the  economy  is  still  in  the  early 
stages  of  a  recovery,  capital  utiliza- 
tion rates  are  low  and  unemploy- 
ment remains  at  unacceptably  high 
levels.  Given  this  picture,  it's  un- 
likely inflation  will  spurt  ahead 
quickly  near  term,  requiring  imme- 
diate major  hikes  in  rates,  which 
might  abort  the  recovery — not  to 
mention  the  Reagan  presidential 
campaign  next  year.  In  addition, 
during  the  six  periods  of  sustained 
recovery  dating  back  to  the  Fifties, 
long-term  rates  have  moved  up  only 
moderately  in  the  first  18  months 
after  the  economy  bottomed. 


ty  of  a  lifetime  for  brave  investors.  I 
say  brave  because  bravery  is  what  it 
takes  to  buy  something  that  has 
done  badly."  The  recovery  in  bonds 
from  that  point  turned  out  to  be 
dramatic.  Investors  buying  corpor- 
ates  or  municipals  at  these  high 
rates  sometimes  wound  up  with 
even  better  returns  than  were 
scored  in  the  stock  market  last  year. 

Unfortunately,  what  can  go  way 
up  can  also  go  way  down.  That's 
why,  as  a  contrarian,  I  advise  people 
not  to  stay  too  long  with  long-term 
bonds.  Keep  your  eye  on  the  Fed. 
And  be  ready  to  take  your  money 
and  run.  I  say  this  because  the  high 
degree  of  consensus  about  inflation 
makes  me  nervous.  Very  nervous.  ■ 
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Venture  Capital 


A  good  story  isnt  the  same  thing  as  a 
good  stock.  A  whole  generation  has  yet  to 
learn  this  most  basic  lesson. 

WHEN  THE  MUSIC 
STOPS 


By  Thomas  P.  Murphy 


Recently,  at  the  end  of  a  meeting  in 
a  hotel  ballroom,  an  old  friend,  a 
successful  venture  investor,  was 
rushing  for  one  door  while  I  was 
buttonholed  at  another.  "We're  up 
five  times,"  he  shouted  at  me  over 
the  din,  "five  times  on  all  the  listed 
stuff  in  our  portfolio!" 

Venture  capitalists  are  racking  up 
hundreds  of  millions,  maybe  bil- 
lions, in  profits — mostly  paper  prof- 
its— on  companies  they  have  taken 
public.  At  some  points  over  the  past 
few  months,  the  market  for  growth 
stocks,  to  quote  an  investment 
banker,  "looked  like  a  feeding  fren- 
zy." A  feeding  frenzy,  in  case  you 
are  not  a  fisherman,  occurs  when 
bait  is  thrown  to  a  school  of  hungry 
fish.  They  go  wild,  slashing  at  the 
bait,  each  other  and  anything  else 
with  the  temerity  to  move. 

A  hot  stock  market,  like  a  feeding 
frenzy,  can  get  a  little  wild.  With 
this  one  pausing  to  catch  its  breath, 
it  may  be  a  good  time  to  review 
what  has  happened.  And  what  has 
not  happened. 

As  broadly  measured  by  the  Value 
Line  index,  the  current  stock  mar- 
ket sells  for  about  13.5  times  earn- 
ings. Since  we  are  still  early  in  an 
economic  recovery,  with  very  good 
earnings  increases  ahead  both  this 
year  and  next,  and  inflation  con- 
tained, it  seems  to  me  that  the  mar- 


Thomas  P.  Murphy  heads  a  venture  capital 
firm,  Partnership  hankist,  Stamford,  Conn. 


ket  as  a  whole  is  not  overbought. 
The  market  has  come  a  long  way, 
but  it  has  not  gone  crazy.  The  real 
whoop-de-do  has  occurred  in  a  fairly 
narrow  spectrum  of  the  market — 
the  growth  stocks  and  their  sleazy 
cousins,  the  bogus  growth  stocks. 

Let  me  explain  the  distinction. 
Any  strong  stock  market  has  an  ap- 
petite for  growth  stocks,  but  this 
market  has  been  exceptional  in  one 
sense.  The  quality  growth  stocks, 
and  most  of  them  are  companies 
backed  by  venture  capitalists,  sim- 
ply have  not  been  available  to  the 
public  stock  buyer.  Institutions, 
with  their  clout  with  the  underwrit- 
ers, have  bought  nearly  all  of  the 
original  public  offerings  and  are 
holding  on  to  them.  Thus,  the  pub- 
lic's play  in  this  market  has  been  in 
the  aftermarket  for  the  original  pub- 
lic offering  stocks  or  with  the 
growth  funds  (which  have  done  su- 
perbly). Unfortunately,  the  public's 
play  also  has  been  in  synthetic 
growth  stocks  or  in  overpriced 
stocks  selling  on  tips  and  rumors. 

Where  do  we  go  from  here?  The 
answer  lies  in  the  expectations  of 
the  institutional  and  individual  in- 
vestors who  are  riding  these  growth 
stocks  and  have,  so  far,  experienced 
a  succession  of  miracles. 

Their  reactions  are  especially 
hard  to  predict  because  so  many  of 
them,  both  in  the  public  and  in  the 
institutions,  are  under  35.  These 
people  are  having  their  first  fling  in 
a  hot  market.  What  kind  of  toler- 
ance will  they  have  for  setbacks?  Do 
they  have  the  patience  and  the 
nerve  to  hold  stock  in  a  good  com- 
pany that  happens  to  be  going 
through  a  bad  patch?  Or  even  just  a 
lusterless  stock  market? 

My  guess,  for  whatever  it  is 
worth,  is  that  they  will  hang  in. 
These  younger  stock  owners,  unlike 
my  generation,  grew  up  with  sci- 
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ence  and  with  the  notion  that  small 
is  beautiful.  They  are  unimpressed 
by  large  companies.  They  are  com- 
fortable with  the  idea  that  brains 
and  a  belief  in  the  future  will  pre- 
vail. This  is  in  sharp  contrast  to  my, 
older,  generation,  which  always  has 
had  trouble  staying  convinced. 

I  do  think,  however,  that  for  the 
new  generation  there  are  some  ex- 
pensive lessons  yet  unlearned.  I'm 
not  sure  that  they  have  distin- 
guished between  a  good  high-tech 
story  and  a  good  high-tech  com- 
pany. One  promoter,  two  biologists 
and  a  petri  dish  do  not  make  a  Gen- 
entech.  As  in  every  hot  market  I 
have  ever  seen,  there  is  an  initial 
wave  of  companies  going  public 
that  offer  quality  and  excellent 
growth  prospects.  This  then  coaxes 
from  the  woodwork  a  swarm  of  pro- 
moters with  bogus  growth — i.e. 
high-tech — companies. 

If  buyers  would  only  read  pro- 
spectuses. Today  you  will  see  biog- 
raphies in  many  prospectuses  of 
people  who  know  absolutely  noth- 
ing about  the  businesses  they  are  in. 
For  a  time  in  the  late  1960s  you 
could  double  the  stock  price  of  a 
company  by  adding  a  word  like 
Electronics  to  its  name.  Now  try 
Bio-something-or-other. 

So,  what  does  the  investor  do?  If 
you  are  playing  with  the  funny 
stuff,  please  remember  the  name  of 
the  game  and  get  out  before  the  mu- 
sic stops.  On  the  other  hand,  if  you 
are  truly  in  for  the  longer  pull, 
check  the  merchandise  in  your  port- 
folio for  the  following  virtues:  1)  a 
record,  though  it  will  probably  be 
brief,  of  real  sales  and  real  earnings 
growth — companies  without  that 
just  don't  belong  in  the  public  mar- 
ket; 2)  management  resumes  that 
show  solid  and  successful  previous 
experience;  3)  venture  capital  back- 
ing— that  means  someone  else  out 
there  really  cares  about  manage- 
ment performance  and  the  price  of 
the  stock;  and  4)  public  stock  offer- 
ing through  good  underwriters. 

Will  the  bottom  fall  out  of  the 
growth  stock  market?  I'm  afraid  it 
will.  The  bottom  always  does  fall 
out  at  a  certain  stage.  When  that 
happens,  just  about  everything  will 
go  down.  The  good  stuff,  the  solid 
stuff,  will  eventually  come  back — 
and  then  some.  The  trash  will  make 
interesting  wallpaper,  and  there 
will  be  lots  of  it.  ■ 
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Value  Line  Pinpoints... 


Or  how  to  be  a  Bull  and  a  Bear  at  the  same  time 


Among  the  1700  stocks  under  intensive  year-round  review  by 
value  Line's  70  research  specialists,  only  91  now  offer  this 
combination:  (Value  Line  6/10/83). 

•  Each  of  these  stocks  is  now  accorded  a  superior  rank  (Group 
1  or  2)  by  Value  Line  for  Probable  Market  Performance  in  the 
next  12  months.  This  means  we  think  they  will  give  stronger 
price  performance  than  the  average  of  all  1 700  stocks  no  mat- 
ter which  way  the  market  goes  during  the  year  ahead. 

•  Each  is  also  accorded  a  superior  rank  (Group  1  or  2)  by  Value 
Line  for  Safety.  The  Safety  rank  is  based  on  the  stock's  price 
stability  and  the  company's  financial  strength  (each  of  which 
is  also  ranked  separately). 

n  the  opinion  of  Value  Line  research,  this  handful  of  stocks  offers 
nvestors  some  of  the  best  opportunities  to  capitalize  on  a  rising 
narket  in  1983  and— at  the  same  time— retain  superior  protection 
n  the  event  of  a  general  decline. 

Updated  Every  Week 

lEvery  week  Value  Line's  regular  Summary  &  Index  presents  up- 
o-date  ratings  of  EACH  of  1700  stocks  relative  to  all  others,  as 
ollows  . .  . 

)  Rank  for  Relative  Probable  Price  Performance  in  the  Next  12 

Months— ranging  from  1  (Highest)  down  to  5  (Lowest). 
)  Rank  for  Investment  Safety  (from  1  down  to  5). 
;)  Estimated  yield  in  the  Next  12  Months  (100  stocks  offer  yields 

of  9.8%  and  up— Value  Line  6/10/83.) 
|j)  Estimated  Appreciation  Potentiality  in  the  Next  3  to  5  Years- 
showing  the  future  "target"  price  range  and  the  percentage 
price  change  indicated.  (100  stocks  are  in  the  90%  to  440% 
range— Value  Line  6/10/83.) 
)  Current  price  and  P/E,  plus  estimated  annual  earnings  and 

dividends  in  current  12  months.  Also  the  stock's  Beta. 
)  Very  latest  available  quarterly  earnings  results,  and  estimated 
quarterly  earnings  twelve  months  in  advance,  and  dividends, 
together  with  year-earlier  comparisons. 

i  n  addition,  each  of  the  1700  stocks  is  the  subject  of  a  comprehen- 
sive new  full-page  Rating  &  Report  at  least  once  every  three 
months — including  22  series  of  vital  financial  and  operating 

Ijitatistics  going  back  15  years  and  estimated  3  to  5  years  into  the 

ji  uture. 

!i SPECIAL.  OFFER 

tf  no  member  of  your  household  has  had  a  subscription  to  Value 
i.ine  in  the  last  two  years,  you  can  now  receive  the  complete  Value 
I  f-ine  Investment  Survey  for  the  next  10  weeks  for  only  $37  (about 
r  lalf  the  regular  rate).  We  make  this  special  offer  because  we  have 
nound  that  a  high  percentage  of  those  who  try  Value  Line  for  a 
Hhort  period  stay  with  it  on  a  long-term  basis.  The  increased  cir- 
culation enables  us  to  provide  this  service  for  far  less  than  would 
I  nave  to  be  charged  our  long-term  subscribers  were  their  number 
i  smaller.  Your  trial  will  include  the  following: 

sVERY  WEEK  a  new  SUMMARY  ft  INDEX  section  (40  pagM) . . . 

jiihowlng  the  current  ratings  of  1700  stocks  for  future  relative  Price 
Jerformance  and  Safety— together  with  their  Estimated  Yields 
l  ind  the  latest  earnings,  dividends  and  P/E  data. 

i  EVERY  WEEK  a  new  RATINGS  &  REPORTS  section  (144  pages) 

j  . .  with  full-page  analyses  of  about  130  stocks.  During  the  course 
I  >>f  every  13  weeks,  new  full-page  reports  like  this  are  issued  on  all 

1 1 700  stocks,  replacing  and  updating  the  previous  reports  which 
i  vill  be  sent  to  you  already  filed  in  your  binder  as  a  bonus.  Filing 

akes  less  than  a  minute  a  week.  All  this  material  is  so  organized  in 
i  'Our  binder  that  you  can  quickly  turn  to  a  continually  updated 
eport  on  almost  any  leading  stock. 


EVERY  WEEK  a  new  SELECTION  &  OPINION  taction  . . .  with  a 
detailed  analysis  of  an  Especially  Recommended  Stock— plus  a 
wealth  of  investment  background  including  the  Value  Line  Com- 
posite Average  of  more  than  1700  stocks. 

Plus  This  Bonus... 

Value  Line's  complete  2000-page 
Investors  Reference  Service,  with  our 
latest  full-page  reports  on  all  stocks  under 
review— fully  indexed  for  your  immediate 
reference— to  be  updated  by  new  reports 
sent  weekly. 

And  This  Bonus, loo.. 

The  72-page  booklet,  "A  Subscriber's 
Guide,"  which  explains  how  even  in- 
experienced investors  can  apply  thou- 
sands of  hours  of  professional  research  to 
their  own  portfolios  by  focusing  on  only 
two  unequivocal  ratings,  one  for  Time- 
liness (Performance  in  the  next  12 
months),  the  other  for  Safety. 


A  Subscriber's  Guide 
by 

Arnold  Bernhard 
Research  Chairman 


Money-Back  Guarantee 

You  take  no  risk  in  accepting  this  special  offer.  If  you  are  not 
completely  satisfied  with  The  Value  Line  Investment  Survey,  just 
return  the  material  you  have  received  within  30  days  for  a  full  re- 
fund of  your  fee. 

This  subscription  is  tax-deductible  if  utilized  to  aid  in  the  manage- 
ment of  your  investments. 


CALL  TOLL-FREE: 
If  you  have  Master  Card,  American  Express  or  Visa, 
phone  1-800-331-1750  (operator  13)  24  hrs.  7  days  a  week. 


THE  VALUE  LINE  INVESTMENT  SURVEY 

Value  Line,  Inc.,  711  Third  Ave.,  N.Y.,  N.Y.  10017 

Department:416D1  5 

INTRODUCTORY  OFFER 

□  Begin  my  10-week  trial  subscription  for  $37  to  The  Value  Line 
Survey  (limited  once  to  any  household  every  two  years)  and  send 
me  the  two  bonuses  listed  above. 

ONE  YEAR  SUBSCRIPTION 

□  Begin  my  1-Year  (52  issues)  subscription  for  $365  and  send  me 
the  two  bonuses  listed  above.  There  are  no  restrictions  with  this  an- 
nual subscription. 

SPECIAL  EXTRA  BONUS 

A  pocket-size  CREDIT  CARD  LCD  CALCULATOR 
given  to  you  when  you  order  The  Value  Line  Invest- 
ment Survey  for  one  year. 

□  My  payment  is  enclosed.  □  Please  charge  to:  □  American  Exp 

□  Master  Card  □  Visa  Expiration  Date  

Account  #  

This  subscription  is  tax-deductible  and  non-assignable. 

(N.Y.  residents  add  sales  tax.)  Allow  4  to  6  weeks  for  delivery. 


Signature 

Name  ■ 

Address 

Apt.  No. 

City 

State 

Zip 

Stock  Trends 


MONEY  &  INVESTMENTS 


Neither  good  corporate  earnings  nor 
economic  recovery^  has  spurred  a  market 
whose  current  direction  is  down. 

WHERE  HAVE  THE 
BROKERS  GONE? 


By  Ann  C.  Brown 


The  office  telephones  that  had  been 
lit  up  like  an  arcade  video  game 
since  last  August  are  dark  and  si- 
lent. The  telecopier  is  set  and  ready 
to  receive  messages  no  one  bothers 
to  send.  And  the  mails  bring  pre- 
cious few  research  reports  and  rec- 
ommendations and  even  fewer  pro- 
spectuses for  sizzling  new  issues 
with  names  like  Genemedix  and 
KadKam  Komputron.  Clearly,  little 
is  up  on  Wall  Street  these  long,  hot 
summer  days — including  stock 
prices.  The  market  is  showing  the 
weakness  I  have  been  talking  about 
for  the  past  couple  of  months. 

Calls  to  a  random  selection  of 
security  analysts,  stockbrokers, 
market  strategists  and  technicians 
revealed  that  many  of  these  deserv- 
ing rich  were  in  Europe  to  pick  up 
their  six-figure  roadsters,  while 
others  were  only  as  far  away  as  the 
Hamptons,  frolicking  in  their  re- 
cently acquired  20-room  hideaways 
by  the  sea.  Frequently  joining  in 
these  pleasant  pursuits  were  some 
of  the  more  important  clients, 
whose  commissions  helped  make  it 
all  possible  and  whose  absence 
from  the  market  at  the  moment 
may  account  for  the  low-to-mid- 
dling volume  of  recent  weeks.  Once 
the  holiday  passes  and  the  players 
exchange  their  L.L.  Bean  putter- 


Ann  C  Brown  is  chief  area  aire  officer  of  the 
equity  advisor)'  and  portfolio  management 
firm  of  AC  Rroun  &  Associates. 


pants  for  Brooks  Brothers  pin- 
stripes, the  slide  may  pick  up 
steam.  My  guess  is  that  the  market 
will  trend  down  until  early  Octo- 
ber. By  then  the  Federal  Open  Mar- 
ket Committee  may  decide  it  can 
loosen  its  currently  semitight  mon- 
etary policy,  once  the  economy 
seems  to  be  back  on  the  slow- 
growth  track. 

The  trickle  of  second-quarter 
earnings  reports  has  now  become  a 
torrent.  At  first,  it  was  the  good- 
news  companies  rushing  to  show- 
and-tell  their  successes  to  the  in- 
vestment world.  Now,  some  less- 
than-stellar  performances  are 
beginning  to  appear,  proving  that 
the  recovery  hasn't  spread  to  every 
sector  as  yet.  What  has  been  inter- 
esting to  watch  is  how  surprisingly 
good  earnings  have  been  greeted 
with  relative  indifference,  while 
disappointing  results,  even  moder- 
ately so,  have  dealt  some  heavy 
blows  to  stock  prices — further  signs 
of  a  market  whose  current  direction 
is  down. 

Over  the  past  several  issues,  I 
have  been  putting  together  a  list  of 
possible  buys  come  the  Indian  sum- 
mer rally  I  foresee.  However,  for  the 
moment,  it  may  be  more  meaning- 
ful to  review  the  present  prospects 
of  the  5  stocks  out  of  the  45 1  recom- 
mended from  January  through  lune 
that  failed  to  go  up.  Also  worth  a 
line  or  two  are  the  five  top  perform- 
ers, which  could  be  vulnerable. 

Tandy  (47)  is  the  largest  loser  on 
the  list,  although,  since  the  original 
recommend,  at  a  split-adjusted 
price  of  11  in  August  1978,  the 
stock  has  been  a  winner.  Mentioned 
most  recently  in  May,  at  59,  the 
fault  was  my  timing,  not  the  com- 
pany's earnings,  which  continue  to 
be  estimated  at  $3.60  per  share  in 
1984,  with  the  growth  rate  at  25% 
per  year. 


NBI,  Inc  (34)  was  recommended  at  i 
36,  after  a  nasty  shortfall  in  earn- 
ings. The  stock  continues  under 
pressure,  although  orders  and  ship- 
ments are  on  schedule  and  fiscal 
1984  earnings  per  share  could  be 
around  $2,  vs.  the  65  cents  expected 
for  the  year  ended  June  30,  1983. 
Estimated  annual  growth  rate:  40%. 

American  Broadcasting  Cos.  (61) 
looked  good  at  65  and  looks  even 
better  at  the  present  price,  although 
a  shaky  market  could  drag  the  stock 
into  the  mid-50s.  Earnings  are  on 
target,  with  $7.50  or  more  expected 
in  1984,  thanks  to  the  elections  and 
the  Olympics. 

Warner  Communications  (24).  Ev- 
eryone has  an  albatross,  and  WCI  is 
mine.  I  liked  it  all  the  way  up — and 
all  the  way  back  down  again.  At  28 
the  stock  looked  as  if  it  couldn't  get 
much  lower.  I  was  wrong,  and  the 
latest  estimate  of  1983  earnings  per 
share  of  15  cents  won't  help  much 
either.  Allegedly  $2.85  is  possible 
for  1984.  However,  for  my  money, 
better  rewards  exist  for  the  risks. 

Syntex  (55)  is  down  3  points  from 
the  April  recommendation.  No  par- 
ticular reason  other  than  the  stub- 
bornly strong  dollar,  which  will  ad- 
versely affect  overseas  earnings.  Fis- 
cal 1983  earnings  are  now  estimated 
at  $4.10  per  share,  and  estimated 
1984  earnings  have  been  lowered 
from  $5.10  per  share  to  $4.90. 

Many  of  this  year's  recommends  I 
have  done  very,  very  well — so  far.  j 
Take  MGMIUA  Home  Entertainment 
Group  (27),  for  example.  The  stock  i 
rose  a  whopping  76%  from  its  late 
February  mention  at  15.  At  the  cur-  | 
rent  price  I  would  be  inclined  to  r 
beat  those  other  profit-takers  to  the  j 
draw.  The  same  goes  for  the  number  ( 
three    performer,    Western    Digital  t 
(123/4,  o-t-c),  which  popped  up  59% 
from  a  price  of  8.  Western  Digital  is 
selling  at  37  times  estimated  1984  \ 
earnings  per  share  of  36  cents.  Too  j 
high  a  profile  to  carry  into  a  market  c 
bent  on  correction. 

Thermo  Electron  (32),  up  62%, 
looks  like  a  hold,  in  spite  of  its  p 
recent  gain.  Preliminary  estimates  I 
are  for  $2.50  per  share,  or  a  P/E  of  yj 
12.  for  a  company  with  an  estimat-  n 
ed  growth  rate  of  20% .  First  Virginia  al 
Banks  (18)  and  NCNB  Corp.  (27 )  were  pi 
up  46%  and  40%,  respectively.  _ 
Both  are  strong  holds,  and  the 
stocks  should  be  bought  on  any  s, 
weakness.  ■ 
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Commodities 


MONEY  &  INVESTMENTS 


Operating  a  "paper  refinery"  can  be  fun 
and  a  lot  more  profitable  than  running 
one  with  all  those  pipes  and  gauges.  And 
you  dont  have  to  get  your  hands  dirty. 

A  REFINED  PROFIT 


By  Stanley  W.  Angrist 


How  would  you  like  to  operate  your 
very  own  oil  refinery  without  the 
bother  of  building  cracking  towers, 
hiring  employees  or  doing  any  of  the 
myriad  things  a  refinery  owner 
must  do?  If  you  want  to  pretend  you 
Lare  an  oil  baron,  the  commodity 
markets  have  a  deal  for  you. 

The  recent  addition  of  a  crude  oil 
contract  by  two  exchanges,  coupled 
iwith  existing  heating  oil  and  gaso- 
dine  contracts,  now  permits  you  to 
[buy  a  refinery's  raw  material  (crude) 
land  sell  two  of  its  major  products 
i (gasoline  and  heating  oil)  if  you 
i  think  the  operating  margin  of  your 
jfictitious  refinery  is  too  high,  or  buy 
!the  products  and  sell  the  raw  mate- 
rial if  you  think  the  operating  mar- 
jinn  is  too  low.  The  former  spread 
jhas  been  termed  a  "crack,"  the  lat- 
her a  reverse  "crack." 
!  A  refinery  buys  crude  oil  and  then 
bracks  the  hydrogen  and  oxygen 
ponds  of  the  oil's  atoms — mostly  by 
I  :he  application  of  heat — into  a  wide 
ifange  of  petroleum  products.  The 
j:ypical  barrel  of  crude  yields  55%  to 
|S8%  gasoline  and  gasoline-related 
products,  such  as  liquefied  gases. 
The  remaining  part  of  the  barrel 
melds  heating  oil  and  related  prod- 
ucts, such  as  residual  fuel  oil.  Thus, 
about  two-thirds  of  a  crude  barrel 
produces  gasoline-related  products 

Jta«/tT  W  Angrist  is  a  commodity  specula 
mpr,  consultant  and  longtime  observer  of  the 
Commodity  markets. 


and  the  other  third  yields  heating 
oil  and  its  related  products. 

It  should  be  recognized  that  this 
analysis  is  an  approximation.  First, 
refineries  yield  varying  amounts  of 
product,  depending  on  what  kind  of 
crude  they  start  with.  Second,  refin- 
eries can  yield  substantially  differ- 
ent percentages  of  products,  even  if 
they  start  with  exactly  the  same 
crude.  The  variations  occur  because 
of  design  differences  in  the  refiner- 
ies. Nevertheless,  the  prices  of 
crude  and  its  products  tend  to  move 
in  tandem,  but  not  perfectly  so,  thus 
producing  a  profit  opportunity  for 


while  the  products  are  quoted  in 
dollars  per  gallon.  The  first  task  in 
deciding  whether  to  do  this  trade  is 
to  calculate  the  profit  margin  for  the 
refinery.  Let's  look  at  an  example: 

Buy  three  September  crude  oil 
contracts  at  $31.57  per  barrel.  A  to- 
tal cost  of  $94,710. 

Sell  two  October  gasoline  con- 
tracts at  82.80  cents  per  gallon,  mul- 
tiplied by  42,000  gallons  per  con- 
tract. Proceeds:  $69,552. 

Sell  one  October  No.  2  heating  oil 
contract  at  84.75  cents  per  gallon 
multiplied  by  42,000  gallons  per 
contract.  Proceeds:  $35,595. 

Received  from  sells:  $105,147. 

Net  profit  margin:  $10,437. 

The  profit  margin  is  11%,  based 
on  the  cost  of  crude.  Note  that  the 
crude  contract  used  in  our  refinery 
is  normally  one  month  earlier  than 
the  product  month.  Though  crude 
and  products  are  traded  on  both  the 
New  York  Mercantile  Exchange  and 
the  Chicago  Board  of  Trade,  volume 
and  open  interest  are  substantially 
higher  in  New  York. 

Because  this  spread  is  so  new,  it  is 
hard  to  specify  when  it  would  ap- 


The  refinery  game 


The  chart  shows  the  gross  profit  that  can  be  made  from  operating  a 
refinery  on  paper.  The  left  bar  represents  the  value  of  three  September 
crude  oil  contracts.  The  bottom  part  of  the  right  bar  represents  the 
value  of  two  October  gasoline  contracts,  while  the  top  part  of  that  bar 
stands  for  the  value  of  one  October  heating-oil  contract.  The  amount 
by  which  the  right  bar  exceeds  the  left  bar  is  the  gross  profit. 
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those  traders  who  perceive  a  rela- 
tive price  distortion. 

The  model  we  will  use  in  operat- 
ing our  paper  refinery  consists  of 
three  contracts  of  crude  oil  (our 
feedstock  cracked  into  two  con- 
tracts of  leaded  gasoline  and  one 
contract  of  No.  2  heating  oil).  All 
contracts  are  for  1,000  barrels  of  42 
gallons  each,  except  that  the  crude 
oil  is  quoted  in  dollars  per  barrel, 


pear  to  be  profitable  to  put  on  the 
crack  or  its  reverse.  I  believe  that  a 
good  rule  of  thumb  would  be  to  put 
on  the  crack  (the  spread  shown 
above)  when  the  profit  margin  rose 
above  12%.  I  would  put  on  its  re- 
verse and  lift  the  crack  when  the 
profit  margin  dropped  below  10%. 
The  margin  on  this  spread  would  be 
$1,500.  and  the  round-turn  commis- 
sion about  $450.  ■ 
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Observations 


MONEY  &  INVESTMENTS 


Having  been  beaten  up  repeatedly  in 
recent  decades,  long-term  lenders  are 
about  to  get  pounded  yet  again. 

THE  REVOLT  OF 
THE  SAVERS 


By  Ashby  Bladen 


For  the  last  three  years  I  have  been 
warning  Forbes  readers  that,  until 
the  inflation  is  obviously  and  deci- 
sively broken,  a  bull  bond  market  is 
possible  only  so  long  as  the  econo- 
my remains  severely  depressed. 
And  since  March,  I  have  been  tell- 
ing you  that  the  current  recovery 
will  send  interest  rates  through  the 
roof  once  again.  But  now  that  rates 
have  started  back  up,  the  one  thing 
that  politicians  of  virtually  all  per- 
suasions are  agreed  on  is  that  the 
Fed  shouldn't  let  it  happen. 

What  should  the  Fed  do  to  pre- 
vent it?  One  old  favorite  prescrip- 
tion is  that  it  should  push  down  the 
interest  cost  of  credit  by  increasing 
the  supply  of  it.  That  used  to  work, 
but  it  won't  work  any  longer.  Today 
a  serious  attempt  to  depress  interest 
rates  by  flooding  the  market  with 
Fed  credit  would  instead  send  long- 
term  rates  climbing  to  new  peaks. 

Interest  is  the  rent  that  borrowers 
pay  to  get  the  use  of  purchasing 
power  that  they  have  not  earned.  It 
is  also  the  reward  that  lenders  re- 
ceive for  letting  others  have  the  use 
of  purchasing  power  that  they  have 
earned  but  have  not  yet  spent.  So 
the  going  level  of  interest  rates  bal- 
ances the  demand  to  borrow  and 
spend  now  with  the  supply  that  is 


Ashhy  Bladen  is  senior  rice  president  for 
investments  of  the  Phoenix  Mutual  Life  In- 
surance Co.  and  author  of  How  to  Cope 
with  the  Developing  Financial  Crisis. 


provided  by  people  who  are  earning 
now  but  plan  to  spend  later.  That  is 
simple  and  clear,  but,  unfortunate- 
ly, it  is  not  the  whole  story. 

Complications  arise  because  the 
financial  system  has  the  ability  to 
create  purchasing  power  faster  than 
the  real  economy  produces  useful 
goods  and  services  to  spend  it  on. 
The  system  has  had  this  ability  ever 
since  people  have  been  willing  to 
hold  their  savings  in  the  form  of 
promises  to  pay  (like  bank  deposits 
and  dollar  bills)  instead  of  limiting 
their  holdings  to  real  things  (like 
land  and  gold  coins).  Borrowers  can 
spend  the  purchasing  power  they 
have  received,  but  the  lenders  can 
also  spend  the  promises  to  pay  as 
long  as  those  promises  are  not  being 
created  so  fast  that  confidence  in 
their  real  value  collapses. 

During  the  last  half-century  the 
system  has  been  creating  liquid 
promises  to  pay  at  a  progressively 
more  rapid  rate.  That  didn't  affect 
interest  rates  until  the  savers  began 
to  catch  on.  The  borrowers  caught 
on  first  and  reaped  a  bonanza  from 
their  alertness.  Since  World  War  II, 
the  most  successful  Americans 
have  been  people  who  understood 
early  that  the  Full  Employment  Act 
of  1946  gave  the  system  a  perma- 
nent inflationary  bias  that  could  be 
exploited  by  borrowing  heavily  to 
buy  businesses  or  real  estate.  But  as 
savers  slowly  caught  on  to  the  fact 
that  the  interest  they  were  receiv- 
ing was  far  less  than  the  erosion  of 
purchasing  power  they  were  suffer- 
ing, the  demand  to  borrow  began  to 
rise  more  rapidly  than  the  supply  of 
lendable  funds.  And  that  imbalance 
pushed  interest  rates  up. 

By  now  20  years  of  seriously  ac- 
celerating inflation  has  driven  the 
point  home,  and,  henceforth,  practi- 
cally nobody  will  save  much  of  any- 
thing unless  he  is  given  a  convinc- 


ing reason  to  believe  he  will  receive 
a  positive  real  rate  of  interest  for  his 
trouble.  The  savers  have  rebelled 
and  will  no  longer  peacefully  suffer 
exploitation. 

The  stage  for  this  year's  economic 
upturn  was  set  by  last  year's  very 
high  real  inflation-adjusted  interest 
rates,  which  forced  merchants  and 
manufacturers  to  cut  to  the  bone 
their  investment  in  inventories. 
Now  that  the  inventory  tide  has 
turned  and  sales  are  rising,  short- 
ages are  developing.  The  restocking 
boom  will  push  production,  prices 
and  interest  rates  up  for  the  next 
year  or  so  regardless  of  politicians' 
preferences  or  Fed  policies. 

But  confidence  in  the  future  real 
value  of  promises  to  pay  has  been 
brutally  battered.  It  is  about  to  be 
battered  yet  again  as  the  recovery 
pushes  up  commodity  prices  and  in- 
terest rates,  thereby  depressing  the 
market  value  of  long-term  promises 
to  pay.  The  easy-answer  boys,  who 
brought  us  supply-side  tax  cuts 
without  corresponding  reductions 
in  government  expenditure,  now 
say  that  the  way  to  restore  confi- 
dence is  to  go  back  on  the  gold  stan- 
dard. I,  too,  have  argued  that  restor- 
ing a  gold  coin  standard  would  help, 
but  politically  there  is  no  chance  of 
it  unless  a  total  collapse  of  confi- 
dence in  promises  to  pay  creates  a 
tremendous  crisis.  Then  we  may 
have  no  other  choice. 

Even  in  the  heyday  of  the  gold 
standard,  the  main  reason  people 
did  not  borrow  and  lend  excessively 
was  that  it  was  dangerous.  Borrow- 
ers who  could  not  repay  went  broke, 
and  lenders  to  irresponsible  borrow- 
ers suffered  losses.  But  now  the  po- 
litical trend  is  to  insure  everybody 
against  practically  everything  and 
to  bail  out  every  overextended  debt- 
or whose  bankruptcy  would  cause 
unemployment.  So  it  is  no  wonder 
that  financial  prudence  is  approach- 
ing the  vanishing  point. 

The  inflation  will  be  broken  and 
moderate  interest  rates  restored 
only  when  enough  borrowers  are 
not  bailed  out  so  as  to  scare  every- 
body back  into  lasting  financial  pru- 
dence. But  the  opportunity  to  do 
that  was  botched  last  fall,  and  an- 
other good  opportunity  will  not 
come  until  the  next  crunch  and  re- 
cession a  couple  of  years  down  the 
road.  Meanwhile,  look  for  a  replay 
of  1981  in  the  bond  market.  ■ 


126 


FORBES,  AUGUST  15,  19! 


PENT 

THE  INTERNATIONAL  MAGAZINE  FOR  MEN 

SPECIAL 
ANNIVERSARY 

ISSUE: 

MALCOLM  FORBES 

TADSZULC 

BOOM  BOOM 
MANCINI 

JACK  ANDERSON 

HARRISON  SALISBURY 

MICHAEL  KORDA 

XAVIERA 
HOLLANDER 

DOCTOR  RUTH 
WESTHEIMER 


SEPT.  1983  $3.00 

PET  OF 
THE  YEAR 
PLAY- 
OFF 


3 


IOW  TO  BE  A  HAPPIER  CAPITALIST: 

N  EXCLUSIVE  INTERVIEW  WITH  MALCOLM  FORBES. 
HE  SEPTEMBER  f>EI^O(JSE;ON  SALE  NOW 


Psychology  &  Investing 


Your 
legacy: 

A 

40 -acre 
ranch 
and 
a  way 
of  life. 

As  big  as  all  outdoors, 
Forbes  Magazine  is  now 
offering  substantial  land  for 
skiers,  hunters,  naturalists 
and  lovers  of  America's 
magnificent  Old  West. 

For  the  pleasure  of  you 
and  your  family  today,  these 
minimum  40-acre  ranch 
estates,  adjacent  to  the 
Forbes  Trinchera  Ranch  in 
southern  Colorado,  will  be 
an  important  legacy  in  the 
future  of  your  loved  ones. 

Prices  start  at  $25,000 
with  down  payment  as  low 
as  1%  and  monthly  pay- 
ments of  $250,  including 
interest  at  9%.  For  details 
and  color  brochure  write  or 
phone: 

Mr.  Errol  Ryland,  Manager 

FORBES 
WAGON  CREEK 
RANCH 

Box  303  KK 
Fort  Garland,  Colorado  81133 
(303) 379-3263 

This  is  not  an  oiler  lo  sell  m  slales  where  not  registered 


*★★ 

n  N.Y  Times 


RISTORANTE 
ITALIANO 
LUNCH  &  DINNER 
Amer.  Express  & 
Diners  Club 
251  E.  53rd  Street 
(Bet.  2nd&  3rd  Aves.) 
N  Y  C.  753-8450-1 


Why  is  it  that,  except  for  security  analysts, 
corporate  officials  and  the  chairman  s 
wife,  few  people  read  annual  reports? 

"TAKE  YOUR 
REPORT  AND..." 


By  Srully  Blotnick 


mi 


Futility,  thy  name  is  Annual  Re- 
port. Beyond  perhaps  poetry  and 
first  novels,  few  pieces  of  writing 
get  so  much  care  and  attention  from 
their  authors  as  a  company's  annual 
report — and  so  little  from  the  pub- 
lic. Corporate  relations  people 
sweat  over  them,  lawyers  tear  them 
to  pieces,  art  directors  fuss,  the 
chairman's  family  has  veto  power 
over  the  photography.  And  the  in- 
tended recipients?  A  large  majority 
casually  dispatch  the  reports,  un- 
read, to  the  garbage.  In  my  research, 
I've  found  that  barely  3%  of  stock- 
holders give  them  more  than  a 
glazed-over  glance. 

But  hope  springs  eternal.  Four 
New  York  Stock  Exchange  compa- 
nies in  recent  months  decided  to  do 
a  shareholder  survey  to  see  not  only 
how  the  firm's  annual  and  quarterly 
reports  were  being  received,  but  to 
determine  the  company's  image  in 
the  minds  of  shareholders  as  well. 
Two  of  the  surveys  were  conducted 
on  the  telephone,  the  other  two  by 
mail.  The  firms  are  in  electronics; 
metals  and  mining;  computers  and 
financial  services. 

The  results  were  hardly  flatter- 
ing. Typical  comments  from  share- 
holders: "I  don't  read  it.  It's  a  waste 
of  money  sending  it  to  me."  "Feel 

Dr  Srully  Hlotnick  is  a  research  psychologist 
and  author  of  Getting  Rich  Your  Own  Way 
and  Winning:  The  Psychology  of  Successful 
Investing. 


free  to  take  me  off  the  annual  report 
mailing  list.  Besides,  it  costs  more 
than  the  dividends  I  receive."  Many 
of  the  responses  were  touchingly 
candid:  "I  would  like  to  save  you 
the  expense  of  writing  to  me.  Please 
don't  misunderstand.  I  like  you,  but 
I  don't  know  a  thing  about  stocks 
and  never  will."  A  note  written  for 
one  shareholder  read:  "Mr.  Edwards 
is  in  his  95th  year  and  isn't  able  to 
digest  much  data  anymore." 

Many  shareholders  indicated  that 
they  felt  guilty  about  shirking  the 
reading  but  justified  their  lethargy 
by  criticizing  the  report.  What  did 
most  find  to  criticize?  Above  all,  the 
report's  lavishness — its  glossy  pages 
and  color  photos.  "This  must  have 
cost  a  fortune,"  was  a  typical  reply. 
Others  said:  "Couldn't  this  money 
have  been  better  spent  on  some- 
thing else?"  And:  "The  slick  annual 
report  tells  me  that  the  executives 
at  the  company  are  on  nothing  but  a 
huge  ego  trip." 

Is  this  fair  to  the  executives  who 
slaved  over  the  reports,  hoping 
against  hope  to  put  the  company's 
best  foot  forward?  Probably  not.  But 
it  proves  a  point:  Lavish  presenta- 
tion in  annual  reports  is  self-defeat- 
ing. Far  from  getting  the  stock- 
holders to  read,  it  gives  them  an 
added  excuse  not  to  read. 

Who  does  study  the  reports?  Ana- 
lysts, of  course.  And,  interestingly, 
people  who  don't  own  the  stock.  As 
long  as  they  haven't  yet  bought  any 
shares,  an  attractive — and  even  lav- 
ish— annual  report  is  something 
that  they  state  helps  make  a  good 
impression  on  them.  As  one,  who  is 
the  president  of  a  small  firm,  put  it: 
"I  like  to  see  visible  evidence  that 
the  company  is  doing  well." 

Once  they  have  bought  the  stock, 
however,  they  become  penny  pinch- 
ers, convinced  that  the  company  is 
squandering  its — or  more  accurate- 
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Flashbacks 


"The  more  things  change. . .  ."    Items  from  past  issues  of  Forbes 


Edited  by  Dero  A.  Saunders 


'resident  Warren  G.  Harding  died  Aug.  2,  1923  and  was  succeeded  by  Calvin  Coolidge 


Sixty  years  ago  in  Forbes 

\Frvm  the  issue  of  August  18,  1923) 

'The  nation  mourns  deeply  the  pass- 
ing of  one  President  who  filled  the 
pigh  office  with  dignity  and  sincerity 
pf  purpose.  And  the  nation  welcomes 
the  advent  of  another  President  who 
promises  to  fill  the  office  with  equal 
dignity  and  sincerity  of  purpose.  War- 
ren Gamaliel  Harding  was  a  worthy 
type  of  American  citizen,  modest, 
•undly,  neighborly,  human;  greater 
perhaps  as  a  man  than  as  a  statesman, 
:han  as  a  leader,  than  as  a  director  of 
national  policies;  steadfast  to  princi- 
ple, not  always  decisive,  aggressive  in 
iction;  a  good  man  rather  than  a  great 
tnan.  Calvin  Coolidge  is  less  distin- 
•naished  for  his  humanness  than  for 
his  New  England  austerity,  his  deep- 
bounded  convictions,  his  unswerving 
lighmindedness,  his  immovable 
courage.  The  nation's  destinies  are 
Safe  in  his  care.  ..." 

— B.C.  Forbes 


'  'Even  without  the  material  and 
noral  advantages  to  its  employees, 
he  U.S.  Steel  Corp.  would  be  for  Pro- 
hibition, because  it  pays'  [said  Elbert 
Ji.  Gary],  fudge  Gary  said  that  the 
bteel  Corp.,  through  its  officers  and 
klant  superintendents  in  many  parts 
j>f  the  country,  had  made  a  close  ob- 
servation of  the  effects  of  Prohibition, 
tven  before  the  adoption  of  the  federal 
mendment  and  the  enactment  of  the 
/olstcad  Act,  by  watching  the  results 
')f  Prohibition  laws  in  the  states.  .  .  . 

"  'There  has  been  a  noteworthy  de- 
crease in  the  number  of  jails,  asylums 
nd  hospitals.  There  has  been  an  in- 


crease, and  a  large  increase,  in  the  bank 
balances  of  savings  deposits.  The 
health  of  the  people  has  improved.'  " 

"At  the  close  of  1922,  18  states  im- 
posed a  tax  on  gasoline  consump- 
tion, but  at  the  end  of  this  year  the 
number  will  be  36.  California,  with  a 
2-cent  tax  beginning  Oct.  1,  esti- 
mates an  income  from  this  source  of 
about  $7  million,  Indiana  about  $4 
million,  Massachusetts  $3.3  million, 
Texas  more  than  $2  million  and 
Pennsylvania  $3.5  million  from  a  1- 
cent  tax.  In  all  of  the  36  states  im- 
posing a  tax  from  1  cent  to  3  cents 
per  gallon  of  gasoline,  the  whole  .  .  . 
expected  revenue  [is]  $41.6  million." 

Fifty  years  ago 

(August  15.  1933) 

"The  N.A.C.C.  [National  Automobile 
Chamber  of  Commerce]  code  as  sub- 
mitted to  Washington  calls  for  35 
hours  per  week  and  a  minimum  wage 
ranging  from  40  cents  to  43  cents  per 
hour,  depending  on  the  size  of  the  city 
in  which  the  plant  is  located.  It  retains 
the  required  provisions  concerning  la- 
bor and  collective  bargaining,  but  adds 
the  following  sentence:  'In  accordance 
with  the  foregoing  provisions,  the  em- 
ployers in  the  automobile  industry  pro- 
pose to  continue  the  open  shop  policy 
heretofore  followed  and  under  which 
unusually  satisfactory  and  harmoni- 
ous relations  with  employees  have 
been  maintained.'  " 

"  'Do  it  yourself  or  the  government 
will.'  The  moving  letters  that  the  new 
Administration    has    written  large 


against  the  backdrop  of  industry  are 
probably  largely  responsible  for  the 
rather  drastic  curbs  which  the  New 
York  Stock  Exchange  has  recently 
placed  on  unbridled  speculation. 
After  Sept.  15,  members  of  the  stock 
exchange  must  demand  that  all  cus- 
tomers keep  at  least  a  30%  margin  on 
accounts  having  a  debit  balance  of 
over  $5,000;  and  at  least  a  50%  mar- 
gin on  the  smaller  accounts  with  a 
debit  balance  of  $5,000  or  less.  The 
minimum  margin  requirement  on 
short  commitments  will  be  ten 
points.  Although  old  accounts  have 
another  month  in  which  to  get  them- 
selves in  shape,  the  new  margin  re- 
quirements are  effective  immediately 
on  newly  opened  accounts." 

"What  a  glorious  opportunity  manu- 
facturers of  air-conditioning  appara- 
tus have  to  exploit  their  wares!  True, 
several  aggressive  companies  have 
been  telling  the  public  on  a  moderate 
scale  what  they  have  to  offer.  But 
much  more  could  have  and  should 
have  been  done  to  hasten  expansion 
of  this  industry  during  these  summer 
months.  ...  It  is  so  sensible,  so  desir- 
able that  it  should  be  in  the  homes 
not  only  of  multimillionaires  but  of 
every  family  in  the  land  that  can  af- 
ford it.  Not  only  so,  but  the  idea  of 
air-cooling  should  be  so  aggressively 
sold  that  no  large  store,  no  theater, 
no  hotel,  no  railroad,  no  public  place 
of  any  kind  could  afford  to  be  with- 
out it." 

Twenty-five  years  ago 

(August  15,  1958) 

"In  putting  to  press  Forbes'  Third 
Annual  Report  on  Mutual  Fund  Per- 
formance, it  struck  us  that  this  par- 
ticular study  might  never  have  been 
written  but  for  a  powerful  piece  of 
federal  legislation  now  18  years  old. 
More  than  any  other  single  thing,  the 
Investment  Company  Act  of  1940 
paved  the  way  for  the  phenomenal 
growth  mutual  funds  have  since 
shown.  A  kincT  of  investment  com- 
pany Magna  Carta,  the  1940  act  set  up 
a  code  of  business  standards  by  which 
funds,  both  old  and  new,  have  lived 
and  prospered.  Though  it  was  regula- 
tory in  nature,  the  act  is  looked  upon 
by  mutual  fundcrs  as  the  best  friend 
they  ever  had.  Says  William  Shelley, 
managing  partner  of  Boston's  Vance, 
Sanders  &  Co.,  one  of  many  mutual 
funders  to  testify  in  the  pre-act  hear- 
ings: 'It  saved  the  industry's  life.'  " 
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Avoid  suspicion:  When  you're 
walking  through  your  neighbor's 
melon  patch,  don't  tie  your  shoe. 
Hindustani  Proverb 


We  do  not  take  humor 
seriously  enough. 

KONRAD  LORENZ 


All  the  animals  except  man  know 
that  the  principal  business 
of  life  is  to  enjoy  it. 
Samuel  Butler 


It  is  my  belief,  you  cannot 
deal  with  the  most  serious 
things  in  the  world  unless  you 
understand  the  most  amusing. 
Winston  Churchill 


Arguments  are  to  be  avoided; 
they  are  always  vulgar  and 
often  convincing. 
Oscar  Wilde 


I  hate  a  quarrel  because  it 
interrupts  an  argument. 
G.  K.  Chesterton 


Leisure  is  time  for  doing 
something  useful;  this 
leisure  the  diligent  man 
will  obtain,  but  the  lazy 
man  never. 
Benjamin  Franklin 


Work,  love  and  play  are 
the  great  balance  wheels 
of  man's  being. 
Orison  Swett  Marden 


And  he  is  in  this  led  by  an 
invisible  hand  to  promote 
an  end  which  was  no  part  of 
his  intention. 
Adam  Smith 


Whenever  the  invisible 
hand  isn't  operating, 
the  iron  fist  is. 
Bart  Kosko 


Thoughts 

on  the  Business  of  Life 


l  pity  any  fellow  who  doesn't 
enjoy  fishing  Fishing,  somehow, 
stimulates  reflection,  tempers 
the  vicissitudes  of  business 
life,  encourages  contemplation, 
ceil  ins  one's  nerves. 
B.C.  Forbes 


Genius  is  intensity. 
Honore  de  Balzac 


Men  are  disturbed  not  by 
things,  but  by  the  views 
which  they  take  of  them. 
Epictetus 


Patience  and  time  do  more 
than  strength  or  passion. 
Jean  de  la  Fontaine 


Unless  a  capacity  for  thinking 
be  accompanied  by  a  capacity 
for  action,  a  superior  mind 
exists  in  torture. 
Benedetto  Croce 


Absence  of  occupation  is 
not  rest;  a  mind  quite  vacant 
is  a  mind  distressed. 
William  Cowper 


Iron  rusts  from  disuse; 
stagnant  water  loses  its 
purity  .  .  .  even  so,  inaction 
saps  the  vigors  of  the  mind. 
Leonardo  da  Vinci 


More  than  3.000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a  574- 
page  book  at  $13.95.  Send  check  and  order 
to:  Forbes  Inc.,  60  Fifth  Ave.,  New  York,  N.Y. 
10011.  Add  appropriate  sales  tax  on  New 
York  State  orders. 


The  art  of  becoming  wise 
is  the  art  of  knowing 
what  to  overlook. 
William  James 


Inventive  genius  requires 
pleasurable  mental  activity 
as  a  condition  for  its 
vigorous  exercise. 
Alfred  North  Whitehead 


What's  wrong  with  gossip? 
We  all  live  on  it,  but  we 
deny  it;  we're  hypocrites. 
Rona  Barrett 


I  never  make  the  mistake 
of  arguing  with  people 
for  whose  opinion  I 
have  no  respect. 
Edward  Gibbon 


We  hardly  find  any  persons 
of  good  sense  save  those 
who  agree  with  us. 
La  Rochefoucauld 


A  Text .  , . 

Acquaint  now  thyself  with 
him,  and  be  at  peace;  thereby 
good  shall  come  unto  thee. 
Job  22:21 


Sent  in  by  Theodore  L.  Rose,  Signal  Moun- 
tain, Term.  What's  your  favorite  text?  The 
Forbes  Scrapbook  oj  Thoughts  on  the  Busi- 
ness of  Life  is  presented  to  senders  of  texts 
used. 


Don't  knock  the  weather; 
nine-tenths  of  the  people 
couldn't  start  a  conversation 
if  it  didn't  change  once 
in  a  while. 

Frank  McKinney  Hubbard 


Indigestion  is  charged  by 
God  with  enforcing  morality 
on  the  stomach. 
Victor  Huco 
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"Mfr's  sugg  retail  price  Title,  taxes,  transportation,  dealer  delivery  charges  additional  ©1983  Porsche  Audi 


fifr  Cruising  easily  at  100  mph  on  the 
German  Autobahn,  you  know 
y  the  new  Audi  5000S  was  voted 
ope's  "Car  of  The  Year." 
he  World's  Most  Aerodynamic  Se- 
At  high-performance  speeds,  the 
antic  pleasure  of  driving  the  world's 
st  aerodynamic  sedan  is  evident. 

concert  with  this  Audi's  advanced 
odynamics  are  innovative  engineering 
as  expected  of  every  Audi. 
3  Years  of  Front-Wheel  Drive.  With 
5000S,  you  feel  the  agility  of  Audi's 
>enor  front-wheel  drive  technology. 


Then,  too,  we've  engineered  a  per- 
fected front/rear  suspension  system  and 
a  central  hydraulic  system.  It  supplies 
hydraulic  pressure  for  power  steering  and 
power  braking.  Thus,  increasing  perform- 
ance and  dependability 

Superior  Quality  Backed  by  Our  New 
Warranty.  To  insure  the  high  quality  of  the 
5000S,  we  road  tested  it  over  3.2  million 
kilometers.  From  Europe  to  Africa's  sear- 
ing deserts  to  North  America. 


The  5000S'  quality  is  so  high  we've 
covered  it  with  our  outstanding,  new  24- 
month/unlimited  mileage  warranty* 

A  Value  Priced  Sedan.  This  high- 
quality  German  engineering  is  available  at 
a  price  of  $15,800**  making  the  new  Audi 
5000S  the  best  value  in  its  class. 

*For  your  nearest  Porsche  Audi  dealer, 
who  can  give  you  complete  information 
on  this  limited  warranty,  call  toll-free  (800) 
447-4700     PORSCHE  AUDI 


Audi:  the  art  of  eng 


In  show  business,  we'd  call 
Smirnoff  a  quality  performer. 

In  business,  we'd  call 
it  a  superb  value'! 


i 


"People  who  think  of  me  just  as  an 
actress  don't  really  know  me.  I  think  of 
myself  as  a  sharp  businesswoman,  too. 

That's  why  I  choose  Smirnoff® vodka.  It 
gives  me  the  superb  quality  I  want.  Because 
no  other  vodka  is  filtered  for  purity  and 
clarity  the  Smirnoff  way.  Yet  it  costs  ^ 
only  a  little  more  than  ordinary  vodkas. 

'So  it  makes  sense  to  this  businesswoman 
to  invest  a  little  more  to  get  a  lot  more 
quality.  Smirnoff  quality." 


REMEMBER  SPECIAL  OCCASIONS  BY  SENDING  A  GIFT  OF  SMIRNOFF 
ANYWHERE  IN  THE  CONTINENTAL  U.S.,  CALL  TOLL  FREE.  1-800-528-6148 


Smirnoff 

^^^^T     LEAVES  YOU  BREATHLESS®  M  M 


There's  vodka,  and  then  there's  Smirnoff. 


BUKUNGAME 

AUG  17  1983 


jtual  Funds:  1983 


lice  In 

erformanceland 


748l20"08317 


HQlI      ill  Old  3HWNIW 
(8  tOAON  MV  I'MLiU 


We  make  your 
IBM  systems 
fault-tolerant 


One  component  that's  out  of  line  should  not 
stop  the  information  flow  that  keeps  your 
business  going. 

When  you  invest  millions  in  IBM  or  compatible 
computers,  peripheral  devices,  and  communications 
processors  to  help  you  run  your  business,  you  cannot 
afford  the  time  and  money  lost  because  of  equipment 
failures. 

That  is  why  more  and  more  Fortune  1000  companies 
have  centralized  control  of  their  data  processing  and 
data  communications  centers  with  Data  Switch 
Configuration  Management  Systems  (CMS).  By  pro- 
viding planned  alternatives  for  information  flow  in  times 
of  equipment  or  communications  line  failures,  Data 
Switch  CMS  makes  an  entire  computer  installation 
"fault  tolerant  from  end  to  end"— from  the  mainframe 
computers  in  corporate  headquarters  to  the  terminals 
at  remote  office  locations. 

Data  Switch  Configuration  Management  Systems  are 
at  the  heart  of  the  most  efficient  computer  centers  in 
the  world— what  about  yours? 


IFMTA 
^  SWITCH 

444  Westport  Avenue 
Norwalk.  Conn.  06851 
203/847-9800  TWX  710-468-3210 


•from  end  to  end. 


IBM  is  a  registered  trademark  of  International  Business  Machines  Corporation 


A  NEW  WAY  ID  ANTICIPATE  MOVEMENT  IN  THE  MARKET 


THE  CBOE  INTRODUCES 


STANDARD  &  POOR'S 
INDEX  OPTIONS 


Now  you  can  separate  market  risk  from  other 
risk  factors  with  the  Standard  &  Poor's  Index 
Options  available  only  from  Chicago  Board 
Options  Exchange.  These  new  investment 
vehicles  are  based  on  value-weighted  indexes 
that  reflect  the  market  with  all  the  accuracy 
you've  come  to  expect  from  Standard  &  Poor's. 

The  CBOE  offers 
two  index  options. 
The  S&P100  Index 
Option,  formerly 
traded  as  the  CBOE 
100,  is  based  on  a  unique  index  of  100  spe- 
cially selected  blue-chip  stocks.  And  the  S&P 
500  Index  Option,  which  reflects  the  full  S&P 
500™ 

You  can  use  these  options  in  a  variety  of 
strategies.  They  can  help  you  take  advan- 
tage of  market  movement  in  both  directions. 
Plus  you  get  high  leverage. 

Although  selling  an  option  is  like  any  short 
position  where  risk  is  not  limited,  when  you 
buy  an  option  your  risk  is  limited  to  the  pre- 
miums alone. 

And  you  get  high  liquidity  too,  because  the 
CBOE  is  the  largest  options  marketplace,  with 
a  ready  market. 

Known  risk  on  the  buy  side.  Leverage  on 
both  sides.  Ifs  the  kind  of  innovative  invest- 
ment vehicle  you  can  expect  from 
America's  first  and  only  exclusive 
opi'ons  marketplace. 

Options,  like  all  investments, 
involve-  risks  and  are  not  for 
everyone.  For  important  infor- 
m  on  oil  the  uses  and  risks 
of  index  pptions,  ask  your 
broker  or  the  CBOE  for  basic 
options  and  index  options 
disclosure  documents. 
Call:  (800)  535 -CBOE. 


_  The  Chicago3oard 

Options 

Exchange 


c  1983,  Chicago  Board  Options  Exchange 


CHICAGO  BOARD  OPTIONS  EXCHANGE 

C60E/S&P  100  <0EX> 
CBOE/SkP  500  (SPX) 
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THERE'S  NO  OTHER  COPIER 
ON  EARTH  LIKE  IT. 

It's  only  fair  to  warn  you. 

The  first  few  times  you  use  the  new  Minolta  Beta  450Z,  you  will  simply  be 
astonished. 

The  450Z  does  things  no  other  copier  has  ever  done  before.  Because  it  has 
features  no  other  copier  ever  had  before. 

Like  auto  magnification.  Which  allows  the  450Z  with  its  automatic  document 
ifeeder  to  take  a  stack  of  different  size  originals  and  automatically  reduce  or 
enlarge  them  to  uniform  size  copies.  A  feature  that  will  make  life  considerably 
easier  if  you  have  to  make  presentations  or  produce  reports. 

If,  on  the  other  hand,  you  simply  want  to  make  copies  of  that  stack  of 
HHHi  fithfrHHH      different  size  originals,  the  450Z  has  auto  paper 

I         IEITHLK1       ■  select  to  automatically  select  the  correct 

H  BBlfl  9Bf  papersize. 

■A  Like  other  copiers  the  Beta  450Z  lets  you 

Ik    I  choose  from  four  preset  image  sizes. 

^^™B  ^^H^     But  unlike  other  copiers,  it  has  a  unique 

'  r   variable  magnification  zooming  lerts  that  gives  you 
^^^^  OR  a  virtually  limitless  range  of  copy  sizes. 

Because  you  can  program  any  sizes  you  like  into  the 
fcap      450Z.  From  almost  50%  larger  than  the  original  to  50%  smaller, 
t  HISI  Tne        does  other  wonderful  things,  like  "beeping"  if  you 

™S  i  forget  your  original  on  the  machine. 

And  if  you  leave  your  copies  in  the  sorter,  the  450Z  will  call  this 
*  .    to  your  attention  with  a  flashing  light. 

There  is  also  a  remarkably  specific  self-diagnostic  system  that  allows  you  or 
the  serviceman,  on  the  rare  occasions  when  you  will  need  him,  to  quickly  find 
and  correct  any  difficulty  that  may  occur. 

In  addition,  Beta  has  a  unique,  dependable  toner  cartridge.  For  an  easier, 
clean  hands  operation. 

If  you  need  to  expand  capacity  with  an  automatic  document  feeder  or  sorter, 
the  450Z  has  a  full  system  of  design-integrated  accessories.  m^^m^m^m^m^^—t 
And  because  they're  made  only  for  Beta  they  give  ■  -  - 

you  smoother,  significantly  more  trouble-free  operation.  KylSfr 

If  you  don't  need  reduction,  enlargement  or  auto  fl?fiif!E!fl 
magnification,  but  want  the  other  advantages  of  Beta,  B~v  

(without  the  Z  ).  ■ 

ate  out  of  this  world. 


For  a  demonstration  of  the  450Z 
get  in  touch  with  your  Minolta  dealer. 
Look  in  the  Yellow  Pages  under  the 
Minolta  trademark.  Or  call  toll  free 
800-526-5256.  In  New  Jersey, 
201-342-6707. 


MINOLTA 
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Performance  isn't  a  straight  line 

It  was  back  in  1969  when  the  annual  Forbes  Mutual  Fund  Survey  was 
only  14  years  old  and  the  stock  market  was  headed  south  after  it  had 
nudged  the  1000  mark  for  the  second  time.  Forbes  interviewed  Paul 
Cabot,  Boston's  colorful  and  brilliant  money  manager,  who  used  a 
most  effective  metaphor  for  describing  what  investing  is  all  about.  He 
compared  it  to  a  sailboat  race:  "What  counts  is  not  how  fast  you  go 
with  the  wind  behind  you,  but  where  you  are  when  it's  all  over." 
Translated  into  advice  on  picking  mutual  funds,  Cabot  meant:  Don't 
pick  the  fund  that  leads  when  the  market  is  roaring  ahead  but  the 
fund  that  has  demonstrated  an  ability  to  manage  well  under  all  kinds 
of  market  conditions.  That's  what  the  Forbes  consistency  ratings  are 
all  about.  That's  the  basis  on  which  we  select  our  honor  roll  of  funds. 
We  look  for  good  performance  in  foul  weather  as  well  as  in  fair.  The 
28th  annual  Forbes  Mutual  Fund  Survey  starts  on  page  76.  Barbara 
Rudolph  did  the  text. 

Lies,  damn  lies,  and  poverty  statistics 

Norman  Podhoretz'  Commentary  magazine  is  good  reading  for  those 
who  want  to  penetrate  beyond  the  cliches  and  smug  slickness  of  most 
modern  journalism.  I  especially  recommend  to  Forbes  readers  an 
article  in  their  August  issue:  "The  Rich,  the  Poor  &  the  Reagan 
Administration,"  written  by  the  philosopher  Michael  Novak.  Accord- 
ing to  a  recent  Gallup  poll,  75%  of  the  American  people  believe  that 
President  Reagan's  economic  programs  "hurt  the  poor."  With  sound 
figures  and  clear  logic  Novak  shows  that  this  75%  of  the  American 
people  are  dead  wrong  about  the  impact  of  the  Reagan  policies.  Is  it 
any  wonder  that  most  people  have  gotten  the  whole  thing  backwards? 
For  example,  the  media  last  month  were  blaring  as  gospel  statistics 
purporting  to  show  that  poverty  has  increased  during  Reagan's  time  in 
office.  On  page  39,  Forbes  Washington  Bureau  Manager  Howard 
Banks  looks  closely  at  the  highly  publicized  poverty  statistics  being 
used  as  ammunition  against  the  President's  policies.  Read  our  article, 
then  read  Novak  in  Commentary.  You'll  better  appreciate  what  a  lousy 
job  most  of  the  media  is  doing  in  covering  the  economy. 

Tou  shall  not  crucify. . . 

The  media  aren't  alone  in  getting  the  economic  situation  wrong. 
Many  American  politicians,  especially  those  who  think  of  themselves 
as  populists,  have  failed  to  understand  an  important  change.  Only 
recently  have  the  savers  rebelled  against  subsidizing  the  spenders. 
The  populists,  so  called,  may  be  right  in  thinking  that  Americans 
want  cheap  money  to  buy  houses  and  cars.  But  they  overlook  that  the 
same  Americans  want  a  fair  return  on  their  savings.  There's  a  clear 
conflict  between  the  two  objectives.  Americans  want  to  borrow 
cheap,  but  they  want  to  lend  dear,  and  as  Ben  Weberman  points  out  (p 
163),  the  populist  pols  will  get  a  shock  if  they  try  to  satisfy  borrowers 
at  the  expense  of  lenders.  As  Ben  puts' it,  money  markets  now  have 
veto  power  over  economic  policy.  The  money  markets?  Yes,  the 
money  markets,  which  are  no  longer  a  bunch  of  bankers  and  Wall 
Streeters  but  everyone  who  has  a  pension  or  a  savings  account. 
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to  you  get 

electronic  technology 
it  an 

electric  price? 


>et  a  Canon  AP 300- 
lectronic  typewriter 


The  Canon  AP  300  has  all  the  electronic  technology  and 
nveniences  you  want  in  a  typewriter  And  one  thing  less— a  nice, 
n  electric  typewriter  price. 

So  now  you  can  replace  your  out-dated  electric  typewriter  with  an 
-to-date  electronic  Canon.  You'll  get  brilliant  electronic  features 
e  a  15-character  display  that  lets  you  make  lightning-fast 
tomatic  corrections  before  your  typing  goes  on  the  paper  And 
tomatic  pitch  control,  decimal  tab,  centering,  indenting,  right 
argin  justification,  carrier  return  and  a  versatile  16VHnch  paper 
pacity. 

Canon  also  has  two  other  electronic  typewriters  priced  to  replace 
ur  electrics.  The  AP  200,  Canon's  ultimate  economy  model, 
thout  display,  and  the  AP  350  with  text  memory  and 
mmunications  capability. 

Feast  your  eyes  on  Canon's  electronic  typewriters.  You'll  never 
int  to  see,  or  buy.  an  electric  again. 


83  Canon  U  S  A  Inc 


Canon  U.S.A.,  Inc.  FBS8/29 
Electronic  Typewriter  Division 
One  Canon  Plaza,  Lake  Success.  .MY  1 1042 

Please  send  me  more  information  about 

Canon  Electronic  Typewriters. 

Please  have  a  representative  give  me  a  call. 

Name  


Title  a  Company  _ 
Address  


Clty_ 


State. 


.Zip, 


Phone ( 


Cation 

Simply  Brilliant. 


Trends 


Gamesmanship 

The  U.S.  Olympic  Committee  and  its 
agents  arc  picking  up  some  substan- 
tial front  money  for  next  summer's 
games  in  Los  Angeles.  In  mid-June  the 
committee  distributed  about  7  mil- 
lion ticket  applications,  a  few  by  mail, 
the  rest  through  agents  like  Sears, 
Roebuck,  Manufacturers  Hanover  and 
First  Interstate  Bank  of  California. 
Fans  were  asked  to  mail  back  checks 
or  put  the  tickets  (which  run  to  $200 
each  for  opening  and  closing  ceremo- 


Gpening  the  1932  Los  Angeles  Games 
Now  it's  $200  a  seat. 


nies  and  $95  for  top  events)  on  their 
credit  cards.  The  gimmick?  When  an 
event  is  oversubscribed — already  the 
case  for  the  hottest  events  like  track 
and  field,  swimming,  basketball  and 
(surprisingly)  fencing — the  names 
will  be  put  in  a  hat  and  drawn  at 
random  in  a  lottery  that  started  in 
mid-August.  Meanwhile,  all  those 
checks  and  charges  are  in  the  bank, 
busily  earning  thousands  in  the 
"float"  for  the  committee  and  its  dis- 
tribution agents. 


The  price  of  protection 

While  Congress  weighs  legislation  to 
limit  foreign  car  imports  to  the  U.S.,  a 
Japanese-funded  study  by  Wharton 
Econometric  Forecasting  Associates 
in  Philadelphia  says  such  a  law  would 
only  make  matters  worse.  The  study, 
funded  by  the  Japanese  Automobile 
Manufacturers  Association,  says  the 
voluntary  Japanese  limits  (which  they 
have  scrupulously  observed)  have 
pushed  car  prices  up  by  $1,000  over 
the  last  two  years.  Authors  Colin 
Loxley  and  George  Schink  conclude 


"local  content"  (i.e.,  made  in  Amer- 
ica) laws  would  add  as  much  as  $800 
to  average  U.S.  car  prices  by  1987 
and  cost  U.S.  consumers  $18  billion 
extra  by  1990.  By  1991,  they  add, 
each  new  auto  sector  job  in  the  U.S. 
would  come  at  the  expense  of  7.3 
jobs  lost  in  areas  such  as  import  auto 
dealers  and  port  and  transportation 
facilities.  The  U.S.  auto  industry's 
troubles  are  caused  by  the  recession, 
higher  interest  rates  and  car  prices 
and  increased  gas  prices,  not  im- 
ports, they  say,  and  the  recovery  has 
brought  domestic  auto  sales  up  48% 
in  June  and  13%  for  the  first  six 
months  of  1983.  The  economists 
warn  a  U.S. -Japan  trade  dispute 
could  trigger  a  chain  of  retaliation 
from  other  developed  countries, 
causing  drops  in  worldwide  trade 
volume  and  gross  domestic  products 
in  the  West.  Worse,  it  could  cost  4 
million  jobs  in  the  developed  coun- 
tries, they  say. 


Computer  logic 

Personal  computers  are  becoming  so 
important  that  at  least  one  company 
is  offering  its  employees  free  training 
in  their  use.  This  fall,  National  Educa- 
tion Corp.,  a  $155  million  (sales)  voca- 
tional training  and  educational  pub- 
lisher in  Newport  Beach,  Calif.,  plans 
to  offer  its  4,300  employees  a  home 
study  course  in  personal  computers. 
Says  H.  David  Bright,  the  company's 
president:  "Computer  literacy  is  no 
longer  an  option  reserved  for  enthusi- 
asts or  programmers."  NEC's  workers 
will  get  a  free  Timex  Sinclair  1500 
computer  (perhaps  $90  on  the  open 
market),  along  with  training  in  BASIC 
computer  language  and  skills  ranging 
from  balancing  a  checkbook  to  word 
processing. 


The  state  tax  bite 

Uncle  Sam  may  have  reduced  the  tax 
bite  on  paychecks  by  an  additional 
10%  this  summer,  but  levies  on  con- 
sumer goods  in  several  states  are  go- 
ing to  sop  up  much  of  that  extra  take- 
home  pay.  According  to  the  Com- 
merce Clearing  House,  a  Chica- 
go-based tax  watchdog,  since  July  of 
last  year  sales  taxes  have  gone  up  1  % 
or  more  in  9  states  and  less  than  1  %  in 
another  4.  (Washington,  D.C.  and  18 
states  impose  sales  taxes  of  5%  or 
more,  says  the  CCH,  with  Connecti- 
cut's 7.5%  rate  at  the  top  and  Oklaho- 
ma's 2%  rate  the  lowest.)  Gasoline 
taxes  have  gone  up  in  22  states  and 


Edited  by  John  A.  Conway 


Washington,  D.C.  since  last  summer 
and  only  Florida  has  lowered  them, 
says  the  CCH.  Montana  logged  the 
biggest  increase  (6  cents  a  gallon), 
with  Maine  and  North  Dakota  next  (5 
cents).  Smokers  arc  also  paying  more 
to  the  states.  Ten  states  have  raised 
levies  on  cigarettes.  New  York  and 
North  Dakota  lead  the  group,  each 
with  a  6-cent-per-pack  increase.  Only 
Oregon  decreased  its  tax  on  cigarettes 
but  two  bills  pending  there  seek  to 
boost  it  again. 


Son  of  organization  man 

The  "organization  man,"  who  be- 
came a  household  word  after  William 
H.  (Holly)  Whyte  enshrined  him  in  his 
1956  book  of  that  name,  is  due  for  a 
resurrection.  With  Whyte's  support, 
Harper  &  Row  plans  a  late- 1984  publi- 
cation of  The  Organization  Man  Revisit- 
ed, a  reprise  of  the  original  executives 
and  families  who  were  the  heroes  of 
Whyte's  pop  sociology  classic.  Princi- 
pal author  is  Paul  Leinberger,  an  orga- 
nizational psychologist  (and  son  of 
one  of  Whyte's  originals)  who  is  cur- 
rently an  executive  with  Levi  Strauss. 
Another  San  Francisco  industrial  psy- 
chologist, William  Livingston,  will 
direct  the  research. 


The  call  of  the  open  road 

Fast  driving  may  be  as  American  as 
the  motel,  but  where  are  the  speeders 
most  prevalent?  According  to  moni- 
toring at  the  1,800  locations  overseen 
by  the  Federal  Highway  Administra- 
tion, in  most  states  from  30%  to  50% 
of  drivers  regularly  violate  the  55- 
mph  federal  limit.  In  Massachusetts 
and  Nevada,  however,  more  than  half 
cruise  at  speeds  past  the  limit.  Cham- 
pions for  compliance  were  Alaska 
(where  only  17%  were  over  the  line) 
and  West  Virginia  (with  an  18.1%  rate 
of  scofflaws).  Other  states  that  scored 
high  on  the  55-mph  compliance  me- 
ter were  South  Carolina  (28.4%  of- 
fenders), Arkansas  (30%)  and  Georgia 
(30.2%). 


The  ultimate  free  lunch 

Every  business  day,  for  52  weeks  of 
the  year,  the  partners  in  a  Chicago  law 
firm  lunched  ritually  at  the  Cafe  An- 
gelo.  Every  day  they  discussed  busi- 
ness. So,  logically,  the  firm  decided  to 
make  the  daily  routine  a  tax  deduc- 
tion. No  good,  said  the  Tax  Court.  To 
be  deductible,  the  ruling  implies, 
such  meals  must  be  eaten  under  un- 
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Citibank 
Brokerage  Services. 


Low  commissions  and 
high  money  market  rates: 

the  investor's  edge. 

We  offer  what  most  brokers  and  bankers  don't. 

Low  commission  rates.  When  you  buy  or  sell  stocks,  bonds  or  options,  Citibank's 
commission  is  40%  to  70%  less  than  full  service  brokers. 

High  money  market  rates.  Citibank  credits  automatically,  daily— so  there's  no 
more  waiting  for  checks  in  the  mail,  no  more  idle  funds.  Any  proceeds,  interest,  and 
dividends  go  into  a  high  interest,  FDIC  insured,  Citibank  money  market  account. 
Many  brokerage  accounts  credit  monthly,  and  the  funds  are  not  FDIC  insured.  And 
at  Citibank,  there's  no  management  fee. 

No  unwanted  sales  pressure  or  advice.  You  know  what  you  want.  You  tell  us.  We 
do  it*  You  get  all  the  services  you  need,  without  paying  for  services  you  don't  need. 

Total  convenience.  You  can  handle  your  brokerage  business  over  the  phone.  And 
transactions  are  handled  automatically— without  delay.  Now  you  can  take  care  of 
your  brokerage  needs  and  your  banking  needs  in  one  convenient  place. 

For  more  information  about  Citibank  Brokerage  Services,  visit  your  nearest  Citibank 
branch,  or  call  in  New  York  City  (212)  750-7733;  outside  New  York  City 
1-(800)  248-4472,  Monday  through  Friday  9AM  to  5PM  EDST.  Or  send  in  the 
coupon  below. 
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The  Citi  never  sleeps 

CITIBANK® 


It  takes  $2500  to  open  a  Citibank  money 
market  account,  and  you  have  to  keep 
that  average  monthly  balance  to  earn 
money  market  rates. 

♦Trades  executed  through  Q&R  Clearing 
Corporation. 


e  (  itili.ink.  N  V  l<)B  I  Member  t-DIC 


For  more  information, 
clip  and  send 
this  coupon  to: 

Citibank 

Brokerage  Services 
P.O.  Box  1475 
New  York,  NY  10116 


(  I 


MONf  NUM8FH  OPTIONAL  I 


Trends 


usual  circumstances,  ordinary  or  nec- 
essary as  they  might  be.  If  gatherings 
like  those  at  the  Cafe  Angelo  were 
allowed  as  deductions,  the  court  said, 
"only  the  unimaginative  would  dine 
at  their  own  expense." 


Our  neighbor's  eagles 

The  bald  eagle,  choice  of  the  Founding 
Fathers  as  the  official  emblem  of  the 
U.S.A.,  is  now  being  imported  to  re- 
build the  country's  depleted  flock. 
Four  fledglings  have  been  flown  in 
from  Nova  Scotia,  Canada,  to  artifi- 
cial nests  (or  "hack  boxes,"  a  falconry 


The  bald  eagle 

Emblems  know  no  borders. 


term)  in  New  Jersey.  Previously  the 
birds  had  been  brought  only  from 
Alaska,  where  they  are  not  on  the 
endangered  list.  In  the  Lower  48  states 
(where  they  are  on  the  list)  the  U.S. 
now  has  about  5,000  bald  eagles,  in- 
cluding 1,200  to  1,300  breeding  pairs. 


What's  in  a  name? 

Finding — and  protecting — a  corporate 
name  is  no  simple  matter.  There  are 
over  a  million  new  names  and  prod- 
ucts registered  in  North  America  each 
year  and  about  250  million  company 
names  on  file,  says  Naseem  Javed, 
president  of  ABC  Dial  Inc.,  a  Toronto- 
based  consultant.  "Over  80%  of  the 
existing  computer  names  are  simply 
combinations  and  permutations  of 
other  names,"  he  reports.  Examples: 
Infosci,  Infofax,  Info-tech,  Infotek,  In- 
focom.  High-tech  companies  are  not 
alone.  Trademark  attorney  Frank 
Campbell  of  Boston's  Thomson  & 
Thomson  cites  the  case  of  the  City 
Savings  Bank  of  Bridgeport,  Conn.  In 


January  1982  it  became  BancOne  of 
Connecticut,  but  by  September  it  had 
again  changed  its  name,  to  The  Bank 
Mart,  because  Banc  One  Corp.  of  Co- 
lumbus, Ohio  sued.  How  to  avoid  the 
problem?  Says  Javed,  "Develop  and 
investigate  a  list  of  names  you'd  like 
to  use  and  find  a  profile  of  what  other 
companies  are  using."  The  cost  of  a 
name  search:  anywhere  from  S300  to 
$15,000. 


Conspicuous  consumption 

The  last  word  in  ice  cream — at  least 
the  last  word  in  the  price  of  ice 
cream — has  just  been  served  up  by 
Godiva  Chocolatier,  Campbell  Soup's 
fancy  candy  subsidiary.  For  S3. 75  a 
pint,  ice  cream  aficionados  can  buy 
Chocolate  Grand  Marnier,  Chocolate 
Raspberry  Cordial  or  four  other  "lux- 
urious" Godiva  flavors  from  depart- 
ment stores  and  gourmet  shops  in 
New  York  City  and  Washington,  D.C. 
and,  eventually,  across  the  country. 
"Consumers  asked  for  it,"  explains 
Sandra  Stein,  Godiva's  ice  cream  mar- 
keting director,  "and  it  fit  in  for  us." 
For  the  homeward-bound,  Godiva 
throws  in  a  styrofoam  container  that 
keeps  a  pint  cold  for  six  hours. 


The  judges'  lament 

The  200  or  so  senior  (i.e.,  retired)  fed- 
eral judges  who  sit  in  on  the  bench 
from  time  to  time  find  themselves  in 
a  weird  bind.  Federal  judges  are 
named  for  life,  but  when  they  serve 
after  retiring,  so  Congress  decided 
when  it  last  revised  the  law,  their 
lifetime  pensions  become  salaries — 
on  which  they  must  pay  Social  Securi- 
ty taxes  of  roughly  $2,500  a  year.  Jus- 
tice Spencer  Williams,  a  still  active 
federal  judge  in  San  Francisco,  is  one 
of  those  exercised  about  this  anom- 
aly. He  estimates  that  retired  judges 
carry  10%  of  the  federal  caseload  and 
that  replacing  them  would  take  40  to 
50  new  judges,  at  a  cost  to  taxpayers 
of  S12  million  a  year.  As  president  of 
the  Federal  Judges  Association,  a  310- 
member  group  headquartered  in  Chi- 
cago, he  is  agitating  for  congressional 
revision.  Williams  maintains  that 
taxing  the  pensions  is  also  unconsti- 
tutional, but  he  prefers  legislative  ac- 
tion rather  than  a  lawsuit  (which  he 
says  the  judges  are  unwilling  to  initi- 
ate now). 


What  spurs  managers? 

Accused  of  enslaving  executives  to 
the  quick  buck  and  the  quarterly  gain, 
corporations  have  switched  to  long- 
term  incentive  plans — with  little  or 


no  results,  according  to  a  McKinsey  & 
Co.  study.  Almost  40%  of  the  500 
largest  U.S.  companies  have  added 
long-term  bonuses  in  cash  or  stock  for 
meeting  four-  to  five-year  earnings 
goals,  says  McKinsey,  which  studied 
90  of  them.  Results:  From  1978  to 
1982  companies  with  long-term  in- 
centives averaged  a  return  to  stock- 
holders, from  stock  appreciations  and 
dividends,  of  about  4%  a  year.  Those 
without  such  spurs  averaged  a  5% 
return.  The  McKinsey  experts  blame 
use  of  the  wrong  measurements  of 
corporate  success  and  failure  to  set 
proper  targets.  More  than  70%  used 
earnings  per  share  to  measure  perfor- 
mance. Business  and  .academic  find- 
ings, the  study  argues,  show  little  cor- 
relation between  share  earnings  and 
stock  appreciation.  It  also  found  that 
20%  of  the  executives  queried  had  no 
idea  how  the  achievement  goals  had 
been  set.  Instead  of  long-range  strate- 
gic goals,  the  survey  found,  in  many 
cases  targets  were  arrived  at  by  whim 
or  arbitrary  judgments. 


Making  the  papers 

What  do  you  do  when  your  company 
needs  more  attention?  Get  into  the 
newspapers,  reasons  Chairman  Rob- 
ert Gintel  of  the  Gintel  Fund,  Inc.,  a 
no-load  mutual  fund  based  in  Green- 
wich, Conn.  The  company  announced 
last  month  that,  until  Dec.  31,  it 
would  lower  its  required  minimum 
initial  investment  from  S100,000  to 
$25,000  in  order  to  build  its  list  of 
shareholders  to  1,000  (from  750),  the 
minimum  required  by  the  NASD  for 
listing.  "We  believe  our  shareholders 
would  like  to  see  the  price  of  the  fund 
shares  carried  in  the  daily  newspa- 
per," explains  Gintel. 


Computer  relations 

Computers  may  be  wizard  machines, 
but  they  aren't  too  good  at  customer 
relations.  A  would-be  subscriber  to 
one  personal  computer  magazine,  for 
example,  recently  answered  a  plea 
(via  computer-written  postcard)  to 
sign  up.  Back  came  a  bill  (computer- 
composed);  back  went  his  check 
(handwritten).  Before  his  first  copy  ar- 
rived, the  eager  reader-to-be  was 
shocked  by  a  dun  (computer-written) 
from  "one  of  the  largest  collection 
agencies  in  the  U.S."  muttering  about 
attorneys  and  "collection  proce- 
dures." After  an  outraged  protest  (by 
voice  telephone),  the  subscriber  got 
an  apology  (computer-written)  blam- 
ing the  whole  mixup  on— what 
else? — computer  error. 
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INSURANCE? 

EVERYTHING'S 
COVERED-TRUCKS, 
BUILDINGS, 
EQUIPMENT. 

WHAT'S  LEFT?" 


It  would  be  funny  if  it  weren't  so 
serious. 

Most  business  executives  I  meet  as  a 
New  York  Life  Agent  never  think  twice 
about  insuring  their  companies'  plants 
and  equipment,  their  automobiles  or 
trucks. 

Yet,  the  most  important  asset  of  all  is 
often  unprotected.  1  mean  the  firm's  key 
people— the  men  and  women  whose 
experience,  ability  and  contacts  are 
essential  for  profit  and  growth. 

Key  employee  life  insurance  can  pro- 
tect your  company  against  their  unex- 
pected loss.  At  the  death  of  a  key 
employee,  it  pays  you— the  employer- 
cash  that  can  go  right  into  your  com- 
pany's working  capital  to  replace  lost 
income,  bolster  credit,  even  to  find  and 
train  a  new  key  man  or  woman. 

Firms  that  understand  the  ins  and 
outs  of  key  employee  coverage  are  pur- 
chasing it  in  substantial  amounts.  Ask 
me,  your  New  York  Life  Agent,  and  I'll 
give  you  all  the  details. 

"ASK  me: 


n  York  Life  Insurance  Company,  51  Madison  Avenue.  New  York,  NY  10010.  In  Canada  Royal  Bank  Pla/a.  South  Tower.  Toronto.  Ontario  MfjJ  2J.'J.  Life.  Group  and  Health  Insurance,  Annuities,  Pension  Plans 


Major  thrift  em 
hitches  wagon 


ges  in  Northeast; 
egion's  rising  star* 


As  it  crosses  state  lines,  quadruples 
its  offices  and  exceeds  $3  billion  in  assets, 
Northeast  Savings  has  its  eye  firmly  fixed  on  the 
enaissance  and  growing  financial  needs  of  the  area* 


No  other  region  in  the  country  offers  so 
luch  to  so  many  as  does  the  Northeast. 
For  example,  more  major  companies  have 
leir  corporate  headquarters  there  than  in 
ny  other  region.  The  sophisticated  computer 
t\d  and  the  bustling  high-tech  and  service 
idustry  sectors  are  centered  in  the  Northeast, 
he  area  is  also  home  to  America's  most 
restigious  educational  institutions.  And  the 
istorical,  cultural,  and  recreational  assets 
lat  the  Northeast  offers  are  second  to  none, 
he  list,  in  fact,  goes  on  and  on. 
Like  the  Northeast,  Northeast  Savings  is  on 
le  move,  building  a  comprehensive  service 
etwork  to  meet  the  growing  financial  needs 


of  the  region.  With  50  offices  (and  even  more 
on  the  drawing  board),  a  proprietary  ATM 
network,  and  more  than  200  point-of-sale 
locations,  we  are  uniquely  positioned.  Our 
assets  of  over  $3  billion  and  net  worth  of 
$150  million  give  us  the  resources  needed 
to  compete  in  the  years  ahead. 

And,  our  traditional  commitment  to  com- 
munity service  keeps  us  in  touch  with  the 
various  needs  of  every  city,  every  town,  and 
every  village  that  we  serve. 

The  Northeast— and  Northeast  Savings- 
are  clearly  moving  forward.  And  we  are  opti- 
mistic and  confident  about  our  future,  and 
the  future  of  the  region  we  serve. 


Northeast  Savings 

A  Great  Way  To  Bank 

Regional  Offices:  Boston,  Hartford,  Schenectady-Albany,  Springfield,  Worcester 


©  Northeast  Savings,  F.  A. 


WHICH 

NO  LOADS 

(no  broker  fee) 

ARE  EXPECTED  TO  PERFORM 
BEST  IN  THE  YEAR  AHEAD? 


Follow-Through 


GROWTH  FUND  GUIDE  is  a  service  that  tells 
you  what  it  thinks  and  why.  No  doubletalk. 

CURRENT  ISSUE  contains  24  pages  of  forecasts, 
ratings,  charts,  risk  ratios  &  strength  studies  on 
what  are  believed  to  be  the  nation's  top  NO-LOAD 
(no  broker  fee)  funds.  Aggressive,  Growth,  Quality, 
Cash  Haven  and  Special  Situation  Funds  (gold, 
mergers,  instant  switch  funds)  are  all  covered. 
See  which  NO-LOADS  are  now  leading  the 
way  up  in  each  classification. 

SPECIAL  $2  TRIAL  OFFER 

will  bring  you  immediately  by  return  mail 

Our  current  issue  Reg.  $7.50 

+  Bonus  report  No  Load  vs.  Load  Reg.  $4.00 

Simply  mail  this  ad  and  $2  to 
GROWTH  FUND  RESEARCH,  INC. 

Growth  Fund  Research  Building 
Box  6600,  Rapid  City,  SD  57709 
Fl2(0nly  one  trial  per  household) 


rttowTH 


THE  mVESTORS  GUIDE  TO  DYNAMIC  GROWTH  FUNDS 


Forbes  Subscriber  Service 

Write:  Subscription  Service  Manager 
Forbes,  60  Fifth  Avenue 
New  York,  NY  10011 

Call:  212-620-2243 

Change  of  Address.  Please  give  six  weeks 
notice.  Write  your  new  address  on  this 
form  and  return  it  with  a  recent  mailing 
label  from  the  magazine. 

New  Subscription.  To  order  Forbes,  fill  in 
the  form  and  return  it  with  a  check  for 
the  subscription  you  prefer,  fj  1  year 
$36  □  3  years  $72  (the  equivalent  of 
one  year  free).  Canadian  orders,  1  year 
$50,  3  years  $104.  Orders  for  other  coun- 
tries add  $25  a  year  to  U.S.  rate. 

ATTACH  MAGAZINE  MAILING 
LABEL  OR  WRITE 
SUBSCRIBER  NUMBER  HERE 


Subscriber  number 


Name      (please  print) 


New  Address 


City 


State 


Zip 


Date  of  address  change 


F-4826 


Attenzione,  conglomerate 

In  1944  feno  Paulucci  borrowed 
$2,500  from,  a  friend  to  launch  Chun 
King.  When  he  sold  it  to  R.J.  Reynolds 
in  1966  for  $63  million,  it  was  the 
largest  Chinese  food  company  in  the 
U.S.  Paulucci  wasn't  ready  to  retire. 
He  went  into  overseas  food  equip- 
ment, Alaskan  salmon  and  Jeno's  fro- 
zen pizzas  (Forbes,  Nov.  15.  1975).  He 


feno  Paulucci  (in  a  TV  commercial) 
Ventures  for  a  self-made  man. 

also  launched  a  $10  million  venture 
capital  firm  that  would  finance  other 
entrepreneurs  just  as  his  friend  had 
backed  him.  "Banks,"  he  told  Forbes, 
"don't  want  the  bother  of  dealing 
with  very  small  businesses." 

That  admirable  goal  fell  flat.  "We 
got  it  off  the  ground  temporarily," 
says  Paulucci,  65.  "Then  we  discon- 
tinued it  because  we  were  getting  so 
many  impossible  requests."  Paulucci 
now  is  interested  only  in  sole  owner- 
ship or  joint  ventures.  Lately  he  has 
been  busy  with  a  2,000-acre  planned 
community  called  Heathrow,  near 
Orlando,  Fla.  Ground  was  broken  last 
month  for  the  luxury  home  and  office 
complex,  which  Paulucci  expects  will 
take  between  10  and  20  years  to  com- 
plete at  a  cost  of  well  over  $500  mil- 
lion. He  sold  Attenzione,  the  Italian- 
American  magazine  he  started  in 
1978,  in  December  1981.  But  he  is 
reportedly  still  the  largest  private 
shareholder  of  Italcable  S.p.A.,  the 
Italian  telecommunications  com- 
pany. (The  government  owns  50%.) 
He  is  also  negotiating  to  buy  49%  of 
Italcable's  U.S.  subsidiary,  a  voice  and 


data  transmission  concern  serving 
1 13  countries.  "We  will  be  very  active 
trying  to  get  acquisitions  that  will  add 
to  the  growth  of  the  monopoly  in  tele- 
communications in  Italy,"  he  says. 

Nor  has  Paulucci  given  up  his  ac- 
tivities at  feno's,  which  he  launched 
in  1967  and  gave  to  his  three  children. 
Within  five  years  he  hopes  the  $200 
million-plus  company  will  reach  $1 
billion  in  sales.  To  help  accomplish 
this,  Paulucci  has  moved  the 
firm  from  Duluth,  where  it  all 
began,  to  new  headquarters  in 
Casselberry,  Fla.  and  he  has 
hired  a  "team  of  professionals" 
to  assist  his  son  Michael,  who  is 
chairman. 

Paulucci,  whose  net  worth  is 
probably  over  $350  million,  is  a 
long  way  from  the  street-corner 
sales  that  started  him  on  his 
way  to  riches,  but  he  confides, 
"I  am  a  little  jealous  of  the  con- 
glomerates." To  compete  with 
them,  Paulucci  says  he  intends 
to  go  into  joint  ventures  with 
some  Italian  and  Danish  food 
concerns  and  market  their  prod- 
ucts in  the  U.S.  He  wants  to 
mimic  Stouffer's  success  with 
its  Lean  Cuisine  line.  "Ameri- 
cans are  becoming  much  more 
venturesome  in  their  eating 
habits,"  Paulucci  notes,  "so 
there  are  foods  throughout  the 

  world  that  they  will  now  eat." 

More  acquisitions  are  also  in  store. 
"Now  we're  getting  people  with 
M.B.A.s  and  doing  what  the  conglom- 
erates do,"  he  says. 

A  tale  of  woe 

For  15  years,  ever  since  Consumers 
Power  Co.  decided  to  build  a  nuclear 
plant  in  Midland,  Mich.,  the  company 
has  had  nothing  but  trouble.  The 
1,300-megawatt  facility,  started  in 
1970,  was  to  be  completed  by  1975  at 
a  cost  of  $349  million.  Then  came  the 
now-routine  no-nuke  suits  by  such 
groups  as  the  Saginaw  Intervenors  and 
red-tape  delays  by  the  Environmental 
Protection  Agency  and  Washington's 
nuclear  regulators.  By  1977  the  cost 
was  up  to  $1.7  billion,  and  the  com- 
pletion date  had  been  pushed  to  1982 
(Forbes,  Mar  1,  1977).  Dow  Chemi- 
cal, one  of  the  original  contract  cus- 
tomers, was  fast  losing  patience. 

Things  have  only  worsened  since. 
Dow  modified  its  contract  with  Con- 
sumers in  1978,  the  same  year  the 
utility  discovered  that  the  soil  at  the 
plant  site  had  not  been  compacted 
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Four  Displaywriters 
from  IBM 
don't  add  up 

to  one  OIS  50 


from  Wang. 


A  Wang  OIS  50  office  information 
system  with  four  workstations  can  do  a  lot 
more  than  four  IBM  Displaywriters. 
For  a  lot  less  money. 
Why?  Because  all  four  OIS  50  users 
access  and  share  information,  all  atthe  same 
time. 

While  the  four  IBM  machines  can't. 
So  they  really  aren't  a  system  at  all. 

And  the  Wang  OIS  50  can  grow 
from  one  workstation  to  four  workstations 
on  the  same  system.  While  to  add  to  your 
Displaywriter,  you  have  to  buy  an  entire 
new  Displaywriter. 

On  an  even  more  basic  level,  the  Wang 
beats  the  IBM  flat.  Our  standalone  OIS  40 
(which  can  be  easily  upgraded  to  a  clustered 
OIS  50)  can  do  far  more 
thantheirstandalone 
Displaywriter. 

Ours  has  five  times 
the  maximum  storage 
capacity  theirs  has. 
10  Mb  for  Wang, 
versus  2Mb  for  IBM. 
Ours  uses  the  same  friendly  word 
processing  software  as  other  Wang  systems, 
while  theirs  uses  word  processing  software 
that  is  unique  to  the  Displaywriter,  and  incom- 
patible with  other  IBM  systems. 

Ours  has  a  superior  selection  of 
peripheral  equipment,  including  versatile, 
letter-quality  matrix  printers,  laser  printers 
and  more.  And  ours  even  takes  up  less 
workspace. 

All  of  which  adds  up  to  one  obvious 
conclusion:  the  system  that  is  four  times 
better  is  the  better  system  for  these  times. 

For  more  information  about  the  Wang 
OIS  40 and  50  office  information  systems, 
call  1-800-225-9264.  Or  write  to  Wang 
Laboratories,  Inc.,  Business  Executive 
Center,  One  Industrial  Avenue,  Lowell, 
MA  01851. 


WANG 


The  Office  Automation 
Computer  People. 


©1983  Wang  Laboratories,  Inc. 


Conversation  pieces. 


To  keep  in  touch,  we  need  instantaneous  communication. 
From  person  to  person.  From  continent  to  continent. 
Around  the  globe. 

Krupp  technology  offers  magnet  system  components 
indispensable  in  telecommunications,  instrumentation  and 
control,  entertainment  electronics  and  the  automotive 
industry.  Nearly  41       Europe's  telephone  receivers,  for 
instance,  contain  Krupp  mac  nets,  putting  the  world  at 
your  fingertips.  Another  oac  etting  Krupp  technology. 
Engaged  in  mechank      ngir    jring,  industrial  plant 


design  and  construction,  electronics,  steel,  shipbuilding 
and  international  trade,  Krupp  offers  innovative  technol- 
ogy and  engineering  worldwide  that  speaks  to  future 
growth. 

Why  not  give  us  a  call? 

For  further  information  please  write  to: 

Krupp  International,  Inc.,  550  Mamaroneck  Avenue, 

Harrison,  N.Y.  10528, Telephone  (914)  381-2000. 

Krupp.  A  tradition  of  progress. 


<§>  KRUPP 


Invest  in  an  industry 
that's  developing  quickly. 


The  one  hour  photo  industry.  It's  catching  on  like  nobody's  business.  And 
Noritsu  America  Corporation  is  leading  the  way. 

In  the  past  year  alone,  Americans  spent  more  than  $2.7  billion  on  photo- 
finishing.  With  a  substantial  portion  going  to  one  hour  photo  labs  equipped 
with  Noritsu  QSS*  One  Hour  Daylight  Photo  Systems. 

Why  Noritsu?  Because  we're  light-years  ahead.  In  terms  of  growth.  High 
quality.  Technology.  And  profitability. 

So  call  now.  And  we'll  tell  you  how  to  turn  a  little  roll  of  film  into  a  big  success. 

Noritsu  America  Corporation,  6900  Noritsu  Avenue,  Buena  Park,  CA 
90620,  (714)  521-9040.  Eastern  Regional  Office,  1355  Route  17,  Ramsey, 
New  Jersey  07446.  (201)  825-7662.  Elmhurst,  Illinois 

(312)833-0660.  Dallas,  Texas  (214)  243-1057.  NORITSU 

MEANS  EFFICIENCY 


VT3ITACITYOF 
THE  FUTURE:20« 


In  North  Carolina,  we've 
changed  all  our  ideas  about  cities 

We've  given  them  more 
room,  so  people  can  live. 
We've  also  seen  that  they 
have  what  business  needs 
to  keep  on  growing. 

For  the  statistics  and 
details  on  9  cities  like  this, 
send  this  coupon.  Do  it  now. 
The  company  with  a  future 
shouldn't  live  in  the  past. 

NORTH  CAROLINA 


METROLINA 


POP:  1.284757 
SQ.MI.  4,663 


Title 


Company 


Address 


City  State  Zip 

North  Carolina  Department  of  Commerce,  Industrial  Development  Division,  Suite  1  lJOI  , 
430  N  Salisbury  street,  Raleigh,  NC  27611 
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National  Westminster.  The  Action  Bank. 


In  the  biggest  international  banking 
centre  it  towers  above  the  rest. 


National  Westminster's  network  of 
3,200  branches  is  larger  than  that 
of  any  other  bank  in  Britain. 

So  perhaps  it's  not  surprising  that 
we  also  rank  among  the  biggest  banks 
in  the  world. 

There's  only  one  way  a  bank  can 
grow  like  that.  By  providing  customers 
with  an  unparalleled  wealth  of  know-how 


and  initiative. On  demand.We  believe 
no  other  bank  can  take  wiser  or  more 
decisive  action  on  your  behalf.  And  we 
believe  no  other  bank  can  make  a  better 
claim  to  be  "The  Action  Bank'! 

If  you'd  like  to  test  that  claim  simply 
contact  the  manager  of  our  nearest  office. 

We're  big  enough  to  take  it  and  act 
on  it. 


AUSTRALIA  TELEX  24491  BAHAMAS  TELEX  NS  201 77  BAHRAIN  TELEX  8294  BELGIUM  TELEX  21208  BRAZIL  TELEX  391  -21 3005 
MEXICO  TELEX  017  71  786  SINGAPORE  TELEX  28491  SPAIN  TELEX  46934  SWEDEN  &  NORWAY  TELEX  1505 


RANCE  TELEX  210393 
SWITZERLAND  TELEX  812186 


GREECE  TELEX  212766  HONG  KONG  TELEX  HX  61672  JAPAN  TELEX  28292 

U.K.  TELEX  885361        U.S.A.TELEX  233563        USSR  TELEX  413258        W.  GERMANY  TELEX  416500 


Readers  Say 


Gossip-hungry? 

Sir:  Both  Mr.  Reagan  and  Mr.  Shake- 
speare aptly  described  Debategate 
(Fact  and  Comment,  Aug.  1)  as  "much 
ado  about  nothing." 

Like  an  old  July  4th  firecracker,  De- 
bategate fizzled  out  as  our  interest 
changed  from  campaign  knowledge  to 
carnal  knowledge  in  the  Washington 
circles. 

Do  you  get  the  idea  that  America's 
gossips  are  getting  a  little  hungry? 

— Scott  Fletcher 
Abilene,  Tex. 


Double  treat 

Sir:  That  interview  (Fact  and  Com- 
ment, Aug.  1)  was  a  double  treat.  First, 
to  have  the  pleasure  of  such  an  ami- 
able, wide-ranging  discussion  with 
two  such  well-informed  people  as  you 
and  Steve;  and  then  to  see  the  ex- 
change elegantly  encapsuled  in  a  two- 
page  spread. 

Thanks  for  helping  to  dispel  the 
fogbanks  of  confusion  and  misunder- 
standing that  still  obscure  the  truth 
about  the  current  situation  in  Central 
America,  the  threat  it  poses  to  our 
national  interest,  and  what  we  are 
doing  about  it. 
— Ronald  Reagan 
The  "White  House 
Washington,  D  C. 


Lawyers'  liability 

Sir:  Lawyers  are  not  "standing  reso- 
lutely in  the  way"  of  arbitration 
("Flies  in  the  ointment,"  June  20). 
More  commercial  matters  are  being 
arbitrated  every  year.  Millions  of 
business  contracts  contain  arbitration 
clauses. 

Smart  managers  know  how  to  re- 
solve their  own  disputes.  Don't  blame 
the  lawyers  if  some  clients  don't  have 
the  guts  to  assert  control. 
— Robert  Coulson 
President, 

American  Arbitration  Association 
New  York,  N.Y. 


Not  so  costly 

Sir:  Forbes  contends  that  "unisex" 
legislation  would  be  expensive  to  the 
insurance  industiy,  states  and  cities 
and  women  (Fact  and  Comment  II,  June 
20).  Actually,  language  is  being  con- 
sidered that  would  remove  all  costs  to 


industry,  would  not  require  "topping 
up"  payments,  thereby  negating  any 
cost  impact  to  plans  of  states  and 
cities,  and  would  cost  men  and  wom- 
en no  additional  amounts  overall. 

Rather  than  condemn  the  legisla- 
tion as  structured,  you  might  instead 
embrace  the  continued  discussion  of 
the  Fair  Insurance  Practices  Act  and 
support  the  bill's  "good  intentions." 
— Bob  Packwood  (R-Ore.  ) 
U.S.  Senate, 
Washington,  D  C. 


$  making  technique 

Sir:  You  neglected  one  significant  fact 
in  your  discovery  of  another  "loop- 
hole" ("The  6.9%  solution, "Aug.  1).  If 
you  are  "short"  a  stock,  you  must  pay 
the  dividend  to  the  lender  of  the  secu- 
rity, thereby  offsetting  the  dividend 
income. 

— Maurice  G.  Stuffmann 
Beverly  Hills,  Calif. 

But  the  dividend  received  is  taxed  at 
only  6.9%;  the  dividend  paid  on  the  short 
sale  is  deductible  from  ordinary  income, 
which  is  taxed  at  46%.  Thus  money  is 
made  through  the  technique  described  in 
the  article,  which  is  why  a  growing 
number  of  companies  are  employing 
it. — Ed. 


Pressing  problem 

Sir:  Your  comments  on  the  hazardous 
waste  disposal  issue  (Fact  and  Com- 
ment, Aug.  1)  are  right  on  the  mark.  I 
am  very  fearful  that  as  Mr.  Ruckels- 
haus  begins  to  return  some  degree  of 
normalcy  to  EPA,  our  active  concern 
about  this  issue  will  fade. 

Prevention  is  indeed  our  most 
pressing  problem.  Also,  you  are  cor- 
rect that  "the  cost  for  solutions  will 
be  nothing  like  the  cost  of  not  coming 
up  with  them."  I  have  proposed  legis- 
lation that  is  designed  to  encourage  a 
relatively  inexpensive  private  sector 
solution.  It  would  provide  a  2-cent- 
per-pound  tax  credit  to  the  waste  gen- 
erator if  the  waste  is  recycled,  not 
dumped. 

—Don  Sundquist  (R-Tenn.) 
House  of  Representatives 
Washington,  D  C. 


Some  victory 

Sir:  You  describe  union  organizer  Ray 
Rogers  (Faces  Behind  the  Figures,  July 


18)  as  "Fresh  from  his  victory  at  J. P. 
Stevens  (its  workers  were  organized 
in  1980).  .  .  ."  Rogers  did  not  unionize 
Stevens.  After  15  years  and  $15  mil- 
lion spent,  the  Amalgamated  Cloth- 
ing &.  Textile  Workers  ended  up  with 
about  5%  of  the  then  J. P.  Stevens 
work  force. 

Since  then,  because  of  layoffs  and 
plant  closings  and  failure  of  the  union 
to  win  National  Labor  Relations 
Board  elections,  J. P.  Stevens  is  even 
less  unionized. 

Rogers  caused  a  lot  of  publicity  and 
some  concern  at  Stevens,  but  the 
union  ended  up  with  few  additional 
members  and  a  lot  less  money  to  do 
future  organizing. 
— Herbert  R.  Nortlyrup 
Professor  of  Industry, 
The  Wharton  School,  Univ.  of  Penn. 
Philadelphia,  Penna. 

According  to  Stevens,  10%  of  its  work 
force  was  unionized  in  1980,  and  the 
percentage  remains  unchanged.  Still, 
Reader  Northrup's  point  is  well  taken: 
Rogers'  organizing  victory  at  Stevens  was 
certainly  a  qualified  one. — Ed. 


(  nion  organizer  Rogers 
Pyrrhic  victory? 


Fat  Bride 

Sir:  You  praised  the  girth  of  Ziff-Da- 
vis' new  PC  magazine  (Trends,  July  4), 
commenting    that    its    642  pages 
outweighed  by  22  pages  the  previous 
record  set  by  Vogue  in  September 
1981.  Bride's  magazine,  published  by 
Conde  Nast,  reached  the  alltime  na- 
tional record  size  of  678  pages  in  Feb- 
ruary/March 1983.  Marriage  is  more 
popular  than  ever. 
— Barbara  Tober 
Editor-in-Chief  . 
Bride's 

Sew  York,  N.Y. 
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The  Exxon  965  ink  Jet  Printer. 


Since  you  cant  hear  it, 
you'll  have  to  see  it  to  believe  it. 


At  Exxon  Office  Systems,  we  think  office  automa- 
tion should  be  seen.  Not  heard. 

That's  one  of  the  reasons  we  developed  the  new 
EXXON  965  InkJet  Printer. 

It  can  print  math  symbols,  scientific  characters 
and  equations  as  easy  as  one,  two,  three.  It  can  print 
special  oversized  characters  up  to  six  lines  high. 

The  new  EXXON  965  is  truly  fast  and  virtually 
silent.  It  can  print  just  about  anything  at  speeds  of  up 
to  900  words  per  minute.  And  all  without  disturbing  a 
single  person  in  the  office. 


You  can  even  print  documents  in  a  variety  of  type 
faces  using  any  or  all  of  up  to  eight  resident  type 
styles.  And  all  in  italics  . . .  simply  with  the  touch  of  a 
key  on  your  EXXON  500  Series  Information  Processor. 

Now  the  automated  office  will  never  sound  the 
same  again. 

If  you'd  like  to  know  more  about  the  incredibly 
quiet  EXXON  965  Ink  Jet  Printer,  just  send  in  the 
coupon  below.  Or  call  800-327-6666. 

After  all,  since  you  can't  hear  it,  you'll  have  to  see 
it  to  believe  it. 


EJgON 

The  f  uture  .  without  the  shock. 
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Exxon  Office  Systems  FRB08  29 

P.O.  Box  10184.  Stamford.  CT  06904 

I'd  like  to  know  more  about 

□  the  EXXON  965  InkJet  Printer 

□  the  EXXON  500  Series  Information  Processor 


Please  have  your  representative  call. 
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Name   

Company- 

Address  

City  


.Title 


State  . 


Zip  . 


Telephone  . 


800-327-6666 

IN  CONNECTICUT  800-942-2525  ■■■ 


l^owOiatyourinuestments 
1  I  requmrnore  fhougfrt , 


K\dder,Feabody 
can  recommend 
common  stocks  before 

they  become 
common  knowledge. 


If  you're  an  investor  with  substantial 
holdings,  there  are  probably  so  many 
demands  on  your  time  you  simply 
can't  give  your  investments  the 
thought  they  deserve.  The  kind  of 
incisive  thought  a  Kidder,  Peabody 
stockbroker  can  give  them. 

Giving  sophisticated  investors 
the  close,  personal  attention  they 
require-in  good  markets  and  in  bad- 


is  fundamental  at  Kidder,  Peabody  Not 
only  do  you  get  portfolio  structuring 
and  investment  ideas  from  experi- 
enced, professional  brokers,  but  also 
from  one  of  the  most  highly  regarded 
research  departments  on  Wall  Street. 
A  research  department  judged  one  of 
the  top  three,  year  after  year,  of  the 
more  than  50  major  investment  firms 
providing  investment  ideas. 

At  Kidder,  Peabody,  more  than 
40  senior  analysts  cover  fewer  com- 
panies on  average  than  at  most  other 
firms.  That's  important,  because  it 
allows  promising  situations  to  be 
uncovered  earlier.  And  known  situa- 
tionsto  be  followed  more  thoroughly, 


with  greater  insight  and  depth. 

Our  analysts  have  recently 
uncovered  a  selection  of  common 
stocks  that  we  believe  are  under- 
valued, but  that  are  not  yet  common 
knowledge.  To  find  out  which  of  these 
could  be  best  for  your  investment 
needs,  your  tax  considerations  and 
your  risk-reward  temperament,  call 
one  of  our  brokers  at  the  Kidder, 
Peabody  office  nearest  you. 


er,  Peabody 

U INCORPORATED 

fotndtd  1865 
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"With  all  thy  getting  get  understanding 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


BLUE  CHIPS  ARE  NEVER  FOREVER  ROSY 

and  never  have  been.  Name  one  that  never  paled.  Blue    Machinery,  from  International  Harvester  to  The  Great 
Chips  that  turned  stone-cold  dead  in  the  marketplace  run    Atlantic  &  Pacific  Tea  Co. 
the  gamut  from  the  Pennsylvania  Railroad  to  United  Shoe       Blue  Chips  are  for  watching. 

THE  RESUMPTION  OF  INFLATION 

continues  not  to  be  a  worry.  And,  for  a  foreseeably  long  time,  will  continue  not  to  be. 
Continuing  the  momentum  of  economic  recovery  continues  to  be  our  prime  consideration. 
Fortunately,  the  President  knows  it  even  if  some  of  his  "economic  experts"  don't. 

IN  A  WAT,  IT'S  TOO  BAD  DEBATEGATE  DIED 

Suppose  the  Democrats  had  successfully  created  the  illu-  On  the  basis  that  he  wuz  robbed,  our  Demos,  in  fairness, 

sion  that  Jimmeh  Carter  lost  the  election  because  the  would  have  to  put  the  Carter-Mondale  team  on  the  ticket 

Republican  Camp  had  been  clued  in  as  to  what  fimmeh  again.  A  dream  ticket  so  to  speak, 

was  thinking  about  saying.  And  what  a  dream  that  would  be — for  the  GOP. 

THE  ULTIMATE  FRAUD  PERPETRATED  ON  MINORITIES 

is  to  give  in  to  their  demands — vehemently  supported  by 
misguided  supporters — for  two  things:  blanket  issuance  of 
high  school  diplomas  without  regard  to  academic  qualifi- 
cation, and  bilingual  school  instruction. 

Many  jobs — including,  these  days,  military  enlist- 
ments— give  strong  preference  to  those  with  high  school 
diplomas.  So  an  alarming  number  of  those  rightfully  con- 
cerned with  ending  discrimination  insist  that  a  high 
school  diploma  be  issued  to  anyone  who  stays  in  school 
until  a  certain  age. 

Indiscriminately  issued  diplomas  to  lessen  discrimina- 
tion? What  a  travesty — rather,  what  a  tragedy  to  let 
young  recipients  think  that  some  printed  words  can 
substitute  for  the  reality  of  education.  The  fall  guys  are 
those  who  fall  for  this  fallacy.  The  wronged  are  those  for 


whom  this  phony  approach  is  presented  as  helpful. 

So,  too,  in  the  case  of  bilingual  education. 

To  get  ahead,  to  have  a  place  in  the  U.S.,  fluency  in 
English  is  a  necessity.  Pandering  to  misguided  minority 
political  pressure  being  exerted  "on  behalf"  of  youngsters 
from  Spanish-speaking  families  is  to  put  these  children 
behind  a  lifetime  eight  ball. 

Special  additional  language  instruction?  Sure.  Anything 
and  everything  that  will  help  those  disadvantaged  in  En- 
glish by  homes  where  it  isn't  spoken  is  not  only  good  but 
essential. 

To  make  scraps  of  paper  of  high  school  diplomas,  to  let 
other  thousands  and  thousands  of  young  Americans  leave 
their  now-native-tongue  English  unlearned,  unmastered, 
is  to  perpetuate  untenable  discrimination. 
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ON  TV,  OFTEN  THE  ONLY  THINGS  THAT  EXCEL 


other  than  newscasts,  special  events 
and  sports  are  occasional  commercials 
that  stand  out  from  the  ho-humdrum 
daily  fare.  Goodyear's  blimp  looming 
over  the  shoulders  of  the  ncwlywed 
motorists  is  one  example,  and  another 
is  that  great  American  Express  credit- 
card  pitch  featuring  an  upper-crusty 
Englishman  (portrayed  by  Monty 
Python's  John  Cleese).  Sitting  in  his 
club,  he  snobbishly  explains  to  the  American  audience 
"how  life  works.  You're  born,  you  grow  up,  you  go  to 
school,  you  get  a  decent  job,  and  then  you  apply  for  the 


American  Express  Card." 

Our  aristocrat  goes  on  to  say  that 
applications  "are  to  be  found  in  posh 
shops,  ritzy  restaurants,  hoity-toity 
hotels — they're  everywhere.  So  do  ap- 
ply." At  which  point  butler  Dobbs 
comes  onto  the  television  screen  and 
our  gentleman  observes:  "Dobbs  has, 
and       they've       accepted  him. 
Hmmmm!"  The  spot  winds  up  with 
the  butler  respectfully  suggesting,  "Perhaps  you  should  try 
again,  sir." 
Good-natured  good  humor  for  sure  sells. 


LANDING  THE  ORDER  IS  STILL  THE  NAME  OF  THE  GAME 


A  while  back  we  lost  out  on  a  corporate  advertising 
campaign  that  we'd  taken  for  granted  would  continue  in 
Forbes.  It  wasn't  because  they  were  mad  at  us — though 
it's  not  as  unusual  as  it  should  be  when  a  corporation 
cancels  its  advertising  because  the  head  knocker  is  upset 
at  an  article  knocking  his. 

We  had  a  strong  case  to  make  for  getting  Forbes  back  on 
their  advertising  schedule,  and  over  a  two-year  span  we 
made  that  case  in  every  way  possible,  on  every  possible 


occasion.  Then  came  these  happy  words:  "We  are  coming 
back  to  Forbes,  which  proves  either  the  wisdom  of  the 
parable  about  the  prodigal  son  or  the  effectiveness  of  the 
Chinese  water  torture." 

The  only  thing  that  makes  a  salesman  happier  than 
landing  an  order  in  the  first  place  is  getting  back  one  he 
had  lost. 

Nothing  more  pernicious  can  happen  to  a  selling  force 
than  a  period  of  not  having  to. 


RESTAURANTS— GO,  ,  STOP 


•  Cafe  Seiyoken— 18  West  18th  St.  (Tel:  620-9010). 
This  downtown-style  old  factory  has  been  Art  Deco-ed 
into  a  Japanesey  brasserie,  and  it  really  works.  In  most 
respects.  Cheerful  actor-and-art  hopefuls  deliver  a  variety 
of  quite  different  dishes  sooner,  not  later.  There  are 
multiple  unsoy-sushi  dishes — including  such  original 
and  occasionally  appalling  bombs  as  whole  fried  almond- 
studded  avocados.  The  customers  are  alive  and  aware.  A 
happy  experience. 

•  9uo  Vadis— 26  East  63rd  St.  (Tel:  838-0590).  A 
star  is  reborn.  This  former  Classic  withered  and  died 
when  its  founding  fathers  sold  out  nearly  two  years  ago. 
Now  Gino  Robusti  and  Bruno  Caravaggi  have  resurrect- 
ed Quo  Vadis,  and  its  splendid  chef,  pastry  chef  and 
manager  have  interests  in  the  business.  It  is  better  and 
even  more  beautiful  than  ever. 

•  Uzies  —1442  Third  Ave.  (Tel:  744-8020).  The  bar's 
alive  with  faintly  frayed  With-Its  who  are  certainly  not 
there  for  the  food. 

Le  Train  Bleu— 1000  Third  Ave.  (Tel:  705-2100). 
This  simulated  railway  dming  car  in  Bloomingdale's  is  on 
a  smoother  track  than  when  we  last  were  aboard  three 
years  ago.  The  crisp  mustard  shrimp  is  as  good  as  it 
sounds.  So,  too,  the  lemon  chicken  in  plum  sauce  and  the 
veal  scallops  in  pesto  sauce.  If  you're  in  this  multi-movie- 


house  neighborhood,  there  are  a  couple  of  dozen  places  to 
lunch  that  are  worse  and  cost  more. 

•  The  Four  Seasons  Restaurant — 99  East  52nd  St. 
(Tel:  754-9494).  The  food  is  splendid,  the  setting  is  splen- 
diferous and  the  service  is  attentively  superb.  What  more 
could  you  ask  of  a  top  restaurant?  Nothing.  Four  Seasons' 
Pool  Room  and  Bar  Room  (also  known  as  the  Grill)  are  the 
masterpieces  of  Tom  Margittai  and  Paul  Kovi. 

La  Gauloise— 502  Sixth  Ave.  (Tel:  691-1363)— is  her- 
alded by  some  discerning  critics  as  New  York's  nearest 
thing  to  a  quality  French  bistro.  While  it  has  the  atmos- 
phere and  attentive  service,  many  of  the  dishes  continue  to 
elude  two-star  status.  Little  things,  like  unwarmed  rolls, 
processed  orange  juice  in  screwdrivers  and  a  sweet  sauce  on 
saucissons  chauds,  don't  help. 

•  Windows  on  the  World — One  World  Trade 
Center,  107th  floor  (Tel:  938-1111).  The  nearest  most  of 
us  will  ever  get  to  a  spacecraft-launch  experience  is  the 
107-story  elevator  Soar  to  this  spectacular  restaurant. 
The  setting  and  view  are  even  more  breathtaking  than 
the  ride  up.  To  top  it  off,  both  food  and  service  are 
improved  these  days.  If  you  haven't  been  at  least  once, 
you  haven't  seen  New  York  City.  And,  just  a  visit  to 
the  bar  Hors  d'Ocuvrerie,  a  separate  part  of  the  restau- 
rant, is  exciting — and  inexpensive. 
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TRIGGERED:  ONE  REMINDER,  ONE  RECOLLECTION 

The  two  pictures  nostalgia  to  those  of  us  who  spent  several  years  in  those 
baggy  suntans  during  WWII.  Two  catastrophic  wars,  in- 
volving principally  the  U.S.,  Korea  (1950-1953)  and  Viet- 
nam (1961-1975),  have  made  that  Hitler  war  seem  very 
long  ago.  It  now  seems  to  have  been  a  "simpler"  war, 
fought  against  a  sickeningly  visible  evil,  battled  to  a 
clear  resolution.  Total  victory,  compared  with  Korea  and 
its  stalemate,  with  Vietnam  and  its  defeat. 


two 

shown  here  are  from 
the  photo  classic 
1943-1950  Standard 
Oil  (New  Jersey)  Pho- 
tography Project,  se- 
lections of  which 
have  just  been  pub- 
lished by  the  Univer- 
sity of  Texas  Press 
(see  review  below). 
Football  game.  Miss.,  1947  A  look  at  these  in- 

tent young  faces  reminds  us  anew  of  what  overwhelming 
importance  high  school  football  is  to  youngsters,  parents 
and  communities  everywhere  in  the  U.S.  (except  for  our 
big  cities).  With  a  glance  at  this  picture  one  can  compre- 
hend how  enormously  consequential  this  sport  is  in  so 
many  lives.  It  was  that  way  years  before  this  was  taken  in 
1947,  as  it  is  today,  and  a  thousand  adjectives  couldn't 
depict  that  fact  half  as  graphically  as  this  photo. 
The  GI  shown  on  furlough  in  1944  releases  a  flood  of 

HE  WHO  HAS  THE  WHEEL 

determines  the  direction. 


When  we  had  our 
furloughs  40-plus 
years  ago,  we  came 
home  to  proud  fam- 
ilies, communities  all 
out  in  their  eagerness 
to  welcome  us.  This 
was  a  nation  totally 
united,  striving  in  ev- 
ery facet  of  its  daily 
life  to  smash  Hitler 
and  the  Nazis.  It's  all 
there  in  this  picture. 


Soldier  on  furlough.  N.C.,  1944 


JUST  AS  NO  MODE  IS  ENDURING 

so,  too,  no  mood. 


BOOKS 


•  Roy  Stryker:  U.S.A.,  1943-1950  —by  Steven  W.  Plattner 
(University  of  Texas  Press,  $19.95).  Long  before  there  was  a 
public  television  channel,  or  any  TV  channels,  for  that 
matter,  Exxon  (nee  Standard  Oil  New  Jersey)  was  giving 
invaluable  (albeit,  indirect)  support  to  the  arts  as  an  impor- 
tant means  of  improving  its  image.  Here's  a  great  example — 
a  photography  project  headed  by  the  not-yet-legendary  Roy 
Stryker,  depicting  "U.S.A.,  1943-1950."  Herewith,  one— 
and  above,  two — "extracts." 


Excerpt:  Stryker  insisted  that  "industry,  from  top  to  bot- 
tom, consists  of  people  whose  efforts  and  skills  are  the 
basis  of  productivity.  (The  Standard  Oil  photographers/ 
feel  that  people  and  not  the  machines  they  work  with  are 
what  is  important  in  our  industrial  civilization. " 


Blue  Highways — by  William 
Least  Heat  Moon  (Atlantic-Little, 
Brown,  $17.50) — is  truly  a  delightful 
"journey  into  America,"  mostly  on 
what's  left  of  its  earlier  highways 
through  hamlets  with  names  as  be- 
guiling as  the  author's.  Take  the  trip 
and  relish  countless  such  observa- 
tions as  these: 


"AMastcrpkW  -Robert  Ititti  W 


WILLIAM 
LEAST 
HEAT  MOON 


Excerpts:  A  Missourian  gets  used 
to  Southerners  thinking  him  a  Yankee,  a  Northerner 
considering  him  a  cracker,  a  Westerner  sneering  at  his 
effete  Easternness,  and  the  Easterner  taking  him  for  a 
cowhand.  .  .  .  "Do  you  like  footbalH"  I  asked  Watts. 
"Don't  know.  I  was  so  high  up  in  that  stadium,  I  never 
opened  my  eyes."  .  .  .  Because  it  lay  in  front  of  me,  I 
headed  for  the  Bluegrass  region.  I  took  an  old  road,  a 
"pike,"  the  Kentuckians  say,  since  their  first  highways 
were  toll  roads  with  entrances  barred  by  revolving  poles 
called  "turn  pikes."  ...A  rule  of  the  blue  road:  Be 
careful  going  in  search  of  adventure — it's  ridiculously 
easy  to  find.  .  .  .  He  paused  for  a  slice  of  orange.  "May  I 
suggest  how  it  was  that  fimmy  Carter  rose  from  what 
some  have  called  'nowhere'  to  the  Presidency!" 
"You  may." 

"Because  he  showed  us  he  came  from  the  land.  To  an 
American,  land  is  solidity,  goodness,  and  hope.  American 
history  is  about  land. " 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mind.  -MSF 


Not  Told— Allowed 

During  his  years  of  rising  through 
the  corporate  ranks,  John  Opel  was 
often  frustrated  by  IBM's  centralized 
management.  "No  matter  what  I  had 
in  my  jurisdiction,  I  typically  felt  I 
was  more  competent  to  deal  with  it 
than  anyone  else.  And  that  wasn't 
conceit,  it  was  just  simple  laws  of 
nature,"  says  Opel.  That  experience 
left  him  with  a  desire  for  decentralized 
decision  making.  He  now  tries  to  force 
corporate  policymaking  down  and 
out,  retaining  at  headquarters  only 
what  is  necessary  for  overall  planning 
and  control.  "You  have  to  have  people 
free  to  act,  or  they  become  depen- 
dent," he  says.  "They  don't  have  to  be 
told;  they  have  to  be  allowed." 

— John  F.  Stacks,  Time 

Useful  Disarray? 

It  is  Reagan  who  tolerates  the  ap- 
pearance of  disarray  among  his  staff. 
In  his  campaign,  and  since  becoming 
President,  he  has  shown  that  he 
knows  how  to  get  rid  of  underlings 
who  offend  him. 

If  the  Reagan  White  House  seems  to 
talk  in  "multi- voices,"  it  is  probably 
because  a  thick-skinned  and  political- 
ly shrewd  President  sees  some  benefit 
in  it. 

— Dick  Kirschten,  "White  House 
Report,"  National  Journal 

Who's  Whoops'd? 

A  report  by  the  Chicago  consulting 
firm  of  Knight-Bonniwell,  estimates 
that  the  Washington  Public  Power 
Supply  System's  $2.25  billion  default 
will  cost  the  state  20,000  jobs,  par- 
ticularly in  construction,  high  energy- 
use  businesses  and  the  pulp,  paper  and 
transportation  industries.  The  consul- 
tants estimated  the  WPPSS  penalty 
on  future  bonds  sold  by  the  state  and 
other  public  agencies  in  the  Pacific 
Northwest  at  two  percentage  points. 
The  Washington  supreme  court's  de- 
cision to  let  those  28  utilities  and 
their  ratepayers  walk  away  from  the 
WPPSS  bonds  will  avoid  boosts  in 
electric  bills,  but  if  anyone  in  the  Pa- 
cific Northwest  has  to  issue  munici- 
pal bonds  in  the  future,  its  citizens 
could  be  a  long  time  paying  for  the 
court's  generosity. 

Even  if  the  customers  of  all  the  88 
utilities  that  are  part  of  Whoops — 


including  the  28  defectors — were 
faced  with  rate  increases  to  cover  the 
existing  debts,  it  would  only  amount 
to  a  14%  increase,  or  one-half  cent  a 
kilowatt  hour,  according  to  one  ana- 
lyst. And  their  rates  still  would  be 
only  57%  of  the  national  average. 
Quite  clearly,  power  consumers  in 
the  Pacific  Northwest  have  made 
bondholders  all  over  the  country  vic- 
tims of  the  region's  unreasonable  ex- 
pectations. But  they  are  soon  to  be 
victims  as  well. 

— Wall  Street  Journal  editorial 

Waiter  Mothers 

Woods  has  waiters  who  spread  your 
napkin  on  your  lap  as  if  they  were  your 
mother.  Ignore  the  nonsense  and  go  for 
the  food,  which  can  be  marvelous. 

— Restaurant  Reporter 

Tennessee  Tonic 

"I  got  some  bad  ham  meat  one  day, " 
Miss  Ginny  said,  "and  took  to  vom- 
itin'.  All  day,  all  night.  Hangin'  on  the 
drop  edge  of  yonder.  I  said  to  Thur- 
mond, 'Thurmond,  unless  you  want 
shut  of  me,  call  the  doctor.'  " 

"I  studied  on  it,"  Watts  said. 

"You  never  did.  You  got  him  right 
now.  He  come  over  and  put  three  drops 
of  iodeen  in  half  a  glass  of  well  water.  I 
drank  it  down  and  the  vomitin' 
stopped  with  the  last  swallow.  Would 
you  think  iodeen  could  do  that  ?  Calms 
me  like  the  hand  of  the  Lord.4' 

"Knew  the  old  medicines,"  Watts 
said.  "Only  drugstore  he  needed  was  a 


good  kitchen  cabinet.  None  of  them 
antee-beeotics  that  hit  you  worsen 
your  ailment.  Forgotten  lore  now,  the 
old  medicines,  because  they  ain't 
profit  in  iodeen." 

— Blue  Highways, 
by  William  Least  Heat  Moon 


The  fact  is  that  most  travel- 
ers don't  give  a  damn  for  the 
sights.  They  care  the  most 
about  their  hotel,  if  they're 
comfortable  there. 

— the  late  Temple  Fielding, 
creator  of  Fielding's  Guide, 
New  York  Times 


Novel  Realism 

Many  writers  have  given  up  realism 
in  the  novel.  That  is  like  an  engineer 
saying:  "We've  been  using  electricity 
for  a  hundred  years.  We're  going  to  do 
something  else  from  now  on." 

— Tom  Wolfe, 
U.S.  News  &)  World  Report 


Who? 

Sometimes  the  throng  of  tourists 
through  the  Capitol  corridors  can  be- 
come an  impediment  to  progress. 
Sometimes,  even,  it  can  be  an  assault 
on  one's  ego. 

The  other  day,  I  was  walking  from 
this  chamber  back  to  my  office,  and 
an  excited  group  stopped  me  and 
someone  said,  "Say,  I  know  who  you 
are.  Don't  tell  me.  Let  me  guess.  Let 
me  remember.  I'll  get  it  in  a  minute." 

I  waited  for  several  seconds  and  fi- 
nally I  said,  "Howard  Baker."  And  he 
said,  "No,  that's  not  it." 

— Senator  Howard  H.  Baker  Jr., 
remarks  to  the  Senate 


"Just  give  him  the  order  without  trying  to  win  his  friendship. ' 
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Take  a  moment  lo  remember. 
Take  another  to  show  your  pride 
in  our  U,S.  Olympic  Team. 


The  US  hockey  team  victory  in  1980 
tilled  us  with  pride. 

The  team  of  college  students  and  teen- 
agers was  put  together  in  only  ten  months 
under  the  leadership  of  an  inspired  and 
determined  coach.  They  were  just  a 
'bunch  of  kids,"  but  they  were  dedicated 
and  they  defeated  the  "invincible"  Russian 
hockey  team. 

It  is  said  that  when  the  team  stepped 
up  onto  the  victory  platform  that  night,  the 
entire  world  was  filled  with  new  energy. 
It's  as  if  we  all  felt  the  magnitude  of  their 
achievements  and  our  own  personal 
dreams  of  what  we  can  accomplish. 

Your  opportunity  to  support  our 
young  athletes. 

Now,  another  Olympics  is  approaching  - 
the  1984  Los  Angeles  Summer  Games. 
It's  the  first  time  in  52  years  that  the  Sum- 
mer Games  will  be  held  on  American  soil. 

In  honor  of  this  important  event,  the 
United  States  Government  has  author- 
ized an  issue  of  extraordinary  silver  and 
gold  Olympic  commemorative  coins.  It's 
the  first  time  in  some  50  years  that  the 
U.S  Government  has  minted  a  gold  coin! 

All  profits  from  the  sale  of  the  coins  will 
go  toward  our  Olympic  effort. 

Athletic  training  today  is  far  more  sophis- 
ticated than  it  was  when  the  coach's 1  pep" 
talks  were  all  the  young  athlete  had.  Today, 
the  competitive  athlete  is  tested,  mea- 
sured for  maximum  potential,  scanned 
and  even  fed  in  a  scientific  fashion. 

The  profits  from  the  sale  of  these  spe- 
cial coins  go  toward  the  Olympic  effort, 
including  paying  for  the  training  of  our 
gifted  athletes,  for  coaching,  equipment 
and  travel  expenses  to  the  Games. 


You  can  help  them  reach  for  their  star— 
for  as  little  as  $32. 

Your  purchase  of  these  magnificent 
Olympic  coins  will  ensure  that  our  athletes 
at  the  Los  Angeles  Games  and  in  the 
future  will  have  the  training  they  require 
and  the  opportunity  they  deserve. 


SUPPORT 
THE  HOME  TEAM. 


History  of  Olympic  Coins 

The  modern  tradition  of  issuing  Olympic 
commemorative  coinage  by  the  host 
nation  started  with  the  Helsinki  Games. 

The  coins  commemorating  the  1984 
Olympic  Games  in  Los  Angeles  are  plan- 
ned to  carry  forward  and  enhance  the 
illustrious  traditions  of  the  past. 

These  are  all  magnificent  proof  coins... 
flawless  gems! 

The  1983  silver  one  dollar  coin  was 
designed  by  Elizabeth  Jones,  the  chief 
engraver  at  the  Mint.  The  obverse  (or 
front]  of  the  coin  represents  a  dramatic 
depiction  of  the  classic  Greek  discus 
thrower  The  1984  silver  one  dollar  coin 
has  been  designed  by  Robert  Graham,  a 
Los  Angeles  sculptor  The  obverse  of  the 
coin  will  bear  a  representation  of  the 
Gateway  to  the  Olympic  Coliseum. 

The  1984  gold  ten  dollar  coin  was 
designed  by  John  Mercanti,  the  youngest 
member  of  the  U.S.  Mint  engraving  staff, 
from  a  concept  created  by  James  Peed. 
He  has  captured  the  penetrating  scene 
of  the  Olympic  Torch  bearers  in  detail. 

How  you  can  own  Olympic 
Commemorative  Coins. 

The  U.S.  Mint  offers  three  purchase 
options.  The  single  1983  silver  coin;  a 
two-coin  set  which  includes  both  the 
1983  and  the  1984  silver  coins;  or  a  three- 
coin  set  which  features  the  1984  gold 
coin  and  the  1983  and  1984  silver  coins. 

And... 

The  more  coins  you  purchase,  the  more 
you  help  our  fine  Olympic  athletes.  And 
the  feeling  of  helping  and  thereby  partici- 
pating in  this  important  event  is  a  gift  to 
yourself.  Order  now! 


k  Olympic  Commemorative  Coins 
Issued  by  the  Department 
of  the  Treasury. 
United  States  Mint 


Option  #1  Single-Coin  Set 

One  1983  Silver  Coin  $32 
Option  #2  Two-Coin  Set 

One  1983  and  one  1984 
Silver  Com  $64 

Option  #3  Three-Coin  Set 

One  1983  and  one  1984 
Silver  Coin  plus  one 
1984  Gold  Coin  $416 


Mail  coins  to: 
Name  


004108294B 


Address- 
City  


.  State. 


.Zip- 


I  want  the  following  coins 


Option  #2 
$64  00x_ 


.=  $_ 


Option  #3 
$416.00  x_ 


Postage  & 
Handling 

$200 


Total 
Payment 


Payment  □  Check  □  Money  Order  □  VISA  □  MasterCard 
Acc  No 


Expiration  Date 


Mail  this  form  and 
your  payment  to: 
United  States  Mint, 
Olympic  Coin  Program, 
P.O.  Box  6766, 
San  Francisco,  CA  94101 


VERY  IMPORTANT— PLEASE  READ:  Yes.  please  accept  my 
order  for  Olympic  coins  I  understand  All  sales  are  final  and  not 
subject  to  refund,  and  verification  of  my  order  will  be  made  by 
the  Department  of  the  Treasury,  Bureau  of  the  Mint  I  expect  at 
least  6  to  8  weeks  from  purchase  to  delivery  Delivery  of  1984 
coins  will  begin  January  1984  My  coins  will  be  delivered  regis- 
tered mail  and  may  be  in  multiple  shipments  My  order  placed  by 
credit  card  will  be  charged  immediately  to  my  account  and  may 
result  in  finance  charges  or  other  fees  prior  to  delivery  of  coins  i 
understand  orders  will  be  processed  as  they  are  received,  and  if 
bullion  prices  rise  significantly,  the  Mint  has  the  right  to  discon- 


tinue order  acceptance  Once  my  order  is  accepted,  however,  it 
will  not  be  cancelled  for  that  reason  I  have  read,  understand  and 
agree  to  the  above 


Signature 


'  L  A  Olympic  Organizing  Committee 


Date 


There's  more  to 
our  newest  optical  fiber 
than  meets  the  eye. 


In  this  picture,     Information  can  be  sent  per  second  to  be 

it's  what  you  can't  faster,  and  in  greater  volume,  sent  through  the 

see  that  counts.  thanks  to  our  fitter  over  longer 

These  hands     evolutionary  new  fiber.  distances  A  fot 

are  holding  an  optical  fiber— an  in-    more  information  can  be  transmit- 
credibly  pure  strand  of  glass  that      ted  in  a  given  time, 
transmits  both  voice  and  data  as  So,  a  telephone  line  made  of 


pulses  of  light. 

But  as  extraordinary  as  any 
optical  fiber  is,  this  one  is  even 
more  so. 

This  is  a  new  kind  of  optical 
fiber,  with  a  core  only  1/6th  as  thick 
as  a  human  hair  (or  any  conven- 
tional optical  fiber). 

You  see,  the  thicker  a  fiber's 
core  is,  the  more  dispersed— or 
Tuzzy"— the  light  signal  gets  as  it 
passes  through. 

In  our  new  optical  fiber  (tech- 
nically, a  "single  mode")  the  core  is 
so  fine  that  it  virtually  eliminates  this 
vvfuzziness." 

This  allows  billions  of  pulses 


"single  mode"  fibers  can  carry 
more  information  than  any  tele- 
phone line  could  before. 

Considering  the  continuing 
explosion  of  voice  and  data  traffic, 
this  new  kind  of  optical  fiber  will  be 
vitally  important. 

And  that's  something  that's 
easy  to  see. 

For  more  information  about 
our  fiber  optics  and  our  contin- 
uing commitment  to  advanced 
telecommunications,  write 
ITT  Electro-Optical  Products 
Division,  7635  Plantation  Road, 
Roanoke,  Virginia  24019.  Or  call 
(703)  563-0371. 


The  best  ideas  are  the 
ideas  that  help  people,  i 
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ITT 


project  financing  in  the  industry. 
When  Chemical  is  your  bank,  you 
have  the  kind  of  partnership  that 
promises  success. 

This  kind  of  commitment  and 
concentration  may  be  the  trend 
of  the  future.  But  it's  already  a 
tradition  at  Chemical.  It  has  made 
us  a  leading  source  of  credit  and 
non-credit  services  to  many  of 
the  world's  largest  energy  firms, 
the  ones  who  demand  the 
smartest  money. 

What  Chemical  has  done 
yesterday,  what  we're  doing  today 
and  what  we're  working  toward 
for  tomorrow  are  all  part  of  the 
tradition  of  giving  you  the  very 
best  banking  service. 

CkmigalBanc 

In  energy, 
the  smart  money 

is  on  Chemical. 


Chemical  on 
Energy  and  Minerals: 

If  there's  one  thing  certain  in 
the  energy  business  today,  it's 
that  tomorrow  will  bring  change. 
The  forces  that  are  reshaping  the 
world's  most  vital  business  have 
long  been  shaping  our  thinking 
at  Chemical.  That's  why  we 
established  a  separate  division  of 
our  bank,  dedicated  to  energy 
and  minerals  projects. 

Our  25  years  of  experience 
in  the  field  have  taught  us  that 
banking  skills  are  only  the  begin- 
ning. Chemical  adds  technical 
strength,  new  product  develop- 
ment and  corporate  research 
that  result  in  the  most  creative 


Member  FDIC 


CHEMICAL  TAKES  YOU  BEYOND  TRADITION 


Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


STOP  PRETENDING 

Western  governments  recently  agreed  to  resume  talks 
with  Poland  over  rescheduling  that  country's  debts.  The 
talks  were  suspended  in  December  1981  after  the  imposi- 
tion of  martial  law.  Commercial  banks  are  already  negoti- 
ating with  the  government  on  the  same  subject. 

These  discussions  will  be  a  waste  of  time. 

Given  political  realities,  there  is  no  chance  Poland  can 
ever  pay  the  interest,  much  less  the  principal,  on  those 
loans.  Poland  should  be  declared  in  default  of  the  $26 
billion  it  owes  the  West,  since  the  country  has  been  in  de 
facto  default  for  more  than  two  years. 

Unlike  troubled  Mexico  or  Brazil  or  even  Argentina, 
Poland  can't  implement  the  reforms  necessary  to  get  its 
economy  going  again.  Economic  growth  requires  certain 
freedoms  that  the  Polish  government  dare  not  allow.  Only 
through  productive  growth  can  a  country  regularly  service 
debts  of  the  magnitude  of  Poland's. 

The  bankers'  willingness  to  participate  in  the  reschedul- 
ing charade  is  understandable.  They  don't  want  to  write  off 
those  loans  because  that  would  reduce  reported  profits.  In 
fact,  the  Polish  regime  has  skillfully  played  on  the  banks' 
writedown  fears  to  win  concessions. 

The  markets,  though,  are  not  fooled.  Wall  Street  doesn't 

THE  FEDERAL  TRADE 

to  have  its  knuckles  rapped  for  trying  to  revive  a 
discredited  antitrust  theory  of  the  1970s,  known  as 
"price-signaling." 

Everyone  knows  price-fixing  is  verboten,  but  trustbust- 
ers  at  the  Justice  Department  several  years  ago  took  that 
doctrine  to  an  absurd  extreme,  arguing  that  announcing 
price  increases  was  similar  to  directly  setting  them  in 
smoke-filled  rooms.  "Disseminating"  pricing  information 
via  the  press,  Justice  declared  with  a  straight  face,  was  a 
way  of  letting  competitors  know  what  they  should  do, 
thereby  maintaining  uniform  prices  industrywide  without 
breaking  the  law. 

The  silliness  of  prosecuting  companies  for  writing  press 
releases  or  holding  press  conferences  on  the  subject  of 


POLAND  CAN  PAY 

take  banks'  profits  at  face  value;  their  price/earnings  ratios 
are  about  half  that  of  the  general  stock  market. 

Why  do  governments  go  along  with  the  game? 

West  Europeans  don't  want  to  offend  further  the  Soviet 
Union,  which  is  growling  loudly  over  the  upcoming  de- 
ployment of  Pershing  II  missiles.  Washington  still  thinks 
the  prospect  of  a  default  will  make  the  Polish  government 
behave  better  toward  its  people.  Many  officials  also  be- 
lieve that  a  default  would  somehow  bring  the  internation- 
al banking  system  crashing  down. 

Those  arguments  don't  hold  much  water.  Each  country 
has  a  central  bank  quite  capable  of  shoring  up  any  financial 
institution  that  might  get  into  trouble  from  a  default. 
Writeoffs  could  be  stretched  out  over  several  years. 

German  and  Swiss  banks,  Poland's  biggest  creditors, 
have  been  preparing  for  trouble  since  1981.  U.S.  banks' 
exposure  is  relatively  small,  little  more  than  $1  billion. 

Poland's  quisling  regime  is  no  less  repressive  today  than  it 
was  when  martial  law  was  originally  declared.  The  recent 
cosmetic  lifting  of  martial  law  has  changed  nothing. 

As  for  the  Soviets,  they're  more  likely  to  respond  to  a 
show  of  resolve  than  they  are  to  a  stream  of  one-way 
concessions. 

COMMISSION  OUGHT 

prices  ultimately  killed  this  doctrine  at  Justice. 

But  the  FTC  is  reviving  it.  Not  long  ago,  the  commission 
found  Du  Pont  and  Ethyl  Corp.  guilty  of  fixing  prices  of 
gasoline  additives  through  "illegal  signaling."  Among  the 
sins  of  these  companies:  issuing  advance  notices  of  price 
changes  to  customers,  writing  contract  clauses  that  ruled 
out  discounts  and  maintaining  a  system  of  "uniform-deliv- 
ered pricing,"  which  meant  a  customer  paid  a  uniform 
price  for  delivered  goods  regardless  of  destination. 

The  commission — at  least  for  now — decided  against  a 
staff  judge's  recommendation  that  would  have  made  it  a 
crime  to  issue  press  releases  about  prices. 

The  FTC  action  here  is  beyond  satire. 

Federal  courts  should  strike  it  down  forthwith. 
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Pan  Am  Flight  100 

Beats  The  Concorde 

lb  London. 


Our  Flight  100  is  proof  that  the  race  doesn't 
always  go  to  the  swiftest. 

Because  when  it  comes  to  comfort,  value,  extras, 
even  timing,  Pan  Am's  10  am  daylight  flight  from 
Kennedy  Airport  beats  the  Concorde  to  London 
every  day.  Even  though  it  arrives  later. 

And  Pan  Am's  747SP  "Clipper  President"  is 
easy  to  connect  to  from  Boston,  Detroit,  Hartford/ 
Springfield,  Philadelphia  and  Washington,  D.C.  All 
it  takes  is  one  ticket,  one  check  in,  one  baggage 
claim,  one  airline. 

Space  Seats  Our  First  Class  Sleeperette® 

Seats  may  well  be  the  most  comfortable  seats  in 
the  sky.  There's  space  to  stretch  out.  Space  to  savor 
our  Five  Star  Dining.  Space  to  actually  feel  privacy. 

Clipper  Class  Pan  Am  Clipper®  Class 

is  an      incredible  value  for  the  business  traveler. 
For  just  a  little  more  than  the  price  of  full  fare  Cabin 


Classs,M  you  get  room  to  think,  room  to  work,  room  tc 
relax.  Plus  complimentary  drinks  and  champagne, 
headsets  and  first  run  movies. 

Timing  Flight  100  puts  you  in  London 
in  time  for  a  good  night's  sleep.  And  in  time  to 
miss  London's  rush  hour. 

Price  Pan  Am  lets  vou  choose  First  Class, 
Clipper  Class  or  Cabin  Class.  The  Concorde  charges 
one  price.  And  it's  higher  than  our  First  Class. 

Extras  As  a  WorldPasssw  member,  the  more 
you  fly  Pan  Am  on  business,  the  more  you  fly  free 
for  pleasure.  And,  unlike  other  frequent  traveler 
programs,  WorldPass  gives  you  a  whole  world  of 
destinations  to  choose  from. 

For  reservations  and  infonnation,  call  your 
Travel  Agent,  Corporate  Travel  Department 
or  Pan  Am. 


Pan  Am.\bu  Can  t  Beat  The  Experience! 

Schedules  subject  to  change  without  notice.  * 


What's  Ahead  for  Business 


Edited  by  Thomas  O'Donnell 


STRONG  IS  BETTER  THAN  WEAK 


The  U.S.  is 
a  strong 
economic  engine 


U.S.  firms  are 
more  competitive 
and  productive 


More  Americans  are 
working  than 
ever  before 


We're  hearing  a  lot  about  how  the  strong  dollar  is  going  to  be  a  drag 
on  the  economic  recovery.  A  dollar  worth  8  francs  or  2.7  DM  has  a 
negative  effect  on  U.S.  exports,  but  often  overlooked  in  the  discussion 
are  some  very  positive  aspects  of  the  strong  dollar.  A  stable  but  strong 
dollar  allows  the  U.S.  to  become  what  it  was  in  the  1960s:  an  economic 
engine  that  pulls  other  economies  up  from  recession. 

The  strong  dollar  also  encourages  Americans  to  travel  abroad  and 
purchase  foreign  goods,  thus  stimulating  foreign  economies  and  build- 
ing world  trade.  And  the  inflow  of  investment  capital  brings  billions 
into  the  U.S.  financial  markets.  Is  it  good  to  depend  on  foreigners  for 
capital?  No,  but  it's  better  than  not  to  have  it  at  all.  It's  also  important 
to  remember  that  the  strong  dollar  isn't  solely  a  consequence  of  high 
interest  rates  here.  It  is  strong  in  good  part  because  foreigners  want  to 
invest  here,  since  they  are  worried  about  the  spread  of  socialism  at 
home  and  of  Soviet  expansionism.  At  a  time  when  many  Americans 
are  beating  their  foreheads  over  relatively  mild  social  and  economic 
problems,  it  is  easy  to  overlook  that  many  foreigners  still  regard  the 
U.S.  as  the  solid  bastion  of  freedom.  So,  the  dollar  would  be  relatively 
strong  even  if  interest  rates  were  way  down. 

In  the  meantime,  the  strong  dollar  is  helping  hold  down  infla- 
tion in  two  ways.  It  cuts  the  dollar  costs  of  the  imports  that  are  a  major 
contributor  to  the  U.S.  standard  of  living.  It  also  forces  U.S.  firms  to 
become  more  competitive  and  productive  both  at  home  and  abroad.  If 
labor  has  been  willing  to  settle  for  less  inflationary  contracts  recently, 
foreign  competition — enhanced  by  a  strong  dollar — deserves  much  of 
the  credit.  Thus,  while  the  strong  dollar  acts  in  some  ways  as  a  brake 
on  the  U.S.  recovery,  in  other  ways  it  acts  as  an  accelerator. 

What  about  interest  rates?  Will  they,  as  some  people  fear,  choke  the 
recovery?  Not  likely.  There  is  still  enough  room  in  the  financial 
markets  for  both  public  and  private  borrowers  and  at  lower  rates  than 
the  current.  This  year's  expected  30%  jump  in  corporate  profits  means 
cash  flow  will  also  be  way  up.  That,  combined  with  the  surge  in  equity 
offerings,  will  sharply  lessen  private  credit  demands.  In  short,  What's 
Ahead  doesn't  subscribe  to  the  crowding-out  theory.  We  believe  the 
current  rise  in  interest  rates  is  simply  an  upspike  in  a  basic  downtrend. 

The  upspike  in  rates  will  dampen  some  of  the  exuberance  of  the 
recovery  but  won't  extinguish  it.  The  unemployment  rate  is  falling 
steadily.  Now  down  to  9.5%,  it  will  be  8%  by  mid- 1984,  halfway  to  the 
full  employment  target  of  6%,  which  is  still  a  few  years  away.  Getting 
to  an  8%  rate  will  require  4  million  new  jobs,  a  number  that  can  be  met 
if  growth  in  GNP  averages  7%  this  year  and  next.  The  key  points  are 
these:  The  number  of  people  out  of  work  is  lower  than  it  has  been  in  13 
months,  and  there  are  more  Americans  working  than  ever  before. 
Regardless  of  the  blip  in  interest  rates  and  worry  about  a  strong  dollar, 
the  recovery  is  proceeding  nicely  and  with  a  minimum  of  inflationary 
pressures. 
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The  Forbes  Index 


Forbes  Index 


12-month  close-up 
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Breaking  away.  The  Forbes  Index  has  posted  a  2.4%  gain, 
one  of  the  largest  so  far  this  year.  This  means  business  may 
be  about  to  take  leadership  of  the  recovery  away  from 
consumers. 

Manufacturers'  new  orders  jumped  6.0%  during  the 
latest  reporting  period,  following  a  far  smaller  1.6%  rise  a 
month  earlier.  At  the  same  time,  inventories  declined  by 


0.7%,  indicating  that  industrial  production  will  have  to  be 
stepped  up  still  some  more. 

Businesses  are  already  adding  to  their  employment  rolls. 
Since  the  year  began,  unemployment  claims  have  fallen  by 
a  sizable  24.6%,  with  June  showing  the  largest  single 
decline,  some  10.3%.  The  recovery,  which  got  off  to  a 
surprisingly  fast  start,  continues  to  gain  strength. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  the  change  in  the 
amount  of  consumer  installment  debt  outstanding. 

To  measure  these  eight  elements,  Forbes  monitors  1 1 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  series  are  presented  at  right. 
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Ihe 

$22,000 

question 


If  you  could  have  a  reliable  copier 
that  costs  $22,000  less  than  other 
copiers  in  its  class,  which 
copier  would  you  buy? 


i 


If  your  answer  is  the  IBM  Series  III  Model  60  Copier/ 
duplicator,  you're  a  winner.  Because  you're  getting  a  high 
)erformance  copier  that  makes  top  quality  copies. 

A  copier  that's  extremely  reliable:  There's  an  IBM  computer 
nside  which  monitors  key  functions  33  times  a  second. 

A  copier  that's  simple  to  use:  It  can  automatically  reduce  a 
lomputer  printout  as  easily  as  it  can  copy  and  collate  50  pages. 

The  Model  60  gives  you  all  the  features  you'd  expect  in  an 
idvanced  copier.  At  a  price  you  don't  expect*  (You  can  lease  at 
ittractive  rates,  too.)  You  see,  at  IBM,  we're  continually  seek- 
ng  to  increase  our  products'  performance,  but  at  prices  that 
nake  them  exceptional  values. 

And  we're  building  every  copier  with  that  in  mind. 


IBM  Series  III  Model  60  Copier/Duplicator  7 

Write  today  to  IBM,  DRM,  Dept.  1Z3,  400  Parsons  Pond  Drive, 
Franklin  Lakes,  New  Jersey  07417. 

□  Please  send  me  a  free  brochure. 

□  Please  have  an  IBM  representative  call  me  to  arrange  for  a  free 
demonstration. 


\  \  M  K  - 


STREET  ADDRESS- 
CITY  


lit  MNKSS  I'HONE- 


Call  IBM  Direct  I  800  IBM-2468  Kxt.  7. 


•Comparison  based  on  manufacturers'  prices  as  of  5/26/83  for  plain-paper  copiers  with  reduction,  automatic  document  feed,  collator  and  a  rated  speed  of  70  copies  per  minute. 


■shooting  a  commercial 
with  the  1980 Americas  Cup 
defenders,  we  saw  for  ourselves 
that  winning  takes  skill, 
dedication,  and  teamwork 
We  like  to  think  that 
describes  us  as  well.  ^  FflEcOO/" 

On  land  and  sea, 


when  EJE  Hutton  talks,people  listen 


HERE'S  TO  OVER-ACHIEVEMENT! 


The  ultimate  recognition  from  your  banker.  A  gold  MasterCard  card. 


Forbes 


What  do  Washington  s  latest  statistics  on  poverty  really  prove? 
That  poverty  is  hard  to  define  and  analyze,  let  alone  cure. 


Poverty 
in  America 


"Poor,  not  stupid" 


Two  decades  ago  it  seemed  the  growing  economy  would  provide  the  jobs 
to  slash  the  number  of  Americans  living  in  poverty.  Then  came  the  great 
War  on  Poverty.  Despite  the  enormous  increase  in  cash  and  noncash 
payments,  the  percentage  labeled  poor  stubbornly  refused  to  decline  in 
the  1970s.  Economist  Walter  Williams  says:  "The  poor  are  poor,  not 
stupid.  If  you  give  them  incentives  to  be  poor  they  will  stay  that  way." 


GNP  (billions  of  1972  dollars) 
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Cash  and  noncash  transfers,  1980  dollars  ($  billions) 
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By  Howard  Banks 
and  Jayne  A.  Pearl 


A good  section  of  the  American 
population  and  most  of  the  me- 
b  dia  have  been  on  a  guilt  trip 
ever  since  Aug.  2,  when  statistics 
from  the  Census  Bureau  showed  that 
34.4  million  Americans,  15%  of  the 
population,  are  now  considered  to  be 
below  the  poverty  line,  up  from  14% 
in  1981.  The  implications  seemed 
clear:  Reagan's  policies  have  helped 
the  rich  and  hurt  the  poor.  Far  from 
questioning  the  statistics,  the  Admin- 
istration responded  immediately  with 
a  hunger  task  force.  No  one  seemed 
willing  to  challenge  the  poverty  fig- 
ures. Certainly  not  the  liberals  who 
profess  to  believe  that  pouring  money 
on  the  disadvantaged  solves  the  prob- 
lem; nor  the  conservatives,  embar- 
rassed at  what  they  expect  would  be 
thought  bad  taste  if  they  challenged 
the  figures. 

All  this  and  natural  compassion 
makes  judicious  analysis  of  the  pover- 
ty statistics  difficult.  And  yet,  since 
poverty  is  the  kind  of  issue  that  de- 
cides elections  and  the  fates  of  gov- 
ernments, honest  analysis  is  essential 
to  the  survival  of  democracy. 

A  major  problem  is  with  the  pover- 
ty statistics  themselves.  "They  are 
probably  the  worst  federal  statistics 
ever  developed,"  says  Robert  B.  Carle- 
son,  special  assistant  to  the  President 
for  policy  development.  The  official 
poverty  level  was  first  set  in  1961 
when  the  Social  Security  Administra- 
tion devised  an  economy  food  plan 
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with  the  Agriculture  Department,  set 
at  the  cost  of  a  minimum  adequate 
diet.  On  the  assumption  that  a  family 
spends  one-third  of  its  income  on 
food,  this  figure  was  then  multiplied 
by  three.  Since  then  it  has  been  ad- 
justed only  to  cover  inflation,  but  us- 
ing the  standard  Consumer  Price  In- 
dex, which  is  essentially  middle-class 
based.  The  CP1  overcounts  things  like 
mortgage  interest  rate  changes,  which 
do  not  affect  the  poor,  and  under- 
counts  utilities,  which  are  a  major 
burden  for  those  low-incomes. 

The  official  poverty  level  is  set  at 
$9,862  for  a  family  of  four  and  $5,019 
for  a  single  person.  This  includes  only 
cash  income  and  cash  transfer  pay- 
ments. Counted  as  cash  are  Social  Se- 
curity, workmen's  compensation  and 
unemployment  compensation,  plus 
the    aid-to-dependent-children  pro- 


of the  total  population  to  6.5%. 

In  theoretical  terms,  the  poverty 
statistics  are  thought  to  be  pretty 
good.  They  are  collected  through 
monthly  Labor  Force  interviews  for 
the  Current  Population  Survey,  where 
61,500  households  are  interviewed. 
Every  March  a  supplemental  inter- 
view is  included,  some  by  phone, 
some  in  person.  The  1,500  interview- 
ers are  said  to  be  among  the  best- 
trained  in  America.  Each  household 
in  the  survey  is  interviewed  for  four 
months  and,  after  an  eight-month 
gap,  for  four  more  months. 

Of  course,  a  cynic  would  ask:  Are 
the  respondents  being  totally  frank 
about  their  other  income?  If  your 
choice  was  to  be  scrupulously  honest 
and  lose  your  food  stamps,  what 
would  you  do  if  the  chance  of  being 
found  out  was  minimal?  An  elderly 


Government  checks  moving  out  of  the  computer 

"Anyone  knows  that  when  you  subsidize  something  you  get  more  of  it. 


gram  and  veterans'  pensions.  Howev- 
er, in  deciding  who  is  above  or  below 
the  poverty  level,  the  statistics  do  not 
count  the  value  of  noncash  transfers 
such  as  food  stamps,  Medicaid  and  the 
value  of  subsidized  housing.  Nor  does 
it  include  the  income  value  of  assets, 
such  as  a  house  or  the  possibility  of 
drawing  on  savings.  In  short,  a  lot  of 
people  are  counted  as  poor  who  are 
not  deprived  people  by  any  reasonable 
standards.  To  be  sure,  counting  non- 
cash income  presents  difficulties.  It  is 
difficult  to  argue,  say,  that  the  market 
value  of  things  like  Medicaid  should 
be  included:  This  would  mean  that 
the  sicker  the  poor  are,  the  richer  they 
are  deemed  to  get.  Nevertheless,  a 
study  in  1979  showed  that  including 
the  market  value  of  all  the  other  aid 
handed  over  to  the  poor  would  reduce 
the  then-poverty  level  of  around  11% 


lady  was  asked  what  she  would  do  if 
her  few  hundred  shares  of  AT&T 
went  up  and  disqualified  her  for  the 
subsidized  housing  she  occupies.  "I 
just  won't  tell  them,"  she  answered 
honestly. 

There  is  also  the  matter  of  the  un- 
derground economy,  where  those  able 
to  get  some  kind  of  part-time  work 
forget  to  mention  it.  How  about  Si- 
mone,  a  graduate  student  at  a  Texas 
university  with  a  teaching  income  of 
$5,500  plus  a  secretarial  income  of 
$3,000,  which  she  did  not  report.  "It 
bothers  me  that  I  don't  report  it,"  she 
says,  "but  I  figured  it  would  cost  me 
$400."  An  upstate  New  York  builder 
tells  of  laying  off  two  men  on  Wednes- 
day. On  Friday  they  registered  for  un- 
employment insurance.  On  Monday 
they  went  to  work  for  another  builder. 
Off  the  books,  of  course.  Manhattan 


taxi  drivers  are  notoriously  casual 
about  reporting  their  earnings  to  the 
IRS.  A  good  many  of  them  presum- 
ably figure  in  the  poverty  figures. 

What  is  poverty?  You  only  have  to 
drive  down  any  main  street,  or  into 
the  depths  of  the  countryside,  to 
know  that  the  official  figure  that  one 
in  every  seven  or  so  Americans  is  liv- 
ing in  poverty  does  not  reflect  the 
physical  reality.  Nowhere  can  you 
find  starving  masses,  endemic  malnu- 
trition. Of  course  there  are  poor  peo- 
ple, living  in  substandard  housing 
where  there  are  rats  and  roaches, 
where  the  windows  have  been  broken 
and  not  fixed.  Where  the  mailboxes 
have  been  hammered  open  by  wel- 
fare-check thieves.  Where  the  kids 
wear  hand-me-down  clothes  that  are 
sometimes  not  warm  enough  in  win- 
ter. Where  heating  and  air-condition- 
ing  are  bad  or  nonexistent.  Where  a 
window  fan  is  the  height  of  luxury. 

But  they  are  not  suffering  in  the 
way  that  the  genuinely  poverty- 
stricken  do  in  the  slums  of  Calcutta 
or  Rio.  Even  in  the  worst  block  that 
one  Forbes  reporter  could  find  in  a 
black  Washington,  D.C.  neighbor- 
hood (the  cops  made  him  report  back 
that  he  had  gotten  out  all  right),  near- 
ly everybody  had  a  television  set, 
some  color.  Radios  are  everywhere, 
the  kids  are  carrying  portable  stereos, 
cruelly  dubbed  Third  World  brief- 
cases. Many  families  have  cars, 
though  most  are  early  1970s  gas-guz- 
zlers available  cheap  on  the  third- 
hand  market.  And  telephones  are 
standard,  though  that  is  changing  as 
installation  and  monthly  rentals  rise. 

Hunger  is  subjective,  but  malnutri- 
tion is  a  matter  that  can  be  assessed 
medically.  "There's  never  been  a  real 
case  made  that  there  is  any  endemic 
malnutrition  in  this  country,"  says 
George  Graham,  professor  of  human 
nutrition  and  pediatrics  at  Johns  Hop- 
kins University.  And  he  includes  all 
the  work  in  the  late  1960s  that  led  to 
the  explosion  of  the  food  programs 
intended  to  aid  the  poor,  including 
those  started  by  President  Lyndon 
Johnson.  People  claim  there  is  evi- 
dence of  stunting  in  some  popula- 
tions, he  says.  But  the  blacks  are,  on 
average,  taller  for  their  age  and  the 
Hispanics  and  Orientals  shorter,  yet 
Orientals  academically  outperform 
all,  includmg  whites.  The  econo- 
mist, Walter  Williams,  of  George  Ma- 
son University,  expects  the  Presi- 
dent's task  force  on  hunger  will  find 
little  remaining  malnutrition  in 
America.  Either  it  will  involve  the 
elderly  with  no,  or  a  neglectful,  fam- 
ily. Or  it  will  be  seen  to  be  self-im- 
posed.  "Unwise  management,"  he 
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says.  "Parents  who  give  their  kids 
Coca-Cola  and  potato  chips  for  break- 
fast." History  provides  the  best  lesson 
on  how  to  deal  with  poverty  in  a  rich 
and  evolving  society  such  as  the  U.S. 
Throwing  government  money  at  the 
problem  is  not  what  the  lesson  teach- 
es. As  Walter  Williams  points  out, 
capitalism  and  the  economic  growth 
it  stimulated  raised  the  American 
working  class  to  middle-class  afflu- 
ence. "A  rapidly  growing  economy 
solves  many  social  ills,"  he  says.  To 
the  extent,  then,  that  taxes  to  pay  for 
transfer  payments  inhibit  recovery, 
they  may  be  hurting  the  very  people 
for  whose  benefit  the  taxes  are  being 
levied. 

In  the  1950s  no  less  than  30%  of  the 
population  was  believed  to  be  below 
the  poverty  line.  But  that  had  declined 
by  a  third  in  the  early  1960s  when  the 
serious  counting  began.  Look  at  the 
chart  showing  the  decline,  and  you 
will  find  that  it  began  to  level  out  at 
around  10%  to  12%  in  the  late  1960s. 
That  refusal  of  the  poverty  proportion 
to  decline,  coincidentally,  came  after 
the  big  push  to  provide  aid  for  the 
poor.  There's  room  for  cynicism  here, 
but  even  more  room  for  questioning 
those  ultraexpensive  antipoverty  pro- 
grams. There  seems  to  be  a  floor  level 
of  around  10%  below  which  official 
poverty  refuses  to  decline. 

The  unpalatable  conclusion  is  that 
the  whole  system  of  aid  through  pay- 
ments and  aid  in  kind  is  the  key  to 
people  staying  poor.  No,  that  is  not 
saying  that  people  are  cheating.  Just 
that  the  poor  are  reacting  to  economic 
stimulus  in  the  same  way  a  commod- 
ity dealer  does  when  told  that  the 
Florida  orange  harvest  has  been  devas- 
tated by  frost:  each  acts  in  his  or  her 
own  best  economic  interest. 

Williams  says:  "The  poor  are  poor, 
not  stupid.  If  you  give  them  incen- 
tives to  be  poor  they  will  stay  that 
way.  Entitlements  subsidize  poverty 
and  anyone  knows  that  when  you 
subsidize  something  you  get  more  of 
it  and  when  you  tax  something  you 
get  less." 

Throwing  checks  at  a  serious  and 
fundamental  social  problem  makes 
people  believe  they  are  doing  some- 
thing and  has  created  two  constituent 
groups  anxious  to  keep  the  money 
flowing:  those  that  receive,  and  those 
that  earn  their  living  doling  it  out. 

Both  the  definitions  and  the  statis- 
tics about  poverty  in  America  are 
highly  suspect.  But  even  worse  are  the 
political  conclusions  some  people  try 
to  draw  from  them.  At  least  as  good  a 
case  can  be  made  that  the  Reagan 
policies  are  good  for  the  poor  as  that 
they  hurt  the  poor.  ■ 


These  days  there  are  lots  more  ships  than 
cargoes  to  carry.  So  why  the  unlikely  rush 
to  build  new  tonnage? 


All  aboard,  it's 
getting  crowded 


By  Pamela  Sherrid 


ARE  YOU  MADE  NERVOUS  by  all 
that  speculation  in  hot  new  is- 
b  sues?  Then  put  away  the  cap- 
tain's hat,  you  are  not  cut  out  to  be  a 
shipping  tycoon.  A  high-stakes  game 
of  "I  dare  you"  in  the  bulk  shipping 
industry  is  making  even  the  most 
volatile  stock  market  look  like  a 
squall  in  a  bathtub. 

These  days  many  shipowners  are 
more  traders  than  sailors.  No  wonder. 
Ship  prices  rise  and  fall  with  freight 
rates,  which  often  means  more  mon- 
ey can  be  made  from  a  few  well-timed 
purchases  and  sales  than  by  plying  the 
seas  for  decades.  At  the  end  of  the 
industry's  1977  slump,  a  canny  buyer 
could  bave  acquired  a  120,000-ton 
bulk  carrier  for  less  than  $5  million. 
Three  years  later,  at  the  peak  of  the 
market,  the  same  ship  was  worth  over 
$20  million. 

Profits  like  that  will  pay  for  lots  of 
private  yachts  and  Manhattan  condo- 
miniums, and  they  explain  why  ev- 


eryone in  the  industry  is  intently 
sounding  for  a  market  bottom.  Ship- 
owners from  Piraeus  to  Hong  Kong 
have  suffered  for  two  years  because  of 
slow  economic  growth  and  a  world 
fleet  much  too  large  for  the  cargoes  of 
steel,  coal  and  grain  that  need  to  be 
transported. 

The  last  time  the  market  turned, 
fortunes  were  made,  but  few  saw  it 
coming.  "The  recovery  in  early  1978 
took  everyone  by  surprise,"  says  Paul 
Talbot  Willcox  of  Eggar  Forrester,  a 
leading  London  ship  broker.  "This 
time  everybody  has  a  theory,  and  ev- 
erybody is  determined  to  get  his  tim- 
ing right." 

Such  is  the  fear  of  missing  the  boat 
that  one  move  early  this  year  rocked 
the  entire  industry.  While  most  own- 
ers were  immobilized  by  gloom,  the 
Onassis  group  snapped  up  four  ships 
for  $20  million,  all  smallish  "handy- 
size"  bulk  carriers,  a  category  that 
was  less  troubled  by  overcapacity 
than  larger  bulkers.  Several  Greek 
owners    made    similar  purchases, 
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which  encouraged  still  more  buying. 

"Shipping  works  on  a  follow-the- 
leader  mentality,"  explains  another 
London  broker.  "If  one  astute  individ- 
ual acts,  then  everyone  else  follows, 
on  the  assumption  that  he  knows 
something  they  don't."  Between  Janu- 
ary and  May,  the  price  of  five-year-old 
handy-size  vessels  moved  up  50%,  all 
without  any  real  improvement  in  un- 
derlying charter  rates. 

As  the  secondhand  market  im- 
proved, meanwhile,  new-built  ships 
began  to  look  like  bargains.  Desperate 
to  save  jobs,  shipyards  in  Japan  and 
South  Korea  had  been  offering  vessels 
at  below  cost  with  generous  financ- 
ing. Then  rumors  began  to  circulate 
that  Sanko,  a  major  Japanese  shipping 
line  with  severe  financial  troubles, 
was  about  to  place  a  large  order.  At 
first,  the  Japanese  confirmed  orders 
for  20  ships,  then  60  ships.  By  late 
spring  Sanko  had  ordered  a  huge  fleet 
of  111  ships,  all  handy-size  bulkers, 
for  a  total  bill  of  over  $1  billion. 

"That  deal  is  not  something  you'd 
find  in  the  Western  world,"  says  one 
New  York  shipping  man.  Big  trading 
companies  such  as  Marubeni  and  Su- 
mitomo are  putting  up  the  capital  to 
charter  the  ships  back  to  Sanko.  The 
New  York  and  London  shipping  com- 
munities see  the  scheme  as  Japan 
Inc.'s  way  to  bail  out  both  Sanko  and 
the  shipyards.  "Why  should  the  Japa- 
nese build  cheap  ships  for  foreigners  if 
they  can  build  them  for  themselves?" 
asks  a  British  broker. 

If  the  idea  was  to  stimulate  addi- 
tional demand  for  Japanese  yards,  it 
certainly  worked.  While  some  com- 
petitors were  horrified  by  the  Sanko 
deal,  others  hurried  to  place  their  own 
orders  before  all  the  berths  in  Far  East 
yards  were  spoken  for.  Among  those 
jumping  aboard:  several  big  Scandina- 
vian owners  and  the  Khomeini  dicta- 
torship in  Iran.  As  a  result,  new  build- 
ing prices  have  climbed  20% . 

That's  great  for  shipyards  and  any- 
one who  wants  to  sell  used  vessels. 
But,  unfortunately,  there  is  still  no 
improvement  in  rates  or  in  the  long- 
term  demand  outlook.  In  fact,  the  en- 
thusiasm for  new  ships  could  stifle 
any  upturn  before  it  happens.  Now 
on-order  tonnage  amounts  to  12%  of 
the  200-million-ton  world  trading 
fleet,  which  is  already  35%  too  big  for 
current  demand.  Yet  reasoned  esti- 
mates show  cargoes  growing  only  4% 
annually  for  the  next  several  years. 
"The  last  thing  we  need  now  is  more 
ships,"  says  one  analyst.  "It's  a  form 
of  lunacy,"  adds  another.  Pessimists 
think  the  bulk  market  may  be  in  the 
kind  of  long-term  doldrums  that  have 
stalled  the  tankers  for  a  decade. 


All  shipowners  sec  the  same  dismal 
economic  projections,  so  what  are  the 
splurgers  betting  on?  They  seem  to 
figure  that  those  who  buy  new  ships 
at  today's  bargain  prices  will  enjoy 
lower  carrying  costs  than  many  older 
fleets.  New  fuel-efficient  vessels 
could  accelerate  the  scrapping  of  less 
efficient  ships.  And  imponderables 
like  port  congestion  or  even  war  could 
quickly  sop  up  supply. 

Then  again,  this  could  simply  be 
the  nautical  version  of  tulipomania. 
Some  buyers  figure  they'll  be  able  to 


sell  out  at  a  handsome  profit,  even  if 
rates  don't  justify  the  investment.  A 
few  experts  think  that's  what  the  Jap- 
anese have  in  mind.  "We  could  make 
a  $1  million  profit  today  on  each  ship 
we  ordered  a  few  months  ago,"  boasts 
one  Greek  owner. 

Sounds  crazy,  doesn't  it?  But  in 
shipping,  emotion  has  always  been  as 
important  as  economics.  Too  many 
owners  are  determined  to  plow  mon- 
ey back  into  the  business,  and  too 
many  yards  are  determined  to  build 
ships  for  political  reasons.  ■ 


Which  airline  you  fly  depends  on  how  you 
buy  the  ticket  and  whose  computer  makes 
the  reservation,  and  that  is  raising  a  call 
for  new  regulation. 


Fixing  tickets 


By  Howard  Banks 


Everybody  in  business  likes  a 
little  edge,  and  in  the  airline 
business  you  can  get  a  nice 
edge  with  a  computer.  Is  that  wrong? 

The  two  biggest  airlines,  United 
and  American,  own  the  two  dominant 
computer  reservation  systems,  with 
60%  of  all  scheduled  domestic  tickets 
sold  through  them.  They  like  to  fix 
the  programs  for  their  computers  to 
give  themselves  a  sales  edge  over  rival 
airlines  using  the  same  system.  "It's 
our  competitive  answer  to  the  smaller 
carriers'  lower  costs,"  says  Ameri- 
can's president,  Robert  Crandall. 

Unfair,  say  some  smaller  carriers 
like  Western  and  Continental,  which 
call  the  domination  and  bias  of  the 
systems  a  violation  of  antitrust  rules. 

But  the  travel  agents,  who  are  sell- 
ing more  than  $30  billion  in  tickets  a 
year,  up  from  only  S19  billion  in  1978, 
and  collecting  3  times  the  commis- 
sions, $2.5  billion  last  year,  are  happy 
as  clams  with  the  present  system — 
commissions  also  having  been  dereg- 
ulated, along  with  airline  fares. 

The  agents  don't  want  to  see  a  rival 
reservation  system.  They  are  lobbying 
Congress  to  overturn  the  CAB's  1981 
rule  allowing  Ticketron,  banks  or  su- 


permarkets to  sell  airline  tickets, 
starting  in  January  1985.  Over  100 
House  members  say  they'll  back  the 
agents.  Fortunately,  the  present  Sen- 
ate will  not  yield  to  such  hypocrisy. 

Bias  in  the  computer  reservation 
systems,  together  with  extra  commis- 
sions (overrides,  in  the  trade)  paid  to 
agents,  helped  United  and  American 
increase  market  share  by  a  significant 
1%  each  so  far  this  year.  Both  giants 
have  also  reportedly  paid  agents  with 
sizable  business  travel  accounts  up  to 
$1  million  to  install  their  systems. 

How  do  they  fix  the  computer? 
First,  they  put  their  own  flights  on  the 
top  lines.  Around  90%  of  all  tickets 
are  sold  from  the  first  screen  on  the 
computer,  with  half  those  sales  com- 
ing from  the  top  line  itself.  Some 
smaller  airlines  want  the  computer  to 
list  the  lowest  fares  first,  which  might 
favor  them  but  would  require  rewrit- 
ing all  the  software,  still  based  on  pre- 
deregulation  days,  when  schedules 
alone  were  the  key  sales  factor. 

The  two  airlines  juggle  fees  they 
charge  competitors  to  be  in  their  sys- 
tems. If  an  airline  doesn't  compete 
directly,  or  provides  a  good  feed  of 
passengers  to  one  of  the  giants,  the 
price  might  be  25  cents  for  each  ticket 
sold.  A  less  desirable  rival  might  pay 
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as  much  as  $6  a  ticket,  although  Unit- 
ed and  American  don't  charge  each 
other  anything.  There  are  tricks  such 
as  listing — or  not  listing — rivals' 
flights  and  connections,  even  if  they 
are  more  convenient  for  travelers. 
The  two  dominant  carriers  insist  that 
tickets  be  written  on  their  nameplate, 
rather  than  that  of  the  airline  carrying 
the  passenger,  so  that  they  benefit 
from  the  float  (see  Forbes,  Feb.  28). 

The  systems  installed  in  agents'  of- 
fices don't  have  as  much  bias  as  those 
in  the  airlines'  offices.  But  the 
House  aviation  subcommittee  J 
reckons  the  hearings  it  held  re-  C 
cently  showed  that  the  overall  Jm 
tilt  of  the  system  is  too  far  toward 
the  airlines'  operating  the  systems.  | 
The  subcommittee  has  now  passed  ™ 
the  buck  to  the  CAB,  which  will  hold 
its  own  hearings  to  set  rules  on  how 
far  bias  can  go  and  stay  "fair."  As  if 
bias  can  be  fair. 

CAB  Chairman  Dan  McKinnon 
hopes  the  mere  threat  of  detailed  rule- 
making on  specific  charges  for  the  use 
of  reservation  systems  will  solve  the 
problem,  and  that  United  and  Ameri- 
can will  see  the  light.  But  this  raises  a 
basic  question  about  deregulation: 
Since  Congress  decided  that  within 
the  limits  of  antitrust  law  airlines  can 
set  their  own  ticket  prices,  how  can  it 
contemplate  the  CAB's  now  fixing 
what  the  airlines  can  charge  each  oth- 
er for  a  related  service? 


Purists  on  antitrust  believe  that 
even  though  TWA,  Delta  and  Eastern 
operate  smaller  computer  reservation 
systems,  United's  and  American's  are 
dominant  enough  to  be  deemed  essen- 
tial facilities  that  must  be  made  avail- 
able to  all  without  discrimination. 
The  Justice  Department  is  already 
looking  at  the  related  allegation  that 
computer  bias  and  other  tricks  helped 


push  Braniff  into  bankruptcy.  There 
have  even  been  suggestions  of  forcing 
American  and  United  to  divest  them- 
selves entirely  of  their  systems.  That 
would  deny  the  two  majors  the  fruits 
of  their  heavy  investment.  American 
put  at  least  $142  million  into  hard- 
ware, plus  paying  agents  to  use  it. 
United's  investment  may  total  $250 
million  by  year's  end. 

By  comparison,  dealing  with  the 
travel  agents  should  be  blindingly 


straightforward,  but  probably  will  not 
be.  The  agents  have  become  powerful 
as  a  result  of  deregulation.  Passengers 
have  turned  to  them  as  fares  and 
routes  grew  complicated,  and  the  air- 
lines now  depend  on  agents  for  a  ma- 
jority of  their  business.  The  airlines,  it 
seems,  dare  not  offend  the  agents, 
who  forced  Frontier  to  drop  a  plan  to 
cut  commission  rates.  Even  mighty 
United  dropped  its  idea  of  paying 
agents  a  straight  fee  per  flight  seg- 
ment booked  rather  than  a  percentage 
of  the  ticket  price.  Doesn't  what  the 
agents  are  doing  amount  to  illegal  col- 
lusion? "It's  individual  action  by- 
agents,  not  collusion,"  McKinnon 
says  hastily.  A  fine  point. 

The  agents'  attempt  to  block  open- 
ing the  market  to  nonagents  could 
cost  the  public  plenty.  Until  1985, 
when  the  CAB  ends  their  exclusive 
rights  to  sell  tickets,  they  operate  in 
what  amounts  to  a  government-ap- 
proved club,  the  Air  Traffic  Confer- 
ence, where  airlines  and  agents  set  the 
rules.  Limiting  competition  inhibits 
innovation;  new  ways  to  sell  tickets 
at  lower  cost  are  blocked.  Today  the 
traveler  doesn't  know  which  system 
his  agent  is  plugged  into  and  favoring. 

Thus  the  paradox:  Whereas  fares 
have  come  down  with  deregulation, 
agents'  fees  have  trebled.  In  an  era  of 
deregulation  does  it  make  sense  to 
give  one  group  such  a  stranglehold  on 
a  vital  industry  and  a  vital  service?  ■ 


With  plenty  of  electric  power,  the  politi- 
cians can  have  afield  day  with  rates.  But 
there  may  be  a  painful  tomorrow. 

A  chat  with 
AEP's  Pete  White 


By  James  Cook 

F|  ew  industries  have  faced  a 
more  abrupt  and  dramatic  re- 
versal in  their  circumstances 
than  the  U.S.  electric  power  industry. 
It  wasn't  all  that  long  ago  that  U.S. 
electric  power  consumption  was 
growing  at  nearly  twice  the  rate  of  the 
real  gross  national  product.  But  now 


the  growth  in  demand  has  slackened, 
and  in  1982  U.S.  power  consumption 
actually  declined.  For  companies  like 
American  Electric  Power  it  was  like 
slamming  on  the  brakes  and  finding 
yourself  sailing  through  the  wind- 
shield. 

The  U.S.'  largest  privately  owned 
power  producer,  AEP  was  more  vul- 
nerable than  most.  Its  seven-state  sys- 


tem, offering  some  of  the  lowest-cost 
power  in  the  country,  spreads  right 
across  America's  battered  industrial 
heartland — the  key  manufacturing 
states  of  Ohio,  Indiana  and  Michigan. 
In  AEP's  area,  total  power  consump- 
tion dropped  nearly  14%  in  1982, 
with  industrial  sales  and  sales  to  oth- 
er utilities — the  two  categories  that 
provide  two-thirds  of  AEP's  busi- 
ness—off over  20% . 

AEP's  revenues  fell  for  the  first 
time  since  1938,  to  $4.18  billion,  even 
though  rate  increases  offset  most  of 
the  decline  in  dollar  terms.  Earnings 
suffered  more.  They  were  off  9%  and 
would  have  been  off  even  further  but 
for  various  accounting  conventions. 
In  fact,  54%  of  those  earnings  came 
from  the  item  called  Allowance  for 
Funds  Used  During  Construction — 
credits  resulting  from  the  capitaliza- 
tion of  interest  and  other  costs  en- 
tailed by  the  projects  under  construc- 
tion. Eliminating  these  paper  profits 
and  some  others,  of  the  $2  03  per 
share  AEP  reported  as  earnings,  prob- 
ably less  than  $1  was  in  cash. 

And  no  early  improvement  is  in 
sight.  Instead  of  the  6.8%  annual  gain 


FORBES,  AUGUST  29,  1983 


43 


AEP  Chairman  Pete  White 

Slamming  on  the  brakes  and  sailing  through  the  windshield. 


in  consumption  AEP  had  gotten  used 
to  between  1960  and  1973,  demand 
now  seemed  likely  to  grow  only  2.3% 
annually  through  the  next  ten  years. 
AEP's  chairman  is  Willis  S.  (Pete) 
White  Jr.,  57,  a  Virginia  Polytechnic 
electrical  engineer.  His  is  the  de- 
manding task  of  managing  the  big 
utility  in  these  difficult  circum- 
stances. He  has  already  cut  more  than 
$100  million  from  AEP's  operating 
expenses,  no  small  undertaking  with 
a  cost  structure  as  inflexible  as  a  utili- 
ty's. "In  an  electric  utility,"  White 
says,  "the  majority  of  your  costs  go  on 
whether  people  use  electricity  or  not, 
so  we  have  had  to  take  some  pretty 
drastic  steps,  and  we  did  take  them." 

White  cut  AEP's  140  top  manage- 
ment salaries  by  5%,  trimmed  $35 
million  by  deferring  some  mainte- 
nance, eliminated  $30  million  nor- 
mally spent  on  outside  consultants 
and  temporarily  shut  down  a  number 
of  AEP's  coal  mines.  Altogether,  he 
laid  off  almost  2,900  employees  in 
less  than  four  months.  But  that  $100 
million  in  savings  may  eventually 
backfire.  $ighs  White:  "Now  in  sever- 
al jurisdictions  they're  saying,  'We're 
going  to  set  your  rates  on  that  lower 
cost  basis.'  " 

AEP  had  already  halted  construc- 
tion at  the  Poston  plant  of  its  Colum- 
bus &  Southern  Ohio  affiliate  after 
spending  $42  million.  And  it  may 
never  draw  on  its  $400  million, 
228,000-kilowatt-share  in  Cincinnati 
Gas  &  Electric's  nearly  completed 
Zimmer  plant,  which  the  NRC  has 
disapproved  of  because  of  doubts  over 


its  safety.  But  White  began  to  move 
toward  the  bone.  Last  November  AEP 
gave  up  on  a  pumped-storage  hydro- 
electric project  for  southwestern  Vir- 
ginia it  had  been  trying  to  get  off  the 
ground  for  four  years  and  shelved  a 
2.6-million-kilowatt  project  sched- 
uled to  get  under  construction  in  Lew- 
is County,  Ky.  by  the  1990s.  AEP  was 
even  considering  putting  some  of  its 
older  facilities  in  "temporary  cold  re- 
serve" and  might  well  have,  except 
that  its  new  plants  are  probably  high- 
er in  cost  than  its  old. 

Putting  on  the  brakes  in  such  a 
long-lead-time  business  as  electricity 
is  not  easily  done.  AEP  couldn't  do 
much  about  two  1.3-milhon-kilowatt 
units  neanng  completion  at  Rock- 
port,  Ind.,  one  scheduled  for  operation 
in  late  1984  and  the  other  in  late  1986. 
AEP's  reserve  capacity  is  already  run- 
ning above  35%,  and  together  the  two 
Rockport  units  will  add  another  12% 
to  AEP's  total  capacity,  but  both  units 
were  so  far  along  that  AEP  could  not 
have  afforded  to  back  out  of  them. 
So,  AEP  is  still  going  ahead,  knowing 
all  too  well  that  it  will  have  to  work 
hard  to  market  Rockport's  additional 
output. 

Also  hanging  over  AEP  is  the  hue 
and  cry  about  acid  rain.  Some  sort  of 
acid  rain  legislation  seems  inevitable, 
and  AEP  could  be  especially  vulner- 
able. In  an  effort  to  solve  its  sulfur 
emissions  problem  a  decade  or  so  ago, 
AEP  opted  for  tall  stacks  rather  than 
scrubbers  as  much  of  the  industry  did, 
and  tall  stacks  disperse  pollutants 
rather  than  remove  them.  Thus  AEP 


may  one  day  have  to  reequip  with 
scrubbers  or  retire  its  existing  power 
plants  or  rearrange  its  coal  supplies. 
The  costs  could  be  enormous,  run- 
ning as  high  as  $?  billion,  according  to 
AEP's  estimate.  Will  this  be  money 
well  spent?  Probably  not.  Acid  rain 
has  become  an  emotional  issue,  the 
kind  our  so-called  leaders  habitually 
pander  to.  "No  matter  what  the  facts 
are,"  White  says  bitterly,  "the  politi- 
cians are  bound  and  determined  to  do 
something." 

Meanwhile,  White  will  have  to 
work  hard  to  market  all  that  new  ca- 
pacity that's  coming  on  stream  in 
1984  and  1986.  Once  a  new  plant  goes 
into  operation  a  lot  of  the  bookkeep- 
ing benefits  cease,  and  the  new  plant 
is  supposed  to  generate  more  than 
enough  revenues  to  offset  the  full  bur- 
den of  interest  and  other  charges  it 
will  carry. 

In  order  to  assure  that  the  market  is 
there,  AEP  is  getting  back  into  the 
industrial  development  business.  It  is 
even  reviving  marketing  programs  for 
techniques  like  the  heat  pump  and 
electric  thermal  storage,  which  the 
regulatory  commissions  had  forced  it 
to  drop  during  the  1970s  when  incen- 
tives to  increase  power  consumption 
seemed  positively  sinful. 

Is  AEP  then  a  hopeless  case,  a  cor- 
porate Bangladesh?  Surprisingly,  the 
answer  is  no.  Under  normal  circum- 
stances, AEP  capital  budgets  could 
have  reached  $1.8  billion.  Instead, 
AEP  will  be  spending  $700  million  a 
year  over  the  next  three  years  as 
Rockport  is  completed,  but  after  that 
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Why  are  the  world's  bankers  descending 
on  Des  Moines?  Because  they  want  to  cut 
the  depositors'  check  float,  of  course. 


Iowa,  the 
debit  card  state 


its  outlays  will  drop  to  a  more  man- 
ageable $550  million.  After  that, 
nothing.  With  the  Rockport  units 
complete,  AEP  will  probably  not  need 
to  add  any  more  plants  until  after  the 
end  of  the  century,  this  for  a  company 
that's  been  doubling  its  capacity  ev- 
ery ten  years  or  less  for  as  long  as 
anyone  can  remember. 

So  the  financial  pressures  will  abate 
at  the  same  time  as  demand  for  elec- 
tricity will  begin  to  show  at  least 
modest  improvement.  Despite  an- 
other 10%  decline  in  first-half  earn- 
ings on  a  6%  decline  in  revenues, 
White  believes  that  the  second  half 
will  be  good  enough  to  hold  AEP's 
1983  results  at  least  to  1982  levels. 
"We  think  the  thing  bottomed  out  in 
the  first  quarter,"  he  says,  "and  in 
May,  for  the  first  time  in  many 
months,  industrial  demand  was  up." 

Pausing  from  his  immediate  con- 
cerns for  a  glimpse  into  the  future, 
White  worries  that  the  nation  will 
face  a  power  shortage  a  bit  down  the 
road.  If  it  does,  where  will  the  power 
come  from?  AEP's  new  Rockport 
plant  will  cost  $820  a  kilowatt,  vs. 
$200  for  a  comparably  sized  plant  a 
decade  ago,  and  $2,000  or  more  in 
1995.  That's  $5  billion  as  opposed  to 
$2  billion. 

On  that  basis,  AEP  would  have  to 
increase  its  assets  by  40%  in  order  to 
finance  a  10%  increase  in  its  output. 
How  could  a  utility  raise  that  kind  of 
money?  Especially  with  rate  commis- 
sions apparently  determined  that  the 
consumer  will  not  have  to  pay  today 
the  costs  of  providing  the  power  he'll 
use  tomorrow. 

"They  are  sacrificing  the  long  term 
for  the  short,"  White  says.  In  short, 
the  current  populism  so  readily  appar- 
ent in  the  rate-setting  process  is 
affordable  only  at  a  time  when  the 
economy  is  depressed  and  demand  is 
low.  "Given  the  current  regulatory 
attitudes,  I  do  not  think  the  industry 
can  sustain  construction  to  meet 
growth  much  more  than  we  are  exper- 
iencing today.  We  would  just  bank- 
rupt the  industry." 

White  doesn't  doubt  that  the 
growth  will  be  there.  The  market,  he 
maintains,  has  already  conserved  as 
much  as  it  can.  And  as  the  economy 
grows,  it's  going  to  have  to  grow  off 
electric  power  just  as  it  has  for  the  last 
30  years. 

White  doesn't  mention  the  Wash- 
ington Public  Power  Supply  System 
debacle,  but  its  ghost  is  in  the  room 
while  he  talks.  The  politicians  can 
thumb  their  noses  at  power  plants  and 
at  the  interests  of  their  investors  so 
long  as  demand  is  depressed.  But 
there's  always  a  tomorrow.  ■ 


By  Jeff  Blyskal 

T|  here  is  almost  nothing  out  of 
the  ordinary  about  Dee  Tiffa- 
ny's weekly  trip  to  the  Dahl's 
supermarket  on  Fleur  Drive  in  Des 
Moines.  The  30-year-old  Mary  Kay 
Cosmetics  sales  director  strolls  the 
aisles,  making  sure  not  to  forget  the 
Prairie  Farms  milk  or  the  Colonial 
bread.  At  a  checkout  counter  in  Iowa, 


Dahl's 

FOOD  MARKETS 
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Tomorrou ' 's  supermarket  receipt 
No  messy  checks;  no  filthy  lucre. 

like  everywhere  else,  the  food  bill 
seems  to  have  one  digit  too  many. 
Nothing  unusual,  until  it  comes  time 
to  pay. 

Then  Tiffany  takes  her  green  Nor- 
west  Bank  debit  card  and  slides  it 
through  a  $400  tan-and-black  NCR 
magnetic  stripe  reader  no  bigger  than 
a  notebook.  She  punches  an  identifi- 
cation number  into  a  keyboard,  and  in 
less  than  ten  seconds  has  paid  for  her 
groceries.  No  messy  checks,  no  filthy 


lucre.  It's  all  done  electronically. 

Des  Moines,  Iowa  is  probably  the 
last  place  in  the  world  you  would  ex- 
pect to  find  the  banking  of  tomorrow. 
Nevertheless,  Dahl's  nine  electronic 
funds  transfer  point-of-sale  (POS) 
checkout  terminals,  along  with  15 
more  at  the  Hy-Vee  supermarket  on 
35th  Street  in  West  Des  Moines,  are 
the  first  two  such  operating  systems 
in  the  U.S.  A  small  start,  but  they 
look  like  prototypes  for  the  entire 
country,  if  not  the  world. 

Since  the  systems  were  installed 
two  years  ago,  Barclays  Bank,  Security 
Pacific  and  Kroger  Co.  executives,  to 
name  but  a  few,  have  dropped  in  for  a 
look-see,  as  have  bankers  from  Ger- 
many, Japan,  France,  Australia  and 
South  America.  "Barnett  Banks  has 
been  here  three  times,"  counts  Dale 
Dooley,  president  of  ITS  Inc.,  which 
operates  the  computer  "switch"  that 
makes  electronic  funds  transfers  pos- 
sible for  some  205  participating  Iowa 
banks,  S&Ls  and  credit  unions.  "Bank 
of  America  has  been  here  five  times." 
Visitor  traffic  became  so  heavy  that 
ITS  now  charges  $500  for  a  two-hour 
consultation  and  $1,000  if  a  guest 
wants  to  go  to  the  supermarket,  too. 

Earlier  this  year,  Barnett  Banks  an- 
nounced it  was  establishing  an  elec- 
tronic funds  transfer  network  in  500 
Winn-Dixie,  Pantry  Pride  and  Albert- 
son's supermarkets  in  Florida.  Barnett 
expects  to  add  POS  capability  like 
Dahl's  and  Hy-Vee's  by  1985.  NCR  is 
also  talking  about  installations  with 
banks  and  retailers  in  20  states,  in- 
cluding California,  New  York  and 
New  Jersey.  Hy-Vee  is  ready  to  add 
POS  to  six  of  its  Des  Moines  area 
stores.  Close  competitor  Dahl's  will 
likely  follow  suit. 

Why  are  supermarkets  acting  more 
like  banks?  Because  some  9%  of  all 
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checks  written  arc  used  to  buy  food. 
In  Des  Moines,  an  astounding  60%  of 
all  checks  cashed  are  cashed  at  super- 
markets. This  is  partly  because  of 
Dahl's  liberal  check-cashing  policy, 
which  is  used,  instead  of  advertising, 
to  draw  customers  (the  1 1 -store  chain 
has  never  advertised). 

Checks  cost  money.  If  a  typical  su- 
permarket takes  in  33%  of  a  week's 
receipts  in  checks,  that's  about 
$60,000  the  bank  has  to  cover,  all  year 
round.  At  an  11%  prime,  that's  $6,600 
a  year.  Doesn't  sound  like  much.  But 
considering  the  average  supermarket 
margin  is  a  scant  1%,  that  $6,600  is 
almost  a  month's  profit. 

ITS'  first  POS  test,  in  1977,  was  a 
bomb.  Introduced  with  much  hoopla, 
the  44  terminals  at  various  retail  loca- 
tions required  too  many  complicated 
steps  and  were  not  connected  to  the 
cash  registers.  Sometimes  they  were 
not  even  near  the  cash  registers. 

The  present  system  apparently  has 
eliminated  such  drawbacks.  The  Hy- 
Vee  supermarket  does  about  4,000 
POS  transactions  a  month;  Dahl's 
does  about  2,000.  "The  only  problem 
is  cost,"  says  Dahl's  President  Robert 
Hand.  Each  location  costs  some 
$18,000  in  magnetic  stripe  readers 
and  keyboard  add-ons  to  the  NCR 
cash  registers;  the  processors;  and 
software.  But  volume  sales  of  the  sys- 
tems should  cut  costs.  Moreover,  "the 
store  receives  good  funds  the  next 
day,  and  the  economics  of  the  system 
appear  to  be  very  good,"  says  Paul 
Close,  director  of  Price  Waterhouse's 
Retail  Automation  Services,  which 
has  analyzed  the  Iowa  setup. 

So  the  retailers  and  banks  benefit  by 
getting  their  hands  on  the  customer's 
float.  But  will  consumers  go  for  debit 
cards  when  they  can  use  a  check  and 
play  the  float  themselves? 

Probably.  If  POS  is  beneficial  to 
bankers,  they  will  price  check  trans- 
actions higher  than  their  debit  card 
counterparts  to  nudge  consumers 
along.  "The  cost  of  processing  one 
check  is  estimated  at  about  50  cents," 
says  Dooley.  "An  electronic  funds 
transfer  costs  about  30  cents."  And 
the  higher  the  volume  in  EFT,  the 
lower  the  per-transaction  cost,  be- 
cause of  the  high  fixed  overhead. 

Of  course,  this  type  of  electronic 
checkout  won't  spread  overnight. 
Dooley  estimates  it  could  be  at  least 
the  late  1980s  before  such  systems 
gain  wide  acceptance,  considering 
that  NCR  is  the  only  show  in  town 
today  and  considering  the  cost  and 
lead  times  involved.  But  Dahl's  Su- 
permarkets President  Hand  is  more 
optimistic:  "One  day  this  is  just  going 
to  explode."  ■ 


By  Christopher  Power 


Iast  April  a  local  construction 
_  company  asked  the  city  of  Min- 
I  neapolis  to  issue  industrial  rev- 
enue bonds  (IRBs)  for  a  high  rise  in  the 
booming  downtown  area.  The  city 
agreed,  but  there  was  a  catch:  Under 
federal  law,  industrial  revenue  bonds, 
which  pay  interest  that  is  tax-exempt, 
are  limited  to  $10  million  per  issue, 
and  this  building  would  cost  more. 


Last  year  Congress  tried  to  limit  tax-exempt 
borrowing  that  finances  private  projects. 
This  year,  perhaps,  it  should  try  harder. 


Alms  for  the 
not-so-poor? 


lected  federal  revenues  at  $3.7  billion 
in  fiscal  1983  and  $4.3  billion  in  1984. 

The  new  tax  law,  of  course,  did  ad- 
dress some  of  the  more  alarming  IRB 
excesses,  like  the  "burger  bonds"  that 
financed  fast-food  chains  and  the  pub- 
licly backed  borrowing  that  helped 
launch  nonindustnal  projects,  such  as 
private  golf  courses,  skating  rinks  and 
massage  parlors.  But  close  the  door 
and  they  come  through  the  windows. 
A  few  examples: 

•  Last  December  the  city  of  Austin 
approved  a  $6  million  IRB  for  a  How- 
ard Johnson  hotel  on  land,  conve- 
niently designated  "blighted,"  next  to 
a  major  highway  entering  the  city. 

•  In  June  a  Norfolk,  Va.  psychiatrist 
won  preliminary  approval  from  the 
local  port  authority  for  a  $2.5  million 
issue  to  buy  a  private  jet  ("for  busi- 
ness," he  says). 

•  Doctors,  lawyers  and  dentists 
nearly  everywhere  are  setting  up  clin- 
ics in  medical  office  buildings  fi- 
nanced by  industrial  revenue  bonds  at 
low  interest  rates. 

Representative  J. J.  Pickle  (D-Tex.) 
is  sponsoring  a  bill  called  the  Industri- 
al Development  Bond  Limitation  Act, 
which  he  thinks  will  control  abuses. 
Its  main  terms:  1)  A  company  that 
receives  an  IRB  must  use  less  favor- 
able depreciation  methods;  2)  no  com- 
pany with  worldwide  capital  expendi- 
tures of  over  $20  million  can  receive  a 
small-issue  IRB;  3)  virtually  no  IRB 
could  be  used  to  buy  land. 

Pickle  has  a  tough  fight  ahead.  Al- 
most everyone  who  has  testified  at 
hearings  on  his  bill  is  violently  op- 
posed. To  listen  to  the  critics  you 
would  think  industrial  revenue  bonds 
were  being  used  to  house  the  poor  and 
rebuild  the  cities  rather  than  to  enrich 
law  firms,  real  estate  developers  and 
tax-shelter  seekers.  ■ 


-I'M  I,./,,.,,,  „„,  „ 

No  problem.  The  construction 
company  simply  sold  parts  of  the  pro- 
posed building  to  five  different  part- 
nerships, including  two  law  firms. 
Then  the  city  gave  preliminary  ap- 
proval for  five  IRBs,  and  presto:  $37 
million  of  tax-exempt  bonds  for  the 
city's  first  IRB-funded  "condominium 
office  building." 

Wait  a  minute.  Didn't  last  year's 
tax  reforms  end  such  abuse  of  public- 
sector  borrowing  powers?  Who's  kid- 
ding whom?  As  long  as  there  are  plen- 
ty of  lawyers,  there  will  be  loopholes 
in  the  laws.  In  1982  nearly  $13  billion 
worth  of  IRBs  were  issued,  and  the 
1983  figure  should  be  as  large.  The 
Treasury  estimates  its  cost  in  uncol- 
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Sometimes  it's  important  to  color  the  truth. 


Did  you  ever  hold  a  printed  picture  close 
enough  to  see  the  colors  break  into  dots? 

Most  color  printing  is  done  with  dots; 
tiny  dots  whose  precise  arrangement  is 
extremely  critical. 

The  3M  Matchprint  system  tells  printers 
the  truth  about  dot  patterns  with  the 
most  accurate  close  up  available  prior  to 
printing.  Corrections  can  be  made,  true 
colors  reproduced  and  costly  extra  proof 
press  runs  reduced.  Color  proofing  costs 
can  be  cut  in  half 


We  answer  the  needs  of  the  graphics 
industry  with  everything  from  photographic 
film  to  printing  plates;  even  a  cost-efficient 
way  to  buy  advertising  in  magazines. 

Listening  to  people's  needs  has  helped 
3M  pioneer  over  400  products  for  the 
communication  arts  field.  We  now  make 
everything  from  lithographer's  tape  and 
overhead  projectors  to  video  recorders. 

And  it  all  began  by  listening. 


3M  hears  you... 


rFor  your  free  3M  Products  and  Capabilities^ 
I  Brochure,  write:  Department  080208/3M,  I 
j  PO.  Box  22002,  Robbinsdale.MN  55422  j 

I  Name   i 


Address. 
City  


.State. 


.Zip. 


Or  call  toll-free:  1-800-33M-HEAR 

|  or  1-800-336-4327. 


S  1983.3M 


3M 
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There  are  more  people  in 
more  places  doing  more  things 
with  Apples  than  with  any 
other  personal  computer  in 
the  world. 

Which  is  saying  a  lot. 

But  we'd  like  to  take  the  time 
to  explain  just  one  of  the  things 
an  Apple"  Personal  Computer 
can  do  for  you,  personally. 

It's  called  personal  word 
processing. 


You  probably  know  "word 
processing"  as  a  secretarial 
function,  a  way  of  efficiently 
churning  out  stacks  of  letter- 
perfect  documents.  But  with 
an  Apple,  its  a  personal  tool 
that  can  dramatically 
improve  not 
just  the 


quantity,  but  also  the  quality  of  you 
own  writing. 

Moving  prose. 

The  Apple's  keyboard  is  similar 
to  a  typewriter's.  So  if  you  have 
touch-typing  skills,  you  can 
apply  them.  And  if  you  don't, 
you'll  find  you  really  don't 
need  them.  Personal  word 
processing  lets  you  use  the 
keyboard  at  your  own 
speed. 

Before  your  words 
ever  appear  on 
paper,  you'll  see 
them  on  the 
video  monitor. 


Iraft 

And  when  you  need  to  make  a 
change,  there's  no  need  to  cross 
things  out.  Or  scribble.  Or  scrawl. 
Or  retype. 

Instead,  a  few  keystrokes  allow 
you  to  dart  instantly  to  any  part 
of  the  document,  to  move  words, 
paragraphs  or  entire  pages, 


storing  your  document  on  a 
"floppy  disk"  to  be  recalled 
later  (it's  smaller  than  a  45  rpm 
record  and  holds  approximately 
48  pages-worth  of  double-spaced 
typing). 

Want  to  update  a  manual? 
Or  send  the  same  basic  letter 
customized  for  several  different 
companies?  Or  insert  new 
names  and  information  in  a 
standard  contract? 

Simply  load  the  document 
from  the  disk  back  into  the 
computer,  make  your  changes 


Dear  nush-for-8rains>  ■ 

After  eianing  your  recent  shipnent  to  us  of  288  dozen  defective 
Hehru  jackets .  I  would  personal )y  like  to  string  you  up  by 
your  tbunbs. 

The  s&iple  we  sent  you  to  copy  happened- to  have  a  snail  cigarette 
bum  in  the  right  sleeve  Oo  you  realize,  flush-for -Brains, 
that  you  sent  us  over  2.888  jackets  with  that  burn  precisely 
duplicated  on  every  single  right  sleeve'  < 

And  who  ever  heard  of  Nehru  jackets  with  lapels? 

It'll  be  cold  day  in  Calcutta.  .Bush-for-Braws,  before  we  pay 
you  one  red  cent 


After  examng  your  recent  sliipnent  to  us  of  288  dozen  defective 
Hehru  jackets,  1  would  personally- like,  to  string  you  up  by 

Cur  thunbs. 
e  SMple  we  sent  you  to  copy  happened  to  have  a  snail  cigarette 
burn  in  the  right  sleeve.  Do.ydu  realize,  Br  Ellis,  that  you 
sent  us  over  2,888  jackets  with  that  burn  precisely  duplicated 
on  every  single  right  sleeve? 

And  who  ever  heard  of  Nehru  jackets  with  lapels? 

[I'll  be  cold  day  in,Calcutta.  Br  Ellis,  before  we  pay  you  one 
red  cent 


w  ^ 


Yoiir  first  draft.  You  may  decide  "Mush-for-Brains " 
is  inappropriate  in  a  business  letter  With  one  simple 
command,  you  can  change  every  occurrence  of 
"Mush-for-Brains"  to  "Mr  Ellis  ' 

erasing  and  replacing  them  in  a 
matter  of  seconds. 

And  when  you  feel  the  text  is 
perfect,  your  Apple — teamed 
with  a  printer— can  put  it  down 
on  paper.  A  lot  faster 
than  any  typist 
could. 


^-^m  Play 
tricks  on 
|^  our 
^■pr  memory* 

Most  business 
people  find  there  are  times 
when  it  really  pays  to  remember 
what  they've  written. 

Word  for  word. 

The  Apple  can  assist  them  in 
one  of  two  ways: 

By  putting  it  on  paper,  which 
can  be  filed  away. 

Or,  more  conveniently,  by 


Call  (800)  538-9696  fur  the  location  of  the  authorized  Apple  dealer  nearest 
In  California  (800)  662»9238.  Or  write  Apple  Computer  Inc.,  Advertising  a 


You  did  that  in  an  instant.  And  it's  just  as  easy  to 
delete  words  and  whole  paragraphs.  As  soon  as  you 
give  the  command,  the  words  realign  themselves 
in  perfect  form. 

and  print  out  a  letter-perfect 
copy  every  time. 

There's  even  a  feature  that 
lets  you  change  or  delete  specific 
words  wherever  they  occur. 
So  every  reference  to  "Smith  vs. 
Jones"  can  be  changed  to 
"Mugwump  vs.  Gretzky,"with 
one  simple  command. 


A  better  choice 
of  words. 

There  are  more  word 
processing  programs  available 
for  Apples  than  for  any  other 
personal  computer. 

Including  our  Apple  Writer 
text-editing  software,  for  both 
the  Apple  II  and  Apple  III. 

We  even  have  a  program  that 
catches  misspelled  words.  And 
another  that  will  keep  the 
names  and  addresses  of  all  your 
customers  at  your  fingertips. 


After  eiamflinn  your  recent  shipnent  to  us  of  288  dozen  Kehru 
jackets,  I  regret  to  infom  you  that  the  entire  lot  was 
found  defective  • 

There-were  snail  burn  holes  in  the  right  sleeve  of  every  jacket 
I 

In  addition,  we  have  never  seen  Nehru  jackets  with  lapels  before 

All  ay  best  wishes  to  your  lovely  wife  and  children. 

Sincerely,  .  " 

Brian  O'Neill 

Dice  President  of  Sjles 


Since  revisions  are  so  easy  with  no  retyping  or 
scrawled  corrections,  you  may  decide  to  do  a  still 
more  diplomatic  rewrite.  There's  even  a  program 
that  will  catch  the  misspelling  of  "examining." 

Apple  also  offers  a  complete 
line  of  printers,  for  everything 
from  rough  drafts  to  finished 
letter-quality.  Some  can  even 
print  on  your  own  letterhead 
or  forms.  And  it's  all  backed 
by  over  1300  authorized  dealers. 

Free  screen  test. 

Word  processing  is  just  one 
of  the  thousands  of  things  an 
Apple  can  help  you  do,  from 
accounting  to  zoology. 

Not  surprising.  There's  more 
software  available  for  Apples 
than  for  any  other  personal 
computer.  So  visit  your  nearest 
authorized  Apple  dealer.  And 
try  your  hand  at  screenwriting. 


cippkz 

ost  personal  computer. 


purchases  rhr 
uperrino,  CA  1 


ii  Accourti  rrogratu. 
Apple  Computer  Inc. 


Suppose  Baldwin-United  hadrit  ventured 
beyond  pianos.  Its  problems  would  be 
gone — except  for  slumping  demand,  for- 
eign competition  and  shifting  markets. 


Mood  indigo 


Piano  warehouse  sale  on  Long  Island,  N.Y. 
Playing  to  an  emptier  house. 


By  Laura  Saunders 

Once  upon  a  time,  D.H.  Bald- 
win was  simply  one  of  the  na- 
tion's largest  piano  makers. 
Like  all  the  leaders  in  the  small  but 
stable  field,  it  had  over  100  years'  ex- 
perience building  a  product  virtually 
unchanged  since  the  early  1900s.  The 
future  looked  so  good  that  in  1969  a 
rising  young  executive  named  Morley 
Thompson  predicted  that  piano  sales 
would  double  by  1980. 

Unfortunately,  he  was  wfong.  Over 
the  past  four  years  the  wholesale  pi- 
ano business,  with  annual  sales  of 
$220  million,  is  off  by  about  30%.  On 
average,  profit  margins  on  piano  sales 
are  still  below  the  1978  level  at  Bald- 
win, Kimball  and  Wurlitzer,  three  of 
the  industry's  top  four  players.  And 
Peter  Perez,  who  once  ran  CBS'  Stein- 
way  &  Sons,  picked  up  the  other,  Aeo- 
lian, at  a  fire-sale  price. 

Being  out  of  tune  with  piano  de- 
mand, however,  was  among  the  least 
of  Morley  Thompson's  errors.  As 
chief  executive  of  a  renamed  Baldwin- 
United,  he  presided  over  a  classic  cor- 
porate disaster.  But  while  Baldwin  is 
wallowing  near  bankruptcy,  the  busi- 
ness that  made  its  rapid  expansion 
possible  faces  major  change. 

The  problem?  Interest  rates,  claim  a 
chorus  of  piano  executives.  And 
they're  right,  up  to  a  point.  "Pianos 
are  a  postponable  purchase,"  says 
James  Birk,  executive  vice  president 
of  the  keyboard  division  at  Kimball, 
"and  piano  makers  got  caught  in  the 
credit  squeeze."  Indeed,  over  70%  of 
new  pianos  are  bought  on  time — one 
reason  piano  manufacturers  have  a 
knack  for  turning  into  finance  compa- 
nies. With  interest  costs  sometimes 
25%  and  cheap  models  selling  for 
$1,300,  however,  customer  enthusi- 
asm was  hardly  high-pitched. 

But  tight  money  is  only  part  of  the 
problem.  What  Thompson  and  others 
failed  to  see  coming  was  a  major 
demographic  shift:  From  1965  to  1975 
the  birth  rate  per  1,000  women 
dropped  from  96  to  66.  Since  most 
pianos  are  bought  for  elementary 
school  .children,  the  effect  of  that 
should  have  been  obvious.  Now,  aus- 
terity budgets  in  many  schools  com- 
pound the  problem.  "Music  is  the  first 
thing  cut,  even  before  gym  and  lan- 
guages," laments  one  executive. 

On  the  home  front,  the  cultural  ca- 
chet of  playing  the  piano  has  dimin- 
ished, too.  "Remember  that  this  gen- 
eration of  parents  grew  up  on  Jimi 
Hendrix,"  says  Judith  Morrison  Lip- 
ton  of  Sound  Arts  Merchandising  Jour- 
nal. No  longer  do  upwardly  mobile 
mothers  automatically  dispatch  the 
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How  to  play  the  market  without 
risking  your  life. 


It  used  to  be  so  easy 
Risk  some  money  in  the  market 
for  growth.  Keep  the  rest  in  the 
bank  and  buy  a  life  insurance 
policy  for  security  Inflation  has 
changed  all  that,  and  a  lot  of 
people  are  risking  that  "security" 
today  just  to  stay  even  with 
the  economy 

There's  another  way 
John  Hancock  Variable  Life.  Unlike  most  other  plans,  John  Hancock 
Variable  Life  lets  you  invest  some  of  your  premiums  in  stocks,  bonds,  or  the 
money  market,  with  the  opportunity  to 
add  to  the  value  of  your  coverage  without 


increasing  your  pre- 
mium.  At  the  same 
time,  it  guarantees 
the  face  amount  of 
the  policy  you  buy, 
no  matter  what. 
Send  us  the  coupon  for  more 
information,  including  a  Prospectus. 
Learn  how  John  Hancock  Variable  Life 
can  help  you  create  a  certain  estate  in  an 
all  too  uncertain  world. 


I  need  to  review 
my  life  insurance  program. 


168 


Please  send  me  more  complete  information  and  a  Prospec- 
tus, including  charges  and  expenses.  I'd  like  to  read  the 
materials  carefully  before  investing  or  forwarding  funds. 

j  I  would  like  to  see  ajohn  Hancock  registered  representative. 


□ 


1  understand  1  am  under  no  obligation.  My  phone 
number  is   . 

I  am  an  insurance  agent  or  broker. 


Name- 


Address. 
City  


State - 


Zip. 


Mail  to:  John  Hancock  Variable  Life  Insurance  Co. 
John  Hancock  Place  T-54,  P.O.  Box  111 
Boston,  Massachusetts  02117 


We  can  help  you  here  and  now.  Not  just  hereafter. 


kids  to  the  blue-haired  lady  down  the 
street  for  piano  lessons.  Sales  of  low- 
end  spinets,  long  one  of  the  U.S.  mak- 
ers' most  popular  models,  have  fallen 
by  over  50%  since  1978. 

Foreign  competitors,  meanwhile, 
focused  on  the  top  of  the  line.  In  the 
1960s  Yamaha,  a  reed  organ  company 
that  moved  into  pianos  long  before 
motorcycles,  started  selling  grand  pi- 
anos here  priced  30%  to  50%  below 
domestic  units.  The  Koreans  weren't 
far  behind,  and  today  U.S.  firms  have 
only  30%  of  the  grand  piano  market. 

That's  why  the  future  for  piano 
makers  is  likely  to  be  out  of  tune, 
despite  lower  interest  rates.  Many  pi- 
ano makers  want  tighter  tariff  protec- 
tion, but  that  isn't  likely  to  help,  giv- 
en their  high  production  costs.  A  good 
piano  has  over  8,000  moving  parts  and 
uses  hard-to-replace  materials  like 
spruce  with  ten  grains  per  inch  and 
specialty  felt  made  with  the  highest 


grade  of  wool  available.  And  the 
threat  of  even  tougher  competition 
now  looms  from  the  Chinese. 

There's  a  technological  question, 
too.  No  one  knows  whether  the  new 
low-cost  keyboards  marketed  by  elec- 
tronics firms  like  Casio — also  Japa- 
nese— will  help  expand  the  piano 
business.  Of  the  industry  leaders, 
only  Yamaha  offers  a  similar  product, 
priced  at  under  $100  and  including 
computer-game-like  features  to  teach 
children  pitch  and  scales.  Baldwin 
and  Kimball,  meanwhile,  have  bor- 
rowed technology  from  their  organ  di- 
visions to  build  small  electronic  key- 
boards that  start  at  around  S500. 

The  question  of  who  will  survive 
best  depends  partly  on  how  well  man- 
ufacturers can  replenish  dealer  ranks. 
The  number  of  retail  outlets  where 
pianos  are  sold  has  fallen  by  over  20% 
since  1978,  with  1,200  dealer  closings 
in  the  past  three  years.  One  technique 


that  could  make  dealers  happier,  how- 
ever, is  for  piano  makers  to  help  them 
develop  better  education  programs. 
Especially  in  smaller  cities,  the  U.S. 
dealers  who  survived  the  recession 
best  were  often  the  ones  with  several 
hundred  music  students,  all  of  whom 
are  potential  customers. 

What  about  Baldwin's  more  imme- 
diate problems?  With  25%  of  the  mar- 
ket, its  piano  division  ranks  with 
Kimball's  as  the  strongest  in  the  in- 
dustry. A  company  spokesman  says 
the  business  is  not  for  sale,  and  no  big 
competitor  could  buy  it  without  anti- 
trust problems.  Industry  observers 
wonder  about  a  spinoff  to  sharehold- 
ers, but  with  the  turbulent  market, 
investors  might  not  be  overwhelmed. 

As  an  old-time  piano  executive 
used  to  say,  the  music  business  can  be 
a  very  good  one,  but  only  for  a  small 
number  of  people.  Don't  be  surprised 
if  that  number  gets  even  smaller.  ■ 


By  sacrificing  5,000-plus  jobs,  Clark 
Equipments  James  Rinehart  hopes  to  save 
10,000  more.  But  are  cutbacks  enough? 

After  the 
cutbacks, 
what? 


By  Martin  Love 

T|  here  is  poetfy  in  the  summer 
landscape  of  southwest  Michi- 
gan and  northern  Indiana.  The 
cornfields  stretch  endlessly,  and  the 
crop  this  year,  even  seared  by  heat  and 
drought,  still  rises  nearly  as  high  as  an 
elephant's  eye.  Less  poetic  is  a  mes- 
sage posted  in  the  University  of  Notre 
Dame's  cathedral  in  South  Bend: 
"Pray  for  work  for  son  after  33  years. 
His  job  at  Clark  is  dispensed  with." 

Joblessness  and  forlorn  hope  are 
common  themes  on  the  cathedral  bul- 
letin board,  only  15  miles  from  Bu- 
chanan, Mich.  There  the  major  em- 
ployer, Clark  Equipment,  has  laid  off 
more  than  one-third  its  worldwide 
work  force  in  the  past  year  and  a  half. 
All  told,  5,400  people  will  lose  their 
jobs  by  year-end.  Many  of  the  out-of- 


work  live  near  the  Michigan-Indiana 
border.  Clark  CEO  James  R.  Rinehart 
says  of  the  huge  cutback:  "It's  a  ques- 
tion of  survival." 

Rinehart  now  is  talking  of  corpo- 
rate survival.  Yet  only  four  years  ago 
the  maker  of  industrial  lift  trucks, 
automated  storage  and  retrieval  sys- 
tems, construction  machinery,  axles 
and  transmissions  was  basking  in 
prosperity.  Sales  for  1979  hit  $1.73 
billion,  and  profits  were  $106  million, 
or  $8.03  a  share.  Things  have  gone 
straight  downhill  since  then.  Last 
year  Clark  dropped  $154  million,  or 
$12.10  a  share. 

Is  this  just  another  dreary  example 
of  the  decline  of  American  heavy  in- 
dustry? In  part,  yes,  but  only  in  part. 
Clark  would  be  in  far  better  shape 
today  had  Rinehart's  predecessors  not 
misread  so  utterly  what  was  happen- 


ing in  the  economy.  Blinded  by  pros- 
perity, they  expanded  and  then  ex- 
panded again. 

Rinehart,  52,  a  graduate  of  Yale  who 
spent  many  years  as  an  executive  ob- 
server of  miscalculation  in  the  auto- 
mobile industry,  came  to  Clark  two 
years  ago  to  try  to  save  it.  He  points 
out  that  in  its  best  year  ever  the  com- 
pany was  operating  at  only  70%  of 
capacity.  During  the  1970s  the  com- 
pany had  put  five  big  new  plants  on 
line,  four  in  the  South  and  one  in 
Europe.  It  was  a  case  of  strategic  plan- 
ning gone  berserk — expansion  based 
on  assumptions  about  the  inherently 
unknowable  future  instead  of  on  the 
precisely  knowable  present. 

Rinehart  has  bought  time  for  the 
besieged  firm  with  layoffs,  hiring 
freezes  and  ruthless  reductions  in  in- 
ventory, which  has  shrunk  to  $323 
million  worth  of  equipment  from 
$567  million  in  the  past  18  months. 

Clark  itself  had  to  shrink,  too.  No 
more  expansion;  on  the  contrary, 
Rinehart  set  aside  reserves  of  $214 
million  pretax  to  finance  plant  con- 
solidation and  capacity  reduction 
aimed  at  permitting  Clark  to  break 
even  with  sales  of  only  $925  million. 
The  break-even  point  had  been  $1,425 
billion.  This  year  Rinehart  is  shutting 
three  of  four  of  Clark's  Michigan 
manufacturing  plants  and  is  shifting 
their  operations  to  plants  in  Kentucky 
and  North  Carolina,  both  nonunion, 
and  Ontario. 

Clark  has  managed  a  modest  profit 
so  far  in  1983,  and  its  debt  burden  has 
greatly  lightened  with  $47  million  in 
new  equity  capital,  which  it  was  able 
to  garner  during  the  then  red-hot  equi- 
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ty  market  early  this  year. 

Rinehart  has  stopped  the  bleeding. 
Analysts  figure  Clark  could  earn  50 
cents  or  even  $1  for  the  full  year.  By 
next  year,  some  analysts  say,  Clark 
could  earn  $3  or  more  a  share.  The 
recessionary  slump  has  ended,  and 
"as  of  midsummer,"  Rinehart  says, 
"orders  for  Clark  equipment  were  up 
18%  across  the  board." 

Yet  the  future  is  a  big  question 
mark.  Clark  must  keep  quality  prod- 
ucts on  the  market  at  attractive  prices 
against  tough  Japanese  competition. 


Clark  CEO  James  R.  Rinehart 
"It's  a  question  of  survival. 


Cost-cutting  is  only  part  of  the  battle: 
Without  healthy  profits,  vital  product 
development  suffers. 

Clark  has  lately  taken  a  competi- 
tive clobbering  in  two  of  its  three  big- 
gest businesses,  materials  handling 
equipment  (mostly  lift  trucks)  and 
construction  machinery.  Relative 
newcomers  to  the  industrial  truck 
(lift)  market,  makers  such  as  Toyota, 
Nissan  and  Komatsu,  have  grabbed 
more  than  20%  of  the  Western  mar- 
ket. Domestic  competitors  have  radi- 
cally shifted  strategies.  Eaton  is  spin- 
ning off  its  lift-truck  business,  Hyster 
produces  three  series  of  lift  trucks  in 


Ireland  (aimed  at  the  low  end  of  the 
market),  and  Caterpillar  is  having  lifts 
manufactured  under  contract  in  Ko- 
rea and  Norway. 

Clark  lost  about  15%  of  its  North 
American  market  share  in  the  last  six 
years,  although  the  company  has  just 
begun  to  win  back  a  bit  of  it.  Clark 
deals  with  much  the  same  competi- 
tive situation  in  construction  and 
other  heavy  machinery,  and  cost-cut- 
ting remains  essential  to  its  survival 
in  many  lines.  In  perhaps  its  strongest 
business,  axles  and  transmissions,  its 
competitors  include  De- 
troit Diesel  Allison  (a  di- 
vision of  GM),  Rockwell 
and  others. 

As  if  all  this  weren't 
bad  enough,  Clark  suf- 
fers from  the  strong  dol- 
lar. This  because  43%  of 
all  of  Clark's  sales  in 
1982  were  foreign — and 
interest  rates  remain 
high. 

Rinehart's  cost-cut- 
ting tactics  having 
worked,  what  is  his 
longer-term  strategy? 
For  growth  Clark  is 
looking  to  services.  Its 
only  truly  winning  busi- 
ness recently  has  been 
its  credit  subsidiary.  De- 
spite high  interest  rates, 
its  operating  income 
rose  by  20.9%,  to  $16.2 
million,  last  year,  and 
income  will  increase 
again  in  1983.  In  Decem- 
ber Clark  acquired 
White  Motor's  credit 
business,  which  raised 
the  non-Clark  portion  of 
the  subsidiary's  ac- 
counts receivable  portfo- 
lio to  29% .  That  portion, 
says  Rinehart,  should  be 
at  50%  by  1985.  "We 
now  have  a  highly  suc- 
cessful finance  com- 
pany, one  of  the  ten  larg- 


est in-house  credit  units  for  industrial 
equipment  makers  in  the  U.S.,"  he 
says.  "And  we  provide  a  number  of 
corporate  services  that  could  become 
part  of  full-fledged  business  units." 

For  example,  the  purchase  and  dis- 
tribution of  parts  out  of  its  centralized 
facility  in  Chicago  intrigues  Rinehart. 
So  do  prospects  in  information  man- 
agement, graphic  arts  and  trucking, 
all  of  which  the  company  dabbles  in 
internally. 

Is  this  an  adequate  strategy  for  long- 
term  survival?  Clark's  shareholders 
and  its  remaining  employees  can  only 
hope  so.  ■ 


THERE  ARE  TIMES 
WHEN  NOTHING 
LESS  THAN  A 
RIDGEWAY 
WILL  DO. 
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Bob  Petersen  built  a  tiny  hot  rod  magazine 
into  a  fortune  on  three  rules:  simplicity, 
simplicity  and  simplicity. 


Know  thy 
reader 


By  Ellen  Paris 


WHEN  THE  ELEVATOR  DOORS 
open  at  the  executive  offices 
of  Los  Angeles'  Petersen  Pub- 
lishing Building,  the  visitor  is  con- 
fronted by  a  polar  bear,  reared  to  its 
full  13-feet  height.  The  beast  is 
mounted,  and  a  framed  sign  notes  it 
was  felled  by  Robert  E.  Petersen  in 
1965  with  a  .44  magnum. 

All  in  all,  not  a  bad  symbol  of  Bob 
Petersen,  a  publisher  who  knows  his 
readers  because  he  shares  their  inter- 
ests. Petersen,  56,  son  of  a  southern 
California  auto  mechanic,  has  built 
his  Petersen  Publishing  Co.  into  a 
hobby-magazine  empire  whose  17 
monthly  titles — -including  such  news- 
stand perennials  as  Hot  Rod,  Hunting, 
Guns  &  Ammo  and  Teen — collectively 
sell  3  million  copies  a  month  and  last 
year  brought  in  $130  million  in  ad 
revenues  and  newsstand  sales. 

Like  the  2.5  million  readers  who 
buy  his  seven  automobile  magazines, 
Petersen  is  a  car  buff  with  an  exten- 
sive collection,  including  a  new 
$118,000  Aston  Martin.  Like  the 
725,000  outdoorsmen  who  buy  limit- 
ing and  Guns  &  Ammo,  Petersen  is  an 
avid  hunter — witness  the  polar  bear. 

To  make  sure  his  editors  also  talk 
with  the  readers,  and  not  down  to  or 
beyond  them,  Petersen  and  Fred 
Waingrow,  Petersen  Publishing's 
president  since  1967,  tend  to  promote 
staffers  who  are  hobby  enthusiasts 
first,  writers  second.  That  keeps  the 
writer-reader  dialog  intimate.  Thus 
does  Motor  Trend's  Editor  Tony  Swan 
write  in  A/7"'s  current  issue  on  "The 
Mendacity  of  Radar"  ("I  see  a  strong 
parallel  between  the  robber  barons  of 
old  and  the  modern  radar  officer"). 
Corny?  Of  course.  But  the  magazine's 
725,000  readers  love  seeing  the  speed- 
trap  cops  put  down. 


Robert  Petersen  of  Petersen  Publishing 
From  hobbies,  an  empire. 

Moreover,  if  a  magazine  proves  suc- 
cessful, Petersen  won't  change  it.  "If 
we  see  one  of  our  magazines  becom- 
ing too  general,"  explains  Waingrow, 
"then,  rather  than  add  pages  and  di- 
lute the  magazine  for  our  hard-core 
readers,  we  start  a  new  magazine." 
That  often  works  out  well.  For  exam- 
ple, some  of  Hot  Rod's  825,000  readers 
lose  interest  in  hot  rods  when  they 
reach  their  mid-30s  and  move  on  to 
sports  and  luxury  cars — the  realm  of 
Motor  Trend,  whose  750,000  circula- 
tion makes  it  the  largest  general  inter- 
est automotive  magazine,  Petersen 
claims.  "We  want  to  make  a  guy  a 
lifetime  reader  of  Petersen  publica- 
tions, not  just  a  reader  of  one  of  our 
magazines,"  he  says. 

Petersen  likes  to  cover  hobbies  that 
become  expensive  addictions.  Car, 
boat  and  gun  buffs  make  good  audi- 
ences because  they  are  forever  buying 
new  gadgets.  Conversely,  Petersen 
shuns  joggers  and  surfers,  figuring 
most  of  their  needs  are  met  once  they 
have  bought  their  shoes  or  boards. 

Nor  does  Petersen  chase  subscrip- 
tions. Sure,  it's  nice  to  get  cash  up 
front.  But  given  his  magazine's  high 


readership  turnover,  maintaining  sub- 
scription lists  gets  expensive.  So  keep 
things  simple:  "For  the  kind  of  maga- 
zine I  publish,"  says  Petersen,  "the 
newsstand  is  king." 

Petersen  has  had  his  mistakes,  to  be 
sure.  Both  CBS  Publications'  Road  & 
Track  and  Ziff-Davis'  Car  &  Driver  are 
ahead  of  Motor  Trend  in  ad  pages  be- 
cause Petersen  underestimated  the 
growing  strength  of  the  import  mar- 
ket early  on.  And  he  overestimated 
the  staying  power  of  the  CB  radio 
craze  by  launching  CB  Life  in  1977. 

But  he  also  cuts  his  losses  fast.  He 
folded  the  CB  magazine  in  ten 
months,  for  a  total  loss  of  just 
$100,000.  In  1975  he  bit  the  bullet  on 
Wheels  Afield,  a  recreational  vehicle 
magazine  started  before  the  gasoline 
shortages  clobbered  the  RV  business. 

A  more  expensive  chapter 
was  closed  in  1978,  when 
Petersen  shut  Inspiration, 
a  mass-market  religious 
magazine  that  broke  all  of 
Petersen's  own  rules.  Pe- 
tersen now  concedes  that 
he  became  too  "emotion- 
ally involved"  with  it. 

Petersen  and  his  wife, 
Margie,  own  every  penny 
of  Petersen  Publishing's 
equity.  Well-informed 
outsiders  guess  that  the 
enterprise  might  be  worth 
$175  million  to  another 
publishing   house.  Over 

  the   years,  nevertheless, 

they  have  rebuffed  would-be  ac- 
quirers. But  because  of  a  family  trage- 
dy, Petersen  Publishing  will  probably 
have  to  be  sold  someday.  Petersen's 
only  two  children  were  killed  in  a 
plane  crash.  Petersen  and  his  wife  still 
find  it  almost  impossible  to  speak 
of  this. 

The  Petersens  have  always  been  in- 
volved in  fundraising  and  charity 
work  and  in  addition  own  the  Peter- 
sen Gallery  in  Beverly  Hills.  Another 
interest  is  Los  Angeles'  renowned 
Scandia  restaurant  which  Petersen 
bought  in  1978,  an  indulgence  to 
which  his  wife  now  attends. 

But,  mostly,  Petersen  thinks  of  new 
titles  to  put  on  the  supermarket  mag- 
azine racks.  Now  that  campers  are 
coming  back,  he  thinks  he  may  re- 
launch that  RV  magazine.  And  he 
may  yet  find  a  place  in  the  crowded 
home  computer  magazine  market, 
and  most  likely  would  test  it  with  a 
one-shot  publication.  "It's  a  very  safe 
way  to  start  a  magazine,"  Petersen 
says.  "If  the  one  shot  is  a  hit,  we  can 
let  it  grow  into  a  magazine.  We  don't 
have  to  risk  a  fortune." 

Pure  Petersen — keep  it  simple.  ■ 
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IF  YOU'RE 

DRIVEN  AWAY 
BY  THIS 


IN  THIS 


It's  no  myth  that  a  diesel  truck 
will  run  for  over  250,000  miles 
before  overhaul,  and  that  a  gallon  of 
diesel  fuel  will  take  you  twice  as  far 
as  a  gallon  of  gasoline. 

In  fact,  a  diesel  is  probably  exactly 
what  your  company  needs.  Except  for 
one  thing:  the  frightening  cost. 

The  initial  price  which  demands 
a  large  downpayment  to  eat  up  your 
cash,  and  a  loan  to  devour  your  line 
of  credit. 

Plus  the  maintenance  cost  which, 
when  you  own  a  truck,  is  impossible 
to  predict.  Which  is  why  you  should 
lease  that  diesel  from  Ryder. 

Not  just  because  you  get  a  tax- 
deductable  fixed  monthly  charge, 


with  no  downpayment. 

And  not  because  a  truck  leased 
from  Ryder  won't  show  up  on  your 
balance  sheet,  except  as  a  footnote, 
which  improves  your  financial  ratios. 

But  because  Ryder  knows  more 
about  running  diesels  than  anyone  in 
the  world. 

With  the  toughest  preventive 
maintenance  system  available,  and 
24-hour  emergency  road  service 
should  anything  happen  that  can't 
be  prevented. 

So  if  your  own  truck  is  driving  you 
mad,  or  the  price  of  owning  a  diesel 
is  driving  you  away,  there's  an  answer. 

Call  your  Ryder  office 
or  mail  this  coupon. 


Leasing  is  the  alternative.  We  can 
prove  it's  the  best.  For  more  information 
mail  to.  Ryder  Truck  Rental,  Inc., 
Don  Estes,  President,  PO.  Box  020816, 
Miami,  Florida  33102-0816. 


Name/Title 


Company  Name 


Type  of  Business 


Address 


City/State/Zip 


L. 


Phone 
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RYDER  TRUCK  LEASING  AND  RENTING 

A  Serx'ice  of  Ryder  System 


Eliminate  mistakes  in  two  easy  steps 


1.  Take  away  your  present  typewriter. 

The  new  Xerox  620  Memorywriter  has  an  aston- 
ishing advantage  over  almost  every  other  typewriter, 
including  the  leading  competitor's:  it  can  eliminate 
mistakes  before  you  make  them. 

Using  the  Memorywriter's  display,  you  can  correct 
errors  in  the  memory  before  they  get  on  paper.  Then 
press  the  "print"  button  and  your  one  and  only  final 
draft  comes  out  letter-perfect. 

If,  after  reading,  you  want  to  change  the  letter  and 
put  in  new  information,  there's  no  need  to  retype  the 
entire  letter.  Simply  make  the  changes  in  the  display 


and  press  the  "print"  button.  Almost  instantly,  your 
new  letter  is  ready. 

The  620  also  lets  you  store  standard  information, 
phrases  you  use  frequently,  even  entire  form  letters  oi 
multi-part  forms,  and  print  them  out  (with  any 
changes  you  want)  at  the  touch  of  the  "print"  button. 

Trie  same  machine  also  offers  you  a  choice  of 
three  different  type  sizes  and  proportional  spacing. 

And  don't  forget,  the  620  is  only  one  of  six  avail- 
able models.  The  610,  the  lowest  priced  Memorywrit 
has  many  of  the  automatic  features  of  the  620  and  al 


XEROX 


Get  a  Xerox  620  Memorywriter. 

its  29%  faster  than  our  leading  competitor's  models, 
trie  or  electronic.  And,  with  its  removable  diskette, 
ypewriter  has  more  memory  than  the  630. 
The  Memorywriter  family  has  a  built-in  guarantee 
nst  obsolescence:  they're  all  upgradeable.  As  your 
is  change,  we  can  add  additional  features  right  in 
r  office. 

For  more  information,  call  800-648-5888,  operator 
,  or  your  local  Xerox  office,  or  mail  in  the  coupon. 
Then  you'll  be  only  two  steps  away  from  eliminat- 
mistakes  forever. 


Xerox  Corp.,  Box  24,  Rochester,  N.Y.  14692. 

□  Please  have  a  sales  representative  contact  me. 

□  I'd  like  to  see  a  Memorywriter  demonstration. 

□  Please  send  me  more  information. 


Name. 


Title. 


Company. 
Address_ 


State. 
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.City. 


Phone. 


152-8-29-81 


XEROX® ,  610, 620  and  630  arc  trademarks  of  XEROX  CORPORATION. 


Lifecare  for  the  elderly  has  become  a 
growth  industry.  Unfortunately,  its  also 
attracting  fast-buck  promoters. 


Trouble  in  the 
elysian  fields 


By  Howard  Rudnitsky 
with  Walecia  Konrad 

In  a  graying  America,  "lifecare" 
is  a  natural.  Sell  your  home  and 
invest,  say,  $65,000  and  an  $850 
monthly  maintenance  fee  in  a  com- 
fortable one-bedroom  apartment, 
with  planned  recreational  activities, 
housekeeping,  medical  care  and,  if 
you  need  it,  long-term  care  available 
for  additional  fees. 

It  makes  so  much  sense  that,  since 
the  1960s  alone,  some  250  lifecare,  or 
"continuing  care,"  facilities  have 
been  built  for  nearly  90,000  middle- 
class  elderly  Americans.  The  success 
of  the  best  of  them,  such  as  Kendal 
Crosslands  in  Pennsylvania  and  Ca- 
thedral Village  in  Philadelphia,  has 
inspired  a  $2.5  billion  (assets)  indus- 
try, growing  at  15%  to  20%  a  year.  In 
the  next  18  to  24  months  alone,  says 
W.G.  Henderson,  head  of  the  Atlanta 
municipal  bond  dealer  and  underwrit- 
er Henderson  Few  &  Co.,  nearly  $1 
billion  worth  of  lifecare  financings 
could  come  to  market. 

But  there  are  problems  in  the  ely- 
sian fields.  The  overwhelming  major- 
ity of  the  at  least  300  continuing  care 
facilities  now  in  existence  are  sound- 
ly financed  and  well  run.  But  by  no 
means  have  all  of  them  been,  especial- 
ly in  recent  years. 

In  Philadelphia,  for  example,  the 
$33  million  Fiddler's  Woods  project 
went  into  receivership  last  June  amid 
a  welter  of  lawsuits,  without  having 
sold  a  single  one  of  its  300  units.  Its 
14'/2%  bonds  were  recently  selling  at 
37'/2  cents  on  the  dollar.  In  nearby 
Bucks  County,  Penna.,  the  $15.3  mil- 
lion Baptist  Estates  facility  is  only 
about  one-third  occupied  21  months 
after  it  was  built,  and  its  8.75%  rev- 
enue bonds  are  in  default. 
At  least  four  or  five  other  projects 


.are  in  trouble,  with  too  few  residents 
to  service  the  interest  on  the  bonds 
much  more  than  another  year  or  so, 
according  to  one  municipal  bond  un- 
derwriter. Another  expert  estimates 
that  even  with  adequate  occupancy, 
at  least  one  in  five  of  all  lifecare  fi- 
nancings may  have  significantly  un- 
derestimated its  long-term  costs. 

Sadly,  when  a  project  gets  into  trou- 
ble, the  project's  sponsor  must  throw 
more  money  into  the  pot  or  else,  of- 
ten, the  elderly  residents  must  pony 
up  more  money  themselves.  Says  one 
municipal  bond  dealer:  "Ultimately, 
it's  the  old  people  who  pay  the 
freight." 

That's  why  an  active  religious  or 
charitable  sponsor  is  always  a  point  in 
the  project's  favor.  In  Pensacola,  Fla. 
the  Azalea  Trace  project,  sponsored 
by  Baptist  Hospital,  is  still  only  half 
full  three  years  after  opening.  But  Bap- 
tist Hospital  stood  behind  it,  putting 
in  another  $4  million  in  capital  and 
bringing  in  an  experienced  manager 
who  signed  up  68  more  residents. 

Unfortunately,  Fiddler's  Woods  and 
Baptist  Estates  had  only  the  appear- 
ance of  such  support.  B'nai  B'rith  was 
listed  on  the  Fiddler's  Woods  prospec- 
tus, but  as  a  "sponsor  of  cultural  and 
heritage  activities."  Nor  was  Baptist 
Estates  directly  sponsored  by  the  Bap- 
tist Church.  The  real  sponsors,  in 
both  cases,  were  promoters,  develop- 
ers and  underwriters.  And  they  are 
hardly  hurting. 

Take  Fiddler's  Woods,  where  Sage 
Development  Corp.  of  Bala  Cynwyd, 
Penna.  generated  at  least  $3  million  in 
fees  and  other  income.  The  under- 
writers, Blyth  Eastman  Paine  Webber 
Inc.  and  Herbert  J.  Sims  &  Co.,  Inc., 
got  $2.1  million  in  fees  for  managing 
the  $33  million  bond  issue. 

The  fees-upfront  crowd  did  all  right 
at  Baptist  Estates,  too.  Marketing, 


consulting,  development  planning,  ar- 
chitectural and  other  fees  came  to  1.3 
million.  Coopers  &  Lybrand  got  a  por- 
tion of  that  for  a  feasibility  study  re- 
porting that  "the  assumptions  and 
data  used  for  the  purposes  of  the  pro- 
jections arc  reasonable  and  appropri- 
ate, and  the  projected  outcome  is 
therefore  reasonable." 

Not  to  be  outdone  were  the  promot- 
ers of  a  $36  million  Atlanta  project, 
Lenbrook  Square.  A  year  and  a  half 
after  the  bonds  were  sold,  only  46  of 
the  270  units  are  occupied,  and  less 
than  half  the  $36  million  raised  went 
into  construction.  Where  did  the 
money  go?  Mostly  for  interest  pay- 
ments and  acquisition  costs.  But  Price 
Waterhouse  and  a  gaggle  of  lawyers 
and  others  got  $984,000  in  fees.  The 
developers/investors,  Lenbrook  Prop- 
erties, Inc.,  received  a  $2  million  de- 
velopment fee.  And  the  underwriter, 
Hereth,  Orr  &  Jones,  Inc.,  took  away  a 
$3.2  million  fee,  or  nearly  9%  of  the 
bond  issue. 

In  fact,  Hereth,  Orr  seems  to  have 
made  continuing  care  something  of  a 
specialty.  The  Atlanta-based  under- 
writer also  handled  the  largest  lifecare 
project  so  far,  the  $53  million  Royal 
Regency  in  Winter  Haven,  Fla.  Ten 
months  after  it  was  financed,  Royal 
Regency  has  sold  only  10%  of  its 
units.  But  Hereth,  Orr  has  its  $4.7 
million  underwriting  fee,  and  the  de- 
veloper, Royal  Care  Communities, 
Ltd.,  has  already  received  $500,000  in 
development  fees  and  will  get  $1.5 
million  more  when  the  project  hits 
95%  occupancy.  Moreover,  the  devel- 
oping company  headed  by  Allen  O. 
Jones  bought  the  460-unit  apartment 
building  that  houses  the  project  for 
$16  million,  and  set  aside  $360,000 
worth  of  apartments  for  its  own  use.  It 
then  sold  the  building  to  Royal  Regen- 
cy for  $16  million. 

In  addition,  Royal  Care  Communi- 
ties claimed  $1.86  million  for  devel- 
opment and  marketing  expenses  be- 
fore the  bonds  were  issued,  and 
wound  up  with  a  $1.2  million  profit 
afterward.  The  partnership's  princi- 
pals? One  is  Finerock  Corp.,  owned  by 
Hereth,  Orr  President  Jack  R.  Hereth. 
Another  is  Jones,  a  former  Hereth,  Orr 
partner. 

That's  not  the  only  such  story  in 
Florida,  a  state  with  a  huge  elderly 
population  and  a  lot  of  eager  promot- 
ers. In  fact,  the  Florida  legislature — 
with  the  support  of  many  concerned 
lifecare  operators  themselves — passed 
a  tough  law  in  July  requiring,  among 
other  things,  contracts  for  50%  pre- 
sale.  Similar  tough  legislation  is  be- 
fore the  state  senate  in  Pennsylvania. 
And  California  has  had  a  strict  law 
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since  1978,  following  the  biggest  life- 
care  fiasco  to  date:  the  1977  bankrupt- 
cy and  5V2-year  reorganization  of  Pa- 
cific Homes.  It  has  cost  the  sponsor- 
ing Methodist  Church,  as  well  as 
bondholders  and  residents,  over  $40 
million  in  loans,  added  resident  fees 
and  lost  interest  payments  on  the  rev- 
enue bonds. 

Even  when  a  project  successfully 
attracts  residents,  actuarial  planning 
and  cost  assumptions  are  often  faulty. 
Lifecare  is,  in  effect,  an  insurance 
policy.  The  investments  of  residents 
who  need  little  medical  care,  or  who 
die  soon,  support  those  who  need  lots 
of  medical  care  or  live  longer.  Accord- 
ing to  an  analysis  of  the  industry  by 
the  Wharton  School,  some  developers 
simply  didn't  understand  this.  They 
conceived  and  financed  projects  on 


in  5%  to  10%  of  these  cases,  they  may 
not  be  able  to  avoid  a  financial  bind." 

The  lifecare  concept  has  been 
around  for  a  long  time.  But  it  really 
took  off  in  the  1960s  as  the  population 
began  aging.  Until  recent  years,  the 
financing  was  generally  through  five- 
to  seven-year  mortgages  from  insur- 
ance companies  or  S&Ls.  When  inter- 
est rates  rose,  that  became  impracti- 
cal, so  the  developers  turned  to  mu- 
nicipal revenue  bonds.  Then  real 
estate  promoters  started  seeing  the 
glimmer  of  gold  in  this  new  field,  just 
when  many  of  their  traditional  mar- 
kets had  dried  up. 

Soon,  investors  were  being  lured  by 
interest-free  coupons  of  up  to  15% 
without  noticing  they  had  little  to  go 
on.  Fitch  Investors  Service,  Inc.  rates  a 
few  lifecare  bonds,  but  Moody's  In- 


Meadows  Retirement  Village. 

How  can  you  spot  a  project  headed 
for  trouble?  Scrutinize  prospectuses 
carefully,  for  a  start.  Any  lifecare  fa- 
cility using  less  than  half  its  financing 
for  construction,  says  David  Berger, 
the  bondholders'  attorney  at  Fiddler's 
Woods,  is  "the  modern-day  equiv- 
alent of  a  Ponzi  scheme." 

"Half  of  the  feasibility  studies  are 
baloney,"  says  a  director  of  a  success- 
ful project.  The  key  to  feasibility  is  a 
substantial  down  payment  by  resi- 
dents— one-third  or  one-half  the  to- 
tal— well  in  advance  of  the  financing. 
Lenbrook  Square,  by  contrast,  re- 
quired only  a  $1,000  deposit  and  had 
only  $74,000  in  the  till  when  the  $36 
million  worth  of  bonds  were  issued  in 
early  1982.  Today  the  developers  also 
have  10%  down  payments  from  145 


Vacant  buildings  at  Fiddler's  Woods  lifecare  project  in  Pennsylvania 
But  the fees-upfront  crowd  did  all  right. 


faulty  assumptions  of  life  expectancy, 
and  even  grossly  underestimated  in- 
flation, and  thus  their  costs. 

That's  why  Jack  Blumenthal,  a 
health  care  accountant  with  Hein  & 
Associates  in  Denver,  estimates  that 
up  to  25%  of  all  lifecare  projects  may 
be  based  on  underestimated  cost  pro- 
jections. That  doesn't  mean  the  proj- 
ect is  headed  for  default,  of  course.  "If 
they  address  the  problem  early 
enough,  most  managements  can  prob- 
ably find  ways  to  raise  funds  and  hold 
down  costs,"  says  Blumenthal.  "But 


vestors  Service  and  Standard  &  Poor's 
do  not,  since  each  project  is  a  startup. 
Too  speculative. 

Promoters  like  the  Reverend  Ken- 
neth Paul  Berg  haven't  helped  the  life- 
care business,  either.  Reverend  Berg, 
head  of  an  outfit  called  Christian  Ser- 
vices International,  Inc.,  was  involved 
with  about  40  projects,  most  of  which 
have  had  serious  financial  problems. 
The  Alabama  attorney  general's  office 
indicted  Berg  on  150  counts  of  fraud 
and  theft  after  trying  to  get  money 
from  residents  to  save  his  failing 


prospective  purchasers.  However, 
some  may  not  be  able  or  willing  to 
pay  the  $100,000  average  entrance 
fee.  And  it  could  take  a  few  years  for 
them  to  move  in. 

It's  an  old  story:  inexperienced 
sponsors,  greedy  promoters.  Lifecare 
is  not  the  only  attractive  concept  ever 
to  be  so  marred,  of  course.  The  same 
thing  happened  with  retirement  com- 
munities and  nursing  homes,  which 
survived.  So  will  lifecare.  But  there 
will  probably  be  more  boulders  in  the 
elysian  fields  before  that  happens.  ■ 


FORBES,  AUGUST  29,  1983 


59 


These  are  exciting  times  for  drug  research- 
ers. More  new  wonders  are  in  the  works 
than  ever  before.  That  doesnt  mean  easy 
riches  for  investors. 


Here's  what's 
hot 


Consider  American  Home  Products 
and  Upjohn,  for  example,  fust  this 
month,  the  FDA's  Arthritis  Advisory 
Committee  will  review  applications 
from  both  companies  to  market  new 
over-the-counter  drugs  that  relieve  ar- 
thritis pain.  The  patent  for  Upjohn's 
dominant  prescription  anti-arthritic, 
Motrin,  expires  in  1985.  That  will 
leave  the  lucrative  anti-arthritic  mar- 
ket wide  open,  and  both  Upjohn  and 
American  Home  could  exploit  it  with 
a  lower-dosage,  nonprescription  drug 
containing  ibuprofen,  Motrin's  active 
ingredient.  Yet  if  the  FDA  also  per- 
mits the  drugmakers  to  recommend 
the  drugs  in  sufficient  frequency  to 
deal  with  severe  arthritis,  the  compe- 
tition changes.  In  the  "high  frequen- 


By  Christine  E.  Miles 


0 


ne  of  Wall  Street's  favorite 
guessing  games  centers  on 
drug  companies:  Who  will 
come  up  with  the  next  blockbuster? 
The  contenders  are  many.  Right  now 
each  of  13  drugs  among  all  those  in 
development  could  rake  in  annual 
sales  of  $200  million  within  the  next 
few  years,  enough  to  improve  their 
makers'  earnings  (see  table). 

"I've  been  in  drug  research  for  over 
20  years,"  says  Dr.  Robert  Hodges, 
Warner-Lambert's  vice  president  for 
medical  affairs,  "and  I've  never  seen  a 
greater  feeling  of  anticipation." 
Merck's  head  of  research,  Dr.  Roy  Va- 
gelos,  agrees.  "The  competition  is 
fantastic,"  he  says,  "but  it's 
very  stimulating." 

It's  not  so  clear  that  big 
money  can  be  made  easily  in 
drug  company  stocks.  The 
stock  market,  for  one  thing, 
may  already  have  discounted 
future  increases  in  drug  com- 
pany earnings.  That  could 
bewilder  naive  investors 
when  their  holdings  decline 
in  value  on  good  news.  Also, 
none  of  the  new  drugs  near 
approval  seems  likely  to  be- 
come as  extraordinarily  suc- 
cessful as  Tagamet  or  have 
the  commercial  potential  of 
Capoten.  "It's  hard  to  have 
many  of  those,"  says  Bob 
Holland,  a  spokesman  for 
SmithKline  Beckman,  maker 
of  Tagamet.  And  then,  as  al- 
ways, there's  the  Food  & 
Drug  Administration.  Its  de- 
cisions could  limit  or  deny 
markets  for  some  promising 
new  drugs.  That  makes  for  a 
lot  of  uncertainty,  and  hence 
risk,  in  the  business. 


cy"  market,  American  Home  Prod- 
ucts' entry,  Advil,  might  suffer.  "It 
will  be  going  up  against  the  safety 
record  and  reputation  of  the  Motrin 
name,"  says  Frederic  Greenberg,  drug 
analyst  for  Goldman,  Sachs. 

If,  on  the  other  hand,  the  new  drugs 
get  limited  to  the  small-dose,  nonpre- 
scription market,  American  Home's 
strength  in  the  consumer  market 
could  discourage  Upjohn  from  trying 
to  compete.  Meanwhile,  to  compli- 
cate the  competitive  situation  fur- 
ther, others  are  already  nibbling  at  the 
minor-pain  market  with  such  drugs  as 
Panadol  and  Ecotrin. 

In  the  market  for  antidiabetic 
drugs,  with  20  million  patients,  of 
whom  5  million  yearly  exhibit  side 
effects  associated  with  the  disease, 
Pfizer  and  AHP  are  squaring  off.  That 
market  is  actually  growing,  by  about 
800,000  new  diabetes  patients  a  year 
in  the  U.S.  Worldwide,  the  potential 
market  for  the  drugs  is  estimated  at 
$1.5  billion.  "It  doesn't  take  a  market- 
ing genius  to  see  these  could  be  major 
products,"  says  Arnold  Snider,  drug 
analyst  at  Kidder,  Peabody. 


Great  expectations 


With  companies  pouring  as  much  as  $300  million 
apiece  a  year  into  R&D,  more  people  are  playing  the 
earnings  projection  game.  Here  are  expected  gains 
over  the  next  five  years,  ranked  by  sales  potential. 


Sales 


potential 

New 

EPS 

%  EPS 

Company 

(millions) 

products 

impact 

growth 

Merck 

$1,460 

27 

$3.94 

70% 

Pfizer 

1,270 

18 

2.92 

69 

SmithKline  Beckman 

920 

22 

2.48 

45 

American  Home  Product 

s  780 

38 

0.86 

24 

Johnson  &  Johnson 

740 

26 

0.74 

30 

Eli  Lilly 

740 

19 

1.55 

29 

Upjohn 

700 

23 

4.69 

112 

Warner-Lambert 

600 

22 

1.08 

53 

Bristol-Myers 

590 

23 

1.36 

26 

Squibb 

520 

7 

1.87 

62 

Syntex 

450 

20 

3.24 

80 

Schering-Plough 

400 

20 

1.48 

44 

GD  Searle 

390 

19 

1.72 

62 

Sterling 

320 

14 

0.67 

31 

Marion  Labs 

280 

8 

4.54 

384 

AH  Robbins 

270 

14 

1.81 

91 

Source 

David  Scik. 

i  with  AG.  Becker 

Pfizer,  at  the  moment,  ap- 
pears to  have  an  edge  with  its 
Sorbinil.  "It's  early,  but  we 
hope  we  have  a  drug  that  will 
slow  down  or  even  reverse 
complications  associated 
with  diabetes,"  says  Pfizer 
President  Gerald  Laubach 
"Although  the  clinical  in- 
vestment has  been  massive, 
we  are  prepared  to  up  the 
ante  because  all  the  science 
_  says  it  should  work."  In  the 
FDA  approval  process,  AHP 
lags  a  bit  behind  Pfizer.  But 
neither  drug  is  likely  to  ap- 
pear on  the  market  before 
1986. 

Expected  breakthroughs  in 
disease  prevention  make  up 
the  glamour  end  of  drug  in- 
vesting. Yet  solid  profit  po- 
tential exists  in  many  new 
drugs  that  are  merely  "new 
and  improved"  versions  of 
older  products.  Among  these, 
and  the  truly  new  entries, 
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here  are  the  ones  to  watch: 

Biispar:  Bristol-Myers  filed  for  ap- 
proval of  this  tranquilizer  in  1982.  It's 
billed  as  nonaddictive  and  nonreac- 
tive  with  alcohol.  Forecasts  put  sales 
around  SI 00  million  as  early  as  1987. 

Etoposide:  Dr.  Stephen  Carter,  a  can- 
cer researcher  for  Bristol-Myers,  calls 
this  the  "most  commercially  impor- 
tant cancer  drug"  to  appear  in  five 
years.  It  complements  Platmol,  B-M's 
bestselling  chemotherapy  drug.  Anti- 
cancer agents  should  ring  up  S650 
million  in  yearly  sales  by  1986. 

Imipenen.  A  superantibiotic  devel- 
oped by  Merck.  In  animals,  at  least, 
versions  of  the  new  antibiotic  work 
10  to  30  times  more  actively  than 
most  conventional  antibiotics  against 
serious  infections. 

Feldene:  Analysts  say  sales  of  this 
arthritis  drug  could  surpass  $450  mil- 
lion by  1985.  Feldene  and  Sorbinil 
point  up  Pfizer's  improved  productiv- 
ity from  the  over  $200  million  a  year 
it  spends  on  R&D. 

Monocid:  SmithKhne's  new  antibi- 
otic requires  once-daily  dosage  and 
can  be  injected  at  home  by  patients. 
Dr.  Thomas  Davis,  the  company's 
vice  president  and  medical  director, 
says  that  means  "savings  to  hospitals 
and  patients  will  be  tremendous." 

Ridaura.  Also  from  SmithKline 
comes  an  arthritis  drug  made  from 
gold.  It  could  become  the  most  signifi- 
cant drug  to  appear  this  year,  since  its 
safety  record  is  outstanding.  In  clini- 
cal trials  around  the  world,  it  stopped 
the  disease  from  progressing  in  some 
patients,  and  had  fewer  side  effects 
than  other  gold-based  drugs. 

Azactam.  Another  superantibiotic, 
Azactam  should  fetch  $200  million  a 
year  for  Squibb  by  the  late  1980s. 
Most  of  Squibb's  growth,  though,  will 
depend  on  expanding  approved  uses 
for  its  two  big  heart  drugs,  Capoten 
and  Corgard. 

Milrinone:  Sterling's  heart  drug  Ino- 
cor  labors  under  FDA  scrutiny.  Mil- 
rinone, a  derivative  of  Inocor,  is  more 
potent,  but  it  may  not  cause  Inocor's 
side  effects.  Investors  should  hope 
that's  the  case.  Says  David  Saks,  an 
A.G.  Becker  analyst:  "There  is  little 
else  in  Sterling's  pipeline  to  make  the 
company's  prospects  more  dynamic." 

Lopid.  It's  a  heart  drug  from  Warner- 
Lambert  that,  in  preliminary  trials, 
appeared  to  reduce  attacks  in  heart 
patients  by  70%.  Clinical  trials  in 
Helsinki  should  end  next  year. 

Pramiracetam.  A  sleeper,  this  is 
Warner-Lambert's  entry  in  geriatrics. 
The  drug  slows  down  the  process  of 
senility,  to  the  benefit  of  memory  and 
learning  ability.  Because  of  popula- 
tion aging,  such  drugs  are  hot.  ■ 
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With  Soybean  Futures 

Profit  minded  investors  will 
find  soybean  futures  a  timely 
and  attractive  vehicle. 

And  you  can  set  your  own 
pace.  Very  conservative 
strategies  can  be  employed, 
as  well  as  the  very 
speculative. 

1st  Step:  Send  for 
our  free  literature. 

2nd  Step:  Call  your 
expert  broker. 


CALL  1-800-621  -4641  (in  Illinois  1-800-572-4217)  OR 
WRITE  FOR  OUR  FREE  LITERATURE  EXPLAINING 
THE  CONCEPT  AND  DEFINING  THE  TERMS. 

MAIL  TO:  Marketing  Manager-Grain  Futures 
Chicago  Board  of  Trade 
LaSalle  at  Jackson,  Chicago,  IL  60604 


NAME 
TITLE 


COMPANY 
ADDRESS 
CITY  


%  Chicago  Board  of  Trade 
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These  days  some  chief  executives  spend  as 
much  time  in  the  plant  as  in  the  board- 
room. That  can  be  smart — or  foolish. 


Where's  the  boss? 
Taking  a  walk 


By  John  A.  Byrne 


VFisitors  to  Apple  Computer's 
'headquarters  are  likely  to  won- 
der why  many  of  the  company's 
employees  are  wearing  large  badges 
labeled  WAM.  Code  name  for  a  new 
computer?  Hardly.  The  initials  stand 
for  Walk  Around  Management  and  re- 
flect Chairman  Steven  Jobs'  effort  to 
preserve  the  entrepreneurial  atmo- 
sphere that  contributed  to  Apple's 
success. 

With  4,500  employees  on  his  pay- 
roll, Jobs  no  longer  knows  everyone 
on  a  first-name  basis.  That's  why  Jobs 
makes  it  a  point  to  wander  around, 
asking  individuals  about  their  work. 
"It's  easy  for  technical 
companies  to  get  hung  up 
on  technology  and  forget 
that  people  make  things 
happen,"  explains  Jay  El- 
liot, the  company's  director 
of  human  resources. 

There's  nothing  new 
about  this.  IBM's  Tom 
Watson  Jr.  and  Hewlett- 
Packard's  William  Hewlett 
are  legendary  for  walking 
plant  floors.  Edward  Carl- 
son, the  retired  chairman  of 
United  Air  Lines  and  an- 
other proponent  of  being 
seen,  calls  the  approach 
"visible  management." 
H-P  terms  it  Management 
By  Wandering  Around. 

With  today's  emphasis 
on   entrepreneurial  skills 
and  Japanese-style  motiva- 
tion, walk-around  manag- 
ers are  more  common  than  ever.  Ob- 
viously, pressing  the  flesh  with  lower- 
level  staffers  can  improve  morale. 
Many  floorwalkers  also  feel  the  prac- 
tice prevents  the  growth  of  burden- 
some layers  of  bureaucracy. 

But  there  mav  be  a  more  important 


reason  for  breaking  the  conventional 
chain  of  command.  "Management 
faces  lots  of  problems  if  executives 
don't  talk  to  and  listen  to  employees," 
says  Jack  Reichert,  chief  executive  of 
Brunswick  Corp.  "You  learn  a  lot 
more  by  getting  out  than  you  ever  do 
by  looking  at  numbers  in  your  office." 

Reichert,  who  recently  broke  off  a 
tour  of  three  Florida  plants  to  play 
volleyball  with  employees,  recalls  a 
meeting  at  a  Wisconsin  plant  where 
an  assembly  worker  complained  that 
it  was  too  cold  in  the  factory  to  do  her 
job.  A  vice  president  of  manufactur- 
ing pooh-poohed  the  remark.  Then 
Reichert  showed  up  for  an  unan- 
nounced plant  tour  with  the  execu- 


".  .  .  and  put  a  new  dyzoid  on  the  frammie.  and  the  iohn  seats  need 
tightening  .  .  .  and  the  canteen  truck  stopped  bringing  morning  crois- 
sants for  our  cappuccino,  and  our  Softball  team  needs  uniforms  and 
scorecards,  and ..." 

tive  in  charge.  "We  got  to  the  area 
near  a  shipping  dock  where  it  was  so 
cold  you  needed  gloves,"  he  recalls.  "I 
said,  'Fix  this  right  now.'  It  cost  us  a 
couple  of  thousand  dollars.  But  all  of  a 
sudden  productivity  went  up,  and  I 
was  believable." 


Similarly,  Motorola  Chairman  Rob- 
ert Calvin  often  sets  aside  a  day  or  a 
series  of  days  outside  of  corporate 
headquarters  to  do  little  more  than 
chat  with  employees.  "The  anecdotes 
range  all  the  way  from  being  tipped  off 
to  a  possible  injustice  to  one  invidi- 
dual  to  a  sense  that  we  may  not  have 
been  adequately  managing  the  alloca- 
tion of  our  resources,"  says  Galvin. 

Other  executives  believe  it  is  so 
important  to  get  out  into  the  field  that 
they  do  so  on  a  scheduled  basis.  Grey- 
hound Chairman  John  Teets  tries  to 
spend  at  least  one  day  each  week  in 
the  field.  Sam  Walton,  Wal-Mart's 
founder  and  chairman,  aims  to  visit 
up  to  a  dozen  stores  weekly. 

Stuart  Buchalter,  CEO  at  California- 
based  Standard  Brands  Paint,  takes 
this  a  step  further.  When  he  considers 
an  acquisition,  he  asks  managers  be- 
low the  executive  level  to  look  at  the 
company  he  is  about  to  buy.  "Before 
we  acquired  a  22-store  chain  last 
year,"  he  explains,  "I  had  store  manag- 
ers and  supervisors  climb  all  over  it. 
Many  of  their  suggestions  were  imple- 
mented immediately,  and  it  made  the 
deal  more  of  a  'we're  doing  it'  than  a 
'they're  doing  it'  proposition." 

Some  experts  even  think  that  chief 
executives  with  high  down-the-ranks 
visibility  avoid  big  surprises  that  may 
cause  financial  crises.  Robert  Water- 
man, a  McKinsey  &  Co.  consultant, 
likens  the  process  to  child  rearing. 
"When  you  don't  pay  attention  to  your 
kids,  they'll  do  outrageous 
things  they  know  they 
ought  to  be  punished  for," 
he  says.  "Being  punished  is 
actually  more  satisfying 
than  not  getting  any  atten- 
tion. What's  more,  if  you 
stay  up  there  in  the  ivory 
tower,  it's  too  easy  for  your 
senior  executives  to  rein- 
force your  own  ideas." 

Walking  around,  like  any 
good  idea,  can  be  carried  to 
extremes.  Continually 
breaking    the  command 
chain  undermines  lower- 
level   managers,    and  no 
chief  executive  can  be  ef- 
fective if  he  bogs  down  in 
detail.  Building  morale  and 
getting   grass-roots  infor- 
mation can  be  useful  man- 
agement tools.  But  they  are 
only  a  small  part  of  being 
the  boss.  At  Apple  Computer,  for  ex- 
ample, Jobs  may  continue  to  wander 
about.  But  you  know  that  the  com- 
pany isn't  paying  President  John  Scul- 
ley,  recently  lured  from  PepsiCo  with 
a  $1  million  sign-up  bonus,  just  to 
chitchat  with  employees.  ■ 
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A  day  in  the  life  of  a  Lanier  EZ-1  work  processor. 


First,  the  EZ-1  types  the 
O '.  j  U  Johnson  proposal .  It  s  sure 
easier  than  my  old  electric. 


Checks  for  spelling  errors 
9:45  with  EZ-Spell.™  Catches 

mistake  in  "miscelaneous." 


Retrieves  current  sales  trends 
1U : 1 J  from  the  computer.  Then  EZ-1 
forecasts  future  trends* 


Sorts  through  thousands 
of  records  with  Data 
Manager.™  Selects 
exactly  what  I  asked  for. 


1:30 


Automatically  organizes 
report  into  a  special 
format.  Designed  it 
myself  with  just  a  few 
key  strokes. 


2:45 
****** 


Computes  figures  easily. 
/  didn 't  have  to  use  my  calculator  once. 


.  Updates  last  months 
4  :U(J  financial  report  with 

EZ-Task™  All  I  do  is  type 
in  this  month  's  figures. 


Prints  out  report  in  less 
4:45  than  30  seconds  a  page. 
Every  one  letter-perfect. 


Stores  everything  on  disc 
5:UU  for  easy  updating.  Good 
work,  EZ-1.  See  you 
tomorrow. 


)1982  Lanier  Business  Products,  Inc. 


Word  processors  basically  type.  Our  work  processor 
does  a  whole  day  s  work.  From  start  to  finish.  It  even 
functions  as  a  small  business  computer  to  handle 
inventory  control,  receivables  and  payables. 

See  what  your  day  could  be  like  with  Lanier's  EZ4 
work  processor. 

Send  us  this  coupon  or  call  for  an  EZ4  trial  in 
your  own  office.  (800)  2414706  except  in  Alaska  and 
Hawaii.  In  Georgia  call  collect  (404)  3214244. 

*EZ -l's  CP/M®  compatible  operating  system  provides  access  to  a  library  of 
software  packages.  CP/M®  is  a  registered  trademark  of  Digital  Research,  Inc. 
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Alifetime  of  investment  opp< 
Total  Financial  Planning  froi 


Life  used  to  be  a  lot  simpler.  You  worked 
hard,  saved  your  money,  got  married,  bought  a 
house  and  some  stock,  put  your  kids  through 
college.  Then  you  turned  to  your  retirement 
nest  egg. . .  and  lived  happily  ever  after. 

Today,  things  are  different.  Inflation,  roller 
coaster  interest  rates  and  taxes  cut  into  the 
very  fabric  of  your  life.  And  nobody  knows 
what  will  happen  next.  How  do  you  cope? 

At  Prudential-Bache  Securities,  we  have 
an  answer.  Total  Financial  Planning. 

When  you're  starting  to  make  it, 
start  a  strategy  to  keep  it . 

We  think  Total 
Financial  Planning 
should  begin  in  the 
first  stages  of  a  promis- 
ing career,  when  you 
have  the  greatest 
potential  and  the 
fewest  obligations. 

A  phone  call  is  all  it  takes  to  get  you  started. 
It  puts  you  together  with  a  Prudential-Bache 
Account  Executive.  The  two  of  you  will  then 
review  your  current  financial  position,  define 
your  objectives,  and  determine  the  most  effec- 
tive way  to  get  you  where  you  want  to  be.  And 
well  stay  with  you,  changing  and  adjusting  your 
program  as  your  needs  and  objectives  change. 

Promise  to  love,  honor... 
and  invest. 

For  many  couples, 
marriage  means  two 
good  incomes. . .  and  a 
§y|  higher  tax  bracket.  Good 
reason  to  establish  a 
sound  financial  base 
early  in  your  marriage. 
A  base  that  would  not 


only  include  a  sensible  budget,  but  a  sensib 
use  of  investment  assets  as  well.  A  Total 
Financial  Planning  program  that  could  inch 
stocks  and  bonds,  options,  and  mutual  fund: 
as  well  as  IRA  or  Keogh  plans. 

Before  you  buy  your  home, 
build  your  foundation. 

These  days,  how 
do  you  even  save 
enough  for  a  down  pay- 
ment on  a  new  home? 
Through  Total  Financial 
Planning  and  your 
Prudential-Bache 
Account  Executive, 
youll  have  access  to  over  one  hundred  financ 
alternatives. 

If  your  goal  is  to  finance  the  purchase  of 
home,  your  strategy  might  include  a  balance 
growth  stocks  and  investments  stressing  safe 
and  liquidity,  such  as  negotiable  certificates 
of  deposit  or  discount  government  bonds. 

Handling  the  high  cost 
of  higher  education. 

How  do  you  tun 
savings  into  enough  i 
tuition,  when  a  colleg 
education  today  can  o 
well  over  $10,000  a 
year  for  each  child? 
.And  who  knows  wha 
may  cost  five  or  ten 
years  from  now?  Now  is  the  time  to  include 
alternatives  in  your  plan  that  let  you  accumi 
late  income  at  lower  tax  rates. . .  such  as  a 
custodial  account  or  a  trust.  You  could  consic 
zero  coupon  bonds,  growth  stock  funds  or 
discount  corporate  bonds  for  these  accounts. 


inity  and  financial  security 
rudential  -Bache  Securities. 


Survival  in 
the  50%  tax  bracket. 

A  key  part  of  your 
Dtal  Financial  Planning ! 
•ogram  will  be  a  tax 
rategy  that  is  designed  | 
let  you  keep  more  of 
)ur  hard  earned 
)llars. 

That's  why,  at 
rudential-Bache,  we  consider  the  tax  aspects 
:  all  your  investments  while  helping  you  de- 
ilop  your  Total  Financial  Plan. 

Working  with  your  Account  Executive  you 
ight,  for  instance,  put  together  a  plan  consist- 
g  of  municipal  bonds,  annuities,  tax  shelters 
id  utility  stocks  that  have  dividend  reinvest- 
ed plans.  Even  gifts  can  work  for  you. 

While  you're  moving  up, 
branch  out. 

There  are  many 
criteria  for  measuring 
success.  One  is  dispos- 
able income.  And  as 
your  disposable  income 
increases,  you'll  want  to 
'  maximize  growth  while 
i  keeping  an  eye  on  risk. 
i  good  time  to  diversify  into  real  estate,  well- 
msidered  research  projects,  private  place- 
lents,  commodities,  or  advanced  options 
rategies. 

A  quest  for  tax-advantaged  capital  gains 
:  this  time  can  be  very  worthwhile. 

The  flexibility  of  Total  Financial  Planning, 
ong  with  the  acumen  of  our  Account  Execu- 
ves,  puts  Prudential-Bache  Securities  in  a 
nique  position  to  build  a  program  tailored  to 
Dur  special  requirements. 


It  works.  Even  after  you 
stopworldng. 

Too  many  of  us 
think  of  retirement 
simply  in  terms  like 
Social  Security,  pension 
plans,  profit  snaring, 
IRA  and  Keogh.  Total 
Financial  Planning  can 
translate  those  concepts 
into  reality,  by  providing  the  income,  and  the 
protection,  you  need. 

For  instance,  you  can  augment  your  Social 
Security  and  pension  plan,  with  minimum 
taxation,  through  zero  coupon  bonds,  tax- 
advantaged  mutual  funds,  corporate  and 
government  bonds,  and  high  yielding  stocks. 


Today  take  the  first  step. 


Begin  the  relationship  that  helps  you  make 
the  right  financial  decisions.  Begin  the  process 
that  can  guide  you  through  a  lifetime  of  invest- 
ment opportunity  and  financial  security. 

Begin  Total  Financial  Planning  now. 

Call  us  at  800-654-5454. 

Day  or  night,  we'll  be  there. 


Prudential-Bache 

Securities 
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What  do  real  estate  and  telecommunica- 
tions have  in  common?  Ask  shopping 
center  magnate  Francesco  Galesi. 


Other  people's 
money 


By  Carol  E.  Curtis 


F|  rancesco  Galesi  dwells  in  a 
luxurious  Fifth  Avenue  duplex 
across  from  the  Metropolitan 
Museum  of  Art.  He  shares  it  with  his 
beautiful,  blonde  and  pregnant  girl 
friend,  Marina.  Weekends?  Galesi  can 
choose  between  his  220-acre  horse 
farm  or  his  400-acre  peninsula,  both 
in  Southampton,  N.Y.,  or  his  1,500- 


acre  plantation  in  Jamaica. 

At  52,  Galesi  has  the  looks  and 
charm  of  a  movie  star.  To  make  the 
picture  complete  he  is  rich,  extrava- 
gantly rich,  to  the  tune  of  perhaps 
$200  million.  In  all,  an  ideal  profile 
for  People  magazine,  and  yet,  surpris- 
ingly, he  has  received  almost  no  at- 
tention from  the  national  media.  Why 
not?  Perhaps  because  he  finances  his 
glittering  life  from  the  most  prosaic  of 


businesses — shopping  centers  and  in- 
dustrial parks  located  in  the  North- 
east. Galesi,  a  native  of  Montclair, 
N.J.,  was  graduated  from  Princeton  in 
1953  with  an  A.B.  in  history.  Not  for 
him  a  salaried  job,  a  slow  climb  up  the 
corporate  bureaucracy.  Galesi  would 
live  by  his  wits.  His  father,  an  Italian 
immigrant,  had  been  a  real  estate 
broker,  so  Galesi  tried  his  hand  at 
land  deals.  His  first  target  was  the  city 
dump  in  Binghamton,  N.Y.  That 
dump,  besides  being  infested  with 
rats  and  gulls,  was  two  minutes  away 
from  downtown. 

He  persuaded  the  city  to  sell  it  to 
him  for  $150,000,  which  he  borrowed, 
then  got  long-term  contracts  from  de- 
partment stores  to  take  space.  On  the 
strength  of  these  contracts,  Galesi 
talked  an  insurance  company  into  fi- 
nancing the  deal. 

"It  was  wonderful  until  all  hell 
broke  loose  with  the  merchants,"  Ga- 
lesi says.  Fearful  of  the  competition 
his  shopping  center  would  bring, 
small  local  stores  ganged  up  and  put 
pressure  on  the  city  not  to  let  him  go 
ahead  with  the  center. 

A  less  determined  promoter  might 
have  backed  away,  but  Galesi,  with  a 
clear  sense  of  how  easy  it  is  to  manip- 


Francesco  Galesi  strolls  with  girl  friend  Marina  on  bis  400-acre  Southampton  peninsula 
All  this,  and  now  satellite  television? 
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THE  CANON 
FASTBACK. 

At  50  copies  a  minute,  the  NP-500 AF  system  simply  gets 
your  paperwork  back,  fast. 
Even  copies  it  in  black  or  brown.     y  ||3P 


Now,  whenever  the  job  is  a  rush,  the  quick 
comeback  is  simple.  Give  the  paperwork  to  the 
Canon  Fastback. 

At  50  copies  a  minute,  the  Canon  NP-500AF 
Fastback  is  more  than  merely  quick.  It's  nimble. 

Takes  the  ups  and  downs  of  paperwork  in 
stride.  Reduces  by  75%  and  64%.  Enlarges 
by  127%  original  size. 

In  fact,  the  NP-500AF's  so  accommodating  it 
make  copies  in  either  black  or  brown  * 

And  talk  about  instant  response.  Just  hand  over 
your  documents  and  the  automatic  document  feeder 
takes  over.  Even  if  the  original  is  up  to  50  pages  long 

You  don't  have  to  adjust  copy  density  either. 
Automatic  exposure  takes  care  of  that. 

What's  more,  an  optional  2,000  sheet  paper 
deck  keeps  the  paperwork  coming  without 
interruption.  And  if  you  need  it  all  collated,  an 
optional  sorter  makes  up  to  15  sets  at  a  time. 

Naturally,  you're  probably  curious  about  how 
far  back  this  Canon  Fastback  is  going  to  set  you. 
Well,  we  suggest  you  check  out  the  price  and  size  of 
anything  that  comes  close. 

We're  sure  you'll  come  back  to  the  Canon 
NP-500AF,  fast. 

You  see,  we  didn't  call  it  The  Fastback  for  nothing 

Interchangeable  developer  units  allow  you  to  change  copy  color  conveniently 


Look  at  the  company  the  Fastback  keeps, They 're  good  and  fast  too. 

Cano;0/300AF. 
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Profiles 


ulatc  the  press,  persuaded  the  local 
media  to  give  him  a  sympathetic  air- 
ing as  it  covered  the  city  council's 
debate  on  the  issue.  "Lo,  there  was  a 
groundswell!"  he  exclaims.  After  four 
months  he  was  granted  the  permit  to 
build.  He  even  claims  that  he  was 
asked  to  run  for  Congress  from  the 
local  district. 

On  that  project  alone,  Galesi  says, 
he  netted  $4  million.  He  went  on  to 
do  20  more  like  it,  before  switching  to 
industrial  parks. 

They  proved  even  more  lucrative.  In 
Albany  Galesi  scored  the  decisive  coup 
that  put  him  in  the  real  big  time.  For  $4 
million  in  mostly  borrowed  money  he 


United  Satellite  Communications 
Inc.,  ■  which  aims  to  operate  the 
world's  first  mass-market  satellite 
broadcast  system  broadcasting  direct- 
ly to  homes;  and  Argo  Communica- 
tions Corp.,  a  satellite-based  long-dis- 
tance telephone  company.  Galesi:  "I 
have  put  aside  everything  and  am  giv- 
ing this  my  full  attention." 

Galesi's  "full  attention"  has  scarce- 
ly been  welcomed  in  the  telecommu- 
nications industry.  Comsat  has  al- 
ready let  Galesi  know  what  it  thinks 
of  United  Satellite's  plan.  Comsat 
claimed  in  the  press  that  the  receiving 
dishes  Galesi  wants  to  put  on  rooftops 
pose  a  threat  to  safety  because  a 
strong  wind  could  tear  the  large  ob- 
jects loose  and  send  them  flying.  It 
claims  that  its  own  system  is  safer 


Galesi  on  his  horse  farm 

The  fastest  ride  is  when  others  pay  the  way. 


bought  7  million  square  feet  of  empty, 
surplus  warehouse  space  that  had  been 
an  old  government  depot  and  con- 
tained 50  miles  of  private  road.  Then  he 
sold  space  for  distribution  facilities  to 
50  blue  chip  companies,  for  a  profit,  he 
says,  of  $80  million. 

Galesi  uses  his  good  looks  and 
strong  personality  to  excellent  avail. 
Without  coming  on  strong,  he  con- 
veys warmth  even  when  he  is  selling 
something.  After  iunching  with  him 
several  times,  a  reporter  gets  the  feel- 
ing that  nothing  could  be  easier  than 
closing  a  $4  million  real  estate  deal. 

And  now  Galesi,  turning  his  back 
on  the  business  that  made  him  rich,  is 
about  to  take  the  plunge  into  a  busi- 
ness as  fashionable  and  stylish  as  he 
is.  He  has  started  two  new  companies: 


because,  using  more  technologically 
advanced  satellites,  it  can  get  by  with 
far  smaller  rooftop  dishes. 

Galesi  makes  his  opposition  to 
Comsat  sound  like  a  crusade  for  the 
public  interest  and  for  the  American 
way;  he  is  nothing  if  not  articulate. 

"It's  appalling,"  Galesi  protests, 
"when  their  real  objection  is  that  we 
can  do  exactly  what  Comsat  is  doing 
for  one-fourth  the  cost."  Comsat  says 
its  system,  relying  on  small  receiving 
dishes  of  a  manageable  size,  will  win 
over  consumers  and  retailers  alike. 
Galesi's  system  would  require  weaker 
satellites  but  larger  receiving  dishes. 
"Whoever  has  the  best  marketing  will 
win,"  says  a  Comsat  spokeswoman. 
"The  small  dish  is  the  key  to  the  mass 
market." 


Regardless  of  what  Comsat  thinks, 
Galesi's  persuasive  powers  have  al- 
ready given  him  a  foothold:  Pruden 
tial  Insurance  Co.  has  agreed  to  back 
him  with  $45  million.  Galesi  claims 
this  is  the  largest  investment  ever 
made  by  a  private  company  in  a  non- 
real-estate  startup  venture.  With  this 
money,  Galesi  hopes  to  beat  Comsat's 
Satellite  Television  Corp.  to  market 
with  direct  broadcasting  by  leasing 
channels  on  relatively  cheap  medi- 
um-powered satellites,  including  the 
one  Sally  Ride  recently  helped  kick 
into  orbit  from  the  space  shuttle. 
Comsat,  by  contrast,  plans  to  put  its 
own  high-powered  satellites  into 
space,  a  much  more  costly  and  time- 
consuming  method,  Galesi  says,  be- 
cause it  uses  technology  so  new  that 
such  high-powered  com- 
mercial satellites  have  yet 
to  be  built. 

Is  Comsat  worried?  It 
has  pushed  up  its  direct 
broadcasting  debut  from 
1986  to  1984,  when,  signif- 
icantly, it  has  options  to 
use  medium-powered  sat- 
ellites on  a  limited  basis. 
Galesi  says  Comsat  has 
also  held  merger  talks 
with  United  Satellite,  but 
he  wants  nothing  to  do 
with  them.  Comsat  says  it 
isn't  interested  in  a  deal 
with  United  Satellite. 

Galesi's  telephone  com- 
pany, Argo,  is  aiming  at 
the  same  long-distance 
business  customers  as  Sat- 
ellite Business  Systems,  a 
joint  venture  of  Comsat, 
IBM  and  Aetna  Life  &  Cas- 
ualty. It,  too,  has  impres- 
sive backing:  The  largest 
partner  is  Centel,  the  na- 
tion's  fifth-biggest  inde- 

  pendent  phone  company. 

He  will  probably  take  Argo  public 
sometime  in  the  next  year. 

It's  not  hard  to  see  why  the  boom- 
ing telecommunications  industry  ap- 
peals to  a  glib  realty  man  like  Galesi. 
At  this  stage,  the  new  industry  offers 
a  wonderful  chance  to  work  with  Oth- 
er People's  Money.  Galesi  has  put  up 
less  than  $3  million  of  his  own  money 
for  about  25%  of  both  telecommuni- 
cations ventures.  Galesi  puts  it  more 
romantically:  "Telecommunications 
is  my  inspiration,"  he  says.  "It  is 
where  the  imagination  and  childish 
fantasies  merge." 

It  also  may  be  one  of  the  few  areas 
in  which  you  can  make  as  much  mon- 
ey in  the  Eighties  as  you  could  with 
real  estate  in  the  Seventies.  Or  so  he 
hopes.  ■ 
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Announcing  the  end  OmegaNet 

of  the  from  Compucorp 

isolated  employee. 


People  have  always  worked  better  when  they 
could  communicate.  So  why  should  they  have  to 
put  up  with  work  stations  that  are  isolated? 

Compucorp  doesn't  think  they  should.  That's 
why  Compucorp  invented  OmegaNet/  It's  a  local 
area  network  that  allows  you  to  connect  your 
information  processing  work  stations  together  in  a 
single  system.  What  goes  in  one  terminal  can 
come  out  another.  Your  work  stations  can  share 
information  from  common  files.  And  they  can 
share  common  resources,  such  as  printers. 

OmegaNet"  can  utilize  Compucorp's  own  Data 
Base  Management  System,  one  of  the  most  sophis- 
ticated software  systems  ever  developed.  You  can 
find  individual  records  in  a  flash  -  even  if  there  are 
tens  of  thousands  of  them.  It  makes  very  complex 
tasks  very  simple  to  achieve.  And  with  our  com- 
munication packages,  you  can  connect  your  work 
stations  to  most  brands  of  main  frame  computers. 

Compucorp's  745  diskless  work  station  -  specifi- 
cally designed  for  OmegaNet  "  -  is  less  costly  than 
many  other  work  stations.  And  all  Compucorp 


information  processors  can  operate  as  part  of 
OmegaNet? 

Compucorp  was  rated  Number  One  in  the 
National  Datapro  survey  of  word  processor  users 
in  both  1981  and  1982.  Now  the  people  at 
Compucorp  have  applied  their  award-winning 
technology  to  their  network.  For  more  informa- 
tion about  OmegaNet®  send  in  the  coupon  today. 


In  California 

1-800-556-1234  1-800-441-2345 

Ext.  28  Ext.  28 

Compucorp 

2211  Michigan  Avenue,  Santa  Monica,  California  90404 

I — |  Please  have  a  Compucorp  Representative  , — >  Please  send  me  more 
I  I  call  me  to  discuss  OmegaNet  1 — I  information 

name 
title 

company  name 
street  address 

I    city  state 


The  Up  &  Comers 


So  far,  Dick  Streller's  Hogan  Systems  has 
done  everything  the  right  way.  But  is  the 
company  too  hot  to  stay  hot? 


Software's 
solid  citizen 


An  even  lower  price  and  multiple 
for  starters.  Despite  analytical  rules  of 
thumb,  runaway  bull  markets  still 
tend  toward  overpricing.  Neverthe- 
less, analysts  say,  when  the  inevitable 
correction  occurs,  if  it  hasn't  already, 
Hogan  is  bound  to  look  good.  "Its 
shares  will  fall  less  than  the  others," 
predicts  Eralp. 

Of  one  thing  there  is  little  doubt: 
Hogan's  greatest  long-term  strength 
lies  in  its  product,  which  is  well 
matched  to  its  market.  Historically, 
big  banks  have  built  and  maintained 
their  own  computer  systems.  But  de- 
regulation, permitting  new  computer- 
based  services,  and  the  rapid  advance 


By  Thomas  0  Donnell 


T|  HE  DARK  WOOD  WALLS,  inch- 
thick  carpets  and  cathedral-like 
quiet  in  Hogan  Systems  Inc.'s 
corporate  offices  in  North  Dallas 
make  the  company  look  more  like  a 
Big  Eight  accounting  firm  than  the 
maker  of  computer  software  that  it  is. 
"The  look  is  intentional,"  says  Presi- 
dent Richard  Streller.  "Our  customers 
are  the  biggest  banks  and  thrifts  in  the 
country.  We  can't  afford  to  look  like  a 
bunch  of  guys  working  out  of  a  garage 
in  Silicon  Valley." 

The  right  image  and  the  right  prod- 
uct have  made  Hogan  one  of  the  hot- 
test stocks  in  a  hot  mar- 
ket. Since  Hogan  went 
public  in  December  at  21, 
its  shares  have  shot  up  to 
the  low  40s.  Even  at  that, 
the  analysts  say,  the 
shares  are  not  overpriced. 
The  reasoning:  Earnings 
this  year  are  expected  to 
reach  $1.10  a  share,  for  a 
price/earnings  multiple  of 
39,  while  earnings  are  in- 
creasing by  43%  a  year. 
When  the  rate  of  earnings 
growth  exceeds  the  multi- 
ple, the  analysts  say,  you 
have  an  undervalued 
stock.  Other  computer 
software  companies,  by 
contrast,  are  selling  at 
multiples  that  equal  or  ex- 
ceed their  growth  rates. 
"Hogan  has  no  real  com- 
petition, its  management 
is  talented  and  its  product 
is  top-flight,"  says  analyst 
Osman  Eralp  of  Pruden- 
tial-Bache.  "What  more 
could  you  ask  for?" 
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Hogan  Systems  President  Richard  Streller 

"Changing  technology  alone  will  keep  us  in  business." 


of  technology  have  overwhelmed 
bankers.  Now  they're  looking  outside 
for  new  systems  and  systems  design- 
ers. And  Hogan  offers  them  an  off-the- 
shelf  system  that  can  be  easily  adapt- 
ed for  individual  bank  requirements, 
sometimes  at  less  than  half  what  it 
would  cost  a  bank  to  install  a  similar 
system  on  its  own. 

Hogan's  lead  in  banking  software 
has  grown  out  of  its  Umbrella,  essen- 
tially a  facility  that  permits  extensive 
changes  in  programming  without 
much  tinkering  with  hardware.  Ho- 
gan's software  includes  a  program  for 
processing  deposits,  from  simple  cash 
transactions  to  the  opening  of  individ- 
ual retirement  accounts;  a  loan  pro- 
gram that  handles  both  commercial 
and  consumer  as  well  as  mortgage 
lending;  and  a  program  that  runs  elec- 
tronic tellers.  Yet  another  Hogan  pro- 
gram searches  the  nooks  and  corners 
of  bank  records  to  compile  a  complete 
history  of  each  customer's  relation- 
ships with  the  bank.  That  helps  bank- 
ers target  prospects  for  new  banking 
services. 

About  85  banks  and  other  financial 
institutions  have  bought  some  220 
Hogan  systems,  at  a  cost  that  usually 
ranges  from  $100,000  to  $350,000 
each.  Hogan  most  wants  to  sell  its 
complete  five-part  package,  running 
around  $1.6  million.  Only  25%  of  its 
customers  have  bought  the  whole 
package,  but  many  others  are  testing 
one  or  two  systems  to  help  them  de- 
cide whether  to  spring  for  the  rest. 
Hogan  is  selling  mainly  to  the  institu- 
tions that,  with  assets  of 
$750  million  or  more,  can 
afford  the  package.  That 
means  about  400  poten- 
tial customers  in  the  U.S. 
Having  already  sold  at 
least  one  system  to  al- 
most one-fourth  of  its 
prospects,  Hogan  might 
appear  to  run  the  risk  of 
saturating  its  market.  But 
look  again  at  the  market. 
Deregulation  is  encourag- 
ing small  and  medium - 
size  banks  and  thrifts  to 
merge  to  form  big  ones,  as 
well  as  to  offer  new  ser- 
vices, so  the  market  is  ac- 
tually growing. 

Hogan  is  moving 
abroad,  too.  It  already  ser- 
vices the  two  largest  Aus- 
tralian banks  and  has  just 
opened  a  London  office.  In 
all,  there  are  nearly  400 
foreign  financial  institu- 
tions with  $750  million  or 
more  in  assets. 

Hogan  has  grown  fast 
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ever  since  Bernie  Hogan,  an  ex-banker 
and  born  entrepreneur,  founded  it  in 
1977.  Hogan  got  out  of  his  company 
in  mid- 1981,  just  as  it  reported  a  prof- 
it. It  lost  $558,000  in  1980,  but  in 
1981  it  finally  posted  earnings  of 
$601,000.  "One  of  Bernie's  most  im- 
portant contributions  to  Hogan  Sys- 
tems was  the  hiring  of  Dick  Streller," 
an  analyst  says. 

President  and  chief  executive  offi- 
cer since  early  1982,  Streller  is  a  quiet 
and  intense  detail  man,  an  accountant 
who  looks  and  acts  like  one,  in  con- 
trast to  the  outgoing  Hogan.  Streller 
took  over  at  just  the  right  time  to 
impress  bankers  with  his  solid-citi- 
zen, conservative  demeanor.  Yet  the 
pressures  of  managing  fast  growth  are 
taking  their  toll.  "I  have  a  nervous 
stomach,"  Streller  says,  as  he  chain- 
smokes filter  cigarettes,  "and  I  don't 
like  doing  business  over  meals." 

Streller  wasn't  always  bankerish. 
He  says  he  left  college  in  1951,  during 
the  Korean  War.  He  joined  the  Army 
and  was  given  the  choice  of  becoming 
a  military  policeman,  a  potato  peeler 
or  a  programmer  for  the  Army's  early 
electronic  data  processing  systems.  "I 
didn't  know  what  that  job  was,  but  I 
knew  what  the  other  two  were,  so  I 
decided  to  become  a  programmer,"  he 
says.  Streller's  tour  matured  him. 
Afterward,  he  returned  to  college, 
married,  pulled  top  grades  and  got  a 
degree  in  accounting,  specializing  in 
computers. 

Streller  is  consistently  upbeat  on 
Hogan's  prospects.  Yet  risks  remain. 
If  the  trend  toward  mergers  of  finan- 
cial institutions  sputters  out,  for  ex- 
ample, Hogan's  market  loses  some  of 
its  growth  potential.  And  while  Ho- 
gan is  also  betting  that  such  "near 
banks"  as  Sears,  Roebuck  and  Merrill 
Lynch  eventually  will  become  cus- 
tomers for  its  supersystem,  nobody 
can  be  certain  that  they  will.  Streller 
dismisses  the  uncertainties.  "Chang- 
ing technology  alone  will  keep  us  in 
business,"  he  says.  "And  don't  forget, 
we  have  no  direct  competition."  Yet  a 
serious  potential  competitor,  Ana- 
comp,  Inc.,  in  Indianapolis,  is  expect- 
ed to  be  ready  in  a  matter  of  weeks  to 
deliver  its  own  highly  regarded  bank- 
ing system. 

If  Hogan  does  run  into  trouble,  the 
company  at  least  seems  likely  to 
react  fast.  No  sooner  did  it  miss  a  few 
sales  last  year  because  its  five-man 
sales  staff  was  overburdened  than  it 
expanded  the  staff,  which  now  num- 
bers 14.  When  its  customer  services 
operation  began  running  up  losses 
because  representatives  were  spend- 
ing time  training  new  people,  that 
operation  was  quickly  expanded  to  50 


staffers  from  35.  Under  Streller,  Ho- 
gan has  been  aggressive  as  well  as 
fast.  The  company  is  reinvesting 
more  than  20%  of  its  revenues  in  re- 
search and  development  each  year — a 
real  sign  of  management  boldness  for 
a  company  that  earned  just  $3.7  mil- 
lion on  $17.1  million  in  total  revenue 
during  fiscal  1983. 


In  a  business  where  high  turnover  is 
endemic,  Hogan  has  kept  its  best  em- 
ployees. "We've  lost  no  one  we  didn't 
want  to  lose,"  Streller  says.  So  far,  it 
seems,  Hogan  has  done  all  the  right 
things  and  in  the  right  way.  That 
doesn't  guarantee  long-term  success. 
But  if  the  future  consists  of  probabil- 
ities, it  sure  gives  you  an  edge. 


"Drawn  and  quartered" 

If  i  had  looked  at  the  Cellu-Craft 
situation  more  thoroughly,  I  don't 
know  that  I  would  have  bought 
into  it,"  says  70-year-old  Selig  Bur- 
rows reflectively. 

That's  putting  it  mildly.  Little 
Cellu-Craft  Inc.,  with  sales  of  $46 
million,  may  sport  a  30% -plus  return 
on  equity  these  days  with  virtually  no 
debt  and  a  per-share  earnings  growth 
rate  of  23%  in  recent  years,  but  it  is 
nonetheless  true  that  Bur- 
rows very  nearly  lost  his 
shirt  on  that  investment  in 
the  beginning.  You  might  say 
that  the  little  company,  a 
maker  of  flexible  packaging 
for  the  food  and  soft  drink 
industries,  had  been  milked 
by  the  prior  owners. 

"Milked?"  Burrows  re- 
peats, an  amused  twinkle  in 
his  eye.  "Drawn  and  quar- 
tered would  be  more  like  it. 
They  told  me  they  would 
lose  about  $1.5  million  on 
sales  of  $20  million  for  fiscal 
1972.  The  loss  turned  out  to 
be  $5.5  million.  They  owed 
the  banks  $6.5  million,  in- 
cluding the  $4  million  they'd 
borrowed  to  buy  my  little 
linen  service  company.  Their 
accounts  payable  were  so 
shaky  they  had  trouble  get- 
ting materials  from  their 
suppliers.  It  needed  a  lot  of 
cleaning  up." 

So  why  did  Burrows  turn 
right  around  and  invest 
$150,000  in  Cellu-Craft  and  take  over 
as  CEO?  "Well,  you  see,  I  really  just 
wanted  a  tax  shelter  for  my  linen  ser- 
vice company,"  he  replies.  "I  hadn't 
looked  at  it  carefully  enough  to  real- 
ize they  were  in  a  very,  very  bad  way 
cashwise." 

Now  Selig  Burrows,  a  lawyer  who 
says  he  made  most  of  his  money  in 
real  estate,  looks  far  too  prosperous  to 
be  taken  so  easily.  That  mint-condi- 
tion Thirties  Bentley  with  the  Florida 
plates  parked  at  the  Cellu-Craft  fac- 
tory gate  in  New  Hyde  Park,  N.Y.  is 
his — the  one  parked  next  to  the  com- 
pany-owned limousine.  Burrows  is 


of  flair,  as  one  would  expect  of  the 
brother  of  Abe  Burrows,  coauthor  of 
such  Broadway  hits  as  Guys  and  Dolls 
and  How  to  Succeed  in  Business  Without 
Really  Trying,  and  he  speaks  proudly  of 
his  homes  in  Palm  Beach  and  just 
outside  Locust  Valley,  N.Y.,  his  "very 
substantial  collection  of  modern  art," 
his  "very  important  collection  of  an- 
tique delft"  and  his  charities. 
But  successful  as  he  may  have  been 


Burrou  s  (right)  and  Westennatt  of  Cellu-Craft 
"1  really  just  wanted  a  tax  shelter." 


immaculately  tailored,  with  a  touch 


in  some  business  ventures,  Burrows 
admits  he  outfoxed  himself  when  he 
bought  control  of  Cellu-Craft.  His 
new  "tax  shelter"  was  bankrupt  in  all 
but  name.  Or,  as  he  puts  it:  "This 
company  was  like  a  sickly,  dying 
child  who  was  really  on  the  verge  of 
passing  out  of  the  picture."  Indeed,  for 
the  next  three  years  the  old  Cellu- 
Craft  operations  showed  a  negative 
net  worth.  It  was  an  embarrassing  sit- 
uation that  became  downright  annoy- 
ing when  he  drove  into  the  parking  lot 
one  day  and  found  a  beautiful  new 
Mercedes  there.  "I  asked  the  presi- 
dent whose  car  it  was,  and  he  told  me 
he  used  it  himself,  but  that  it  be- 


FORBES,  AUGUST  29,  1983 


71 


Rockwell  International  know-how: 
It  goes  into  components  used  by 
every  major  car  and  truck  manufacturer. 
It's  in  everything  we  do. 

Every  major  U.S.  manufacturer  of  passenger  cars  passenger  cars, 
id  trucks  relies  on  the  technically  advanced,  cost-  Only  a  company  with  the  know-how  to  combine 

rective  components  of  Rockwell  International—  technology  with  outstanding  engineering  and 

erything  from  axles,  brakes  and  drivelines  for  management  skills  can  successfully  meet  the  unprece- 

:avy-duty  trucks  to  coil  springs  and  sunroofs  for  dented  challenges  of  the  increasingly  competitive 


world  automotive  market.  That  know-how  goes  into 
our  automotive  business  and  into  everything  we  do 
at  Rockwell. 

In  aerospace:  where  we  are  building  the 
NAVSTAR  satellites  and  are  helping  develop 
precision  navigation  receivers  for  the  Department  of 
Defense's  Global  Positioning  System. 

In  electronics:  where  we  are  a  major  supplier  of 
digital  and  analog  microwave  systems  to  the  tele- 
communications industry.  In  our  semi-conductor 
business,  we  are  the  world's  largest  supplier  of 
high-speed  integral  modems  that  transmit  digital 
information  over  telephone  lines. 

In  general  industries:  where  we're  using  elec- 


tronics and  computer-based  controls  to  improve  the 
performance  of  basic  industrial  machinery  such  as 
drill  presses,  air-tools  and  sewing  machines  to  ensur 
high  quality  and  improved  productivity  for  the  wood 
working,  automotive  assembly  and  apparel  industries 

We're  a  $7.4  billion  company  where  science 
gets  down  to  business  in  four  diverse  areas.  And  tha 
diversity  has  helped  us  achieve  seven  consecutive 
years  of  record  earnings  and  impressive  growth. 

If  you  are  interested  in  any  of  the  products 
of  Rockwell  International  or  want  to  learn 
more  about  us,  write:  Rockwell  International, 
Department  815R-28,  600  Grant  Street, 
Pittsburgh,  Pennsylvania  15219. 


longed  to  the  company.  'You  told  me 
to  get  transportation,'  he  said.  On  top 
of  that,  I  found  this  big  goddamn  boat 
parked  outside  one  day  that  he  said 
was  just  there  temporarily.  I  mean 
everything  about  this  guy  was  wiong. 
So  I  told  him  to  meet  me  at  7  a.m.  in 
the  Edwardian  Room  of  the  Plaza  one 
day,  and  in  between  my  grapefruit  and 
my  cottage  cheese  I  asked  for  his  res- 
ignation." That  was  the  sixth  presi- 
dent Cellu-Craft  had  had  in  just  18 
months. 

For  the  next  five  years  Burrows 
fought  to  keep  the  company  alive.  He 
bought  time  from  lending  banks  on 
the  strength  of  the  linen  service  com- 
pany's steady  cash  flow.  "It  wasn't  the 
money,  it  was  the  principle  of  the 
thing,"  says  Burrows.  "I  have  never 
been  involved  in  a  business  failure  of 
any  kind,  and  I  wasn't  about  to  start." 
A  year  later  an  old  hand  named  Bill 
Westerman  returned  to  the  company 
after  a  stint  with  General  Tire.  Wes- 
terman's  help  as  operations  chief 
proved  invaluable. 

Together  Burrows  and  Westerman 
thrashed  out  a  business  strategy  for 
Cellu-Craft.  The  company  "had 
something  like  600  customers,"  Bur- 
rows says,  "most  of  whom  were  too 
small"  to  produce  profit  for  Cellu- 
Craft.  Westerman  adds  that  Cellu- 
Craft  was  trying  to  become  "an  Amer- 
ican Can,  a  diversified  packaging 
company,  through  acquisitions.  The 
concept  was  excellent,  but  the  execu- 
tion was  lacking." 

"Because  after  they  acquired  these 
little  companies,  the  old  management 
just  left,"  Burrows  puts  in. 

"Right,  so  we  concentrated  on  our 
strengths,  the  areas  where  we  have 
good  market  penetration  and  where 
the  product  has  the  most  value  added, 
so  we're  not  being  undercut  by  small- 
er competitors  all  the  time,"  Wester- 
man goes  on.  "Those  markets  are  ba- 
sically cheese,  snack  and  confection- 
ery packaging  and  labels  for  plastic 
soft-drink  bottles,  where  we  are  the 
market  leader." 

That  meant  getting  rid  of  things 
like  a  bag  company.  "I  don't  want  to 
be  in  that  business,"  says  Burrows  in 
somewhat  theatrical  and  imperious 
tones.  "Anybody  with  a  garage  and  a 
few  bucks  to  buy  a  machine  can  get 
into  it." 

Burrows  and  Westerman  have  con- 
centrated their  sales  effort  on  the  50 
largest  U.S.  food  companies,  which 
they  believe  will  control  over  90%  of 
food  sales  in  the  U.S.  by  1990.  "We 
won't  take  a  customer  unless  he's  got 
the  potential  of  giving  us  at  least 
$100,000  worth  of  business  a  year," 
says  Westerman.  "It's  been  our  expe- 


rience that  the  larger  companies  don't 
buy  pn  price  alone,  which  smaller 
companies  tend  to  do." 

As  small  a  factor  as  it  is  in  the  $5 
billion  flexible  packaging  industry, 
Cellu-Craft  has  to  walk  a  fine  line 
between  the  high-volume  commodity 
business,  where  it  would  be  murdered 
by  the  greater  economics  of  scale  of 
the  big  boys,  and  the  job-shop,  low- 
volume,  easy-to-manufacture  end  of 
the  business,  where  it  can  be  under- 
cut, too.  That  means  focusing  on  rela- 
tively hard  to  make  products  such  as 
labels  for  plastic  soft-drink  bottles. 
Such  labels  are  laminates  of  several 
materials  with  complex  graphics. 

So  how  does  Cellu-Craft  manage  to 
achieve  a  better  than  30%  return  on 
equity  with  no  debt  and  a  23%  per 
share  earnings  growth  rate  in  so  com- 
petitive, and  generally  not  very  profit- 
able, a  business?  Simple.  Burrows 
spun  off  the  narrow-margined  linen 
supply  business  that  had  kept  the 
company  alive  and  bought  in  26%  of 
Cellu-Craft's  stock,  shrinking  equity 
by  $4  million.  Rising  earnings  on  a  far 
smaller  chunk  of  equity  equals  sharp- 


ly improved  return  on  equity  figures. 
"The  profitability  is  not  that  great  in 
this  business.  The  industry  return  on 
sales,  pretax,  is  about  5'/2%,  and  ours 
is  about  8'/2%,"  Burrows  says.  Wester- 
man adds,  "Ours  is  better  than  most 
because  we  watch  our  overhead.  Our 
sales  per  employee  are  about  double 
the  industry  average,  for  example.  We 
keep  our  plants  at  the  size  where  one 
man  can  run  them.  And  the  growth 
comes  from  sticking  with  the  larger 
customers  and  tying  our  wagon  to 
their  star." 

"This  little  company  very  easily 
could  increase  its  volume  another 
40%  to  50%  without  adding  very 
much  to  our  present  facilities  either 
personnel-wise  or  equipment-wise," 
Burrows  says. 

Today  Selig  Burrows  and  his  family 
own  a  stake  in  Cellu-Craft  that  is 
worth  about  $16  million.  Was  it 
worth  1 1  years  of  hard  labor?  "Oh,  I 
probably  would  have  been  better  off  if 
I'd  just  pocketed  the  $4  million  and 
gone  about  my  business,"  Burrows 
says.  "But  I  wouldn't  have  had  as 
much  fun." — Geoffrey  Smith 


If  at  first  you  don't  succeed  . . . 


T|alk  about  specialization:  Sym- 
bol Technologies,  Inc.  on  New 
York's  Long  Island  deals  solely 
in  the  business  of  bar  codes.  Those  are 
the  black  lines  of  varying  widths  on 
consumer  products  that  optical  scan- 
ners read  to  determine  price  and  ad- 
just inventory.  Given  the  growth  in 
bar  coding,  it  would  seem  a  great  busi- 
ness to  be  in.  Not  for  Symbol,  it 
wasn't.  The  company  started  ten 
years  ago  as  a  consulting  firm.  It  put 
its  bet  on  a  machine  that  permits 
manufacturers  of  bar-coded  products 
to  test  the  codes,  to  ensure  that  they 
scan  before  being  printed  on  packages. 
It  was  a  tiny  market  and  unprofitable. 
Symbol  also  tried  making  stationary 
scanners,  but  the  market  was  domi- 
nated by  relative  giants,  such  as  Spec- 
tra-Physics. 

In  the  past  five  years  Symbol 
dropped  $3.5  million,  and  Jerome 
Swartz,  the  43-year-old  electrical  en- 
gineer who  cofounded  the  firm,  had  to 
make  a  decision:  to  return  to  consult- 
ing— as  his  partner  wished — or  try  to 
develop  a  profitable  new  product,  a 
riskier  course.  Swartz  decided  to  take 
a  risk.  His  partner  was  bought  out. 

"The  bar-code  systems  are  wonder- 
ful," he  says.  "But  there  is  one  prob- 
lem. They  are  stationary.  You  have  to 
bring  the  product  to  the  scanner.  The 
scanners  themselves  also  are  big, 
bulky  things.  It's  fine  if  you  have  a  lot 
of  room,  as  in  a  supermarket,  but  it 


can't  be  used  at  a  7-Eleven  or  in  most 
department  stores." 

So  Swartz  set  about  making  a  1- 
pound  portable  scanner  that  can  trav- 
el to  the  product.  "It  is  for  use  in 
inventory  in  the  broadest  sense,  not 
only  in  supermarkets  but  department 
and  specialty  stores,"  Swartz  says. 
"Our  market  is  10  times  larger  than 
supermarkets."  The  device  has  uses 
outside  retailing.  For  example,  it  is 
being  tested  by  Detroit  automakers. 
Not  only  can  the  device  ensure  that  a 
No.  4  screw  goes  into  a  No.  4  hole,  but 
by  keeping  a  running  inventory  it  lim- 
its the  number  of  screws  that  need  to 
be  warehoused. 

"This  one  will  do  it  for  us,"  says 
Swartz,  holding  the  portable  scanner 
like  a  proud  father  holds  a  baby.  "It 
has  glamour  and  sex  appeal.  It  will 
create  a  whole  new  ball  game." 

The  customers  aren't  arguing,  ei- 
ther. Symbol  had  a  backlog  of  orders 
worth  $4.8  million  when  its  fiscal 
year  started  July  1,  up  66%  from  fiscal 
1982  sales.  Although  Swartz  says 
someone  might  be  able  to  design  a 
competitive  scanner  without  infring- 
ing on  his  patents,  he  also  says,  "I 
figure  we  have  about  12  months'  lead 
time,  and  we  are  already  working  on 
the  next  generation.  Competition  will 
be  a  problem,  but  it  is  one  we  are  very 
happy  to  have,  given  our  past."  Score 
another  victory  for  the  try-again 
school. — Paul  B.  Brown 
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Before  Dictaphone^  it  seemed  the  After  Dictaphone^  I'm  getting  a 

only  work  I  did  was  paperwork.  chance  to  show  what  I  really  can  do. 

I  never  had  time  to  think.  There's  no  stopping  me  now. 


It's  hard  to  get  ahead  in  business  when  your  days  are 
spent  trying  to  keep  up.  What  you  need  is  a  Dictaphone 
desktop  dictating  machine.  It  lets  you  whiz  through  piles 
of  paperwork.  Instead  of  writing  everything  down  by  hand, 
you  simply  talk  it  down  on  tape.  The  result?  More 
time  to  think.  With  a  p 
Dictaphone  desktop, 
you'll  get  out  from 
under  that  mountain. 
And  maybe  become 
King  of  the  Hill. 


m  Dictaphone 

A  Pitney  Bowes  Company 


I'm  bogged  down  in  paperwork. 
Please  tell  me  more. 

Call  loll-free 

1-800-431-1708 

(Except  Hawaii  and  Alaska) 
In  New  York  call  1-914-967-2249. 

Or  write  Dictaphone  Corporation 

120  Old  Post  Road.  Rye.  New  York  10580 


Name  . 
Title- 


Phone- 


Company  . 
Address  _ 


City  . 


-State . 


.Z.p_ 


Dictaphone  is  a  trademark  of  Dictaphone  Corporation 
'Dictaphone  Corp.  is  a  Pitney  Bowes  Company  ©  BF-83 


1983  Annual  Mutual  Fund  Survey 


The  time  has  come,  so  funds  men  say,  to 
talk  of  many  things  . . .  of  equities  and 
money  funds,  turning  paupers  into  kings. 


Through  the 
looking  glass  darkly 


By  Barbara  Rudolph 


T|  HERE  IS  NOTHING  SPECIAL  about 
Founders  Special  Fund.  Since 
Founders  was  launched  in  1969 
with  only  a  few  million  dollars,  the 
number  of  shareholders  has  grown 
slowly  but  steadily.  Until  about  a 
year  ago  there  were  7,700  investors 
and  total  assets  of  $30  million.  The 
Denver-based  no-load  fund  hit 
neither  the  limelight  nor  the  big 
time,    despite    the   fact  that 
Founders'    net    asset  value 
growth  over  the  past  14  years 
averaged  an  excellent  15%. 

Last  August  all  that  changed.  Near- 
ly every  day  now  there  is  a  black  can- 
vas bag  in  a  corner  of  the  fund's  of- 
fices, full  of  uncashed  checks  from 
would-be  shareholders.  "We  used  to 
get  maybe  10  checks  a  day,"  says 
Founders  President  Erik  Borgen. 
"Now  it's  60,  70.  .  .  .  Amazing." 

As  of  early  this  month,  Founders 
Special's  assets  stood  at  $95  million. 

Founders  Special  is  not  unusual. 
Mutual  funds  are  back  in  style.  After 
nearly  a  decade  of  net  redemptions, 
sales  for  the  first  six  months  of  1983 
hit  $22.4  billion,  four  times  the  pre- 
vious record.  American  Express  is 
paying  $1  billion  to  buy  IDS,  far  from 


an  industry  leader.  And  cocktail  party 
chatter  is  as  apt  to  be  about  soaring 
net  asset  values  as  about  tax  shelters 
or  real  estate  prices. 

There's  a  dark  side  to  the  industry's 
new  popularity,  however.  Individuals 
traditionally  used  mutual  funds  as 
file-and-forget  investments,  with  a 
view  to  college  educations  and  retire- 
ment. Today's  new  shareholders  have 
far  shorter  horizons  and  far  higher  ex- 
pectations. They  have  been  attracted, 
moreover,  by  a  raging  bull  market 
that  may  well  have  run  ahead  of  the 
country's  economic  prospects. 


In  short,  what  goes  up  must  come 
down,  and  the  U.S.  mutual  fund  in- 
dustry has  known  plenty  of  downs  in 
its  59-year  history. 

But  few  people  in  the  industry 
want  to  think  about  that.  No  wonder. 
Running  mutual  funds  is  a  highly  lev- 
eraged business,  and  while  expenses 
do  climb  as  a  fund  grows  in  size, 
they  don't  climb  anywhere 
near  as  fast  as  revenues.  Ex- 
cept for  money  market  funds, 
^  where  the  charges  are  lower,  the 
average  mutual  fund  manage- 
ment fee  is  about  0.5%  of  assets — 
that  is,  50  cents  a  year  for  every  $100 
under  management.  Since  the  assets 
of  non-money-market  funds  recently 
topped  the  $100  billion  mark,  that 
means  that  the  public  is  paying  an 
astounding  $500  million  a  year  for 
mutual  fund  management  services — 
and  this  doesn't  count  sales  charges. 

After  all  the  lean  years  many  mutu- 
al fund  executives  were  taken  by  sur- 
prise by  this  new  prosperity.  Thus  the 
industry's  shareholder  services  often 
leave  much  to  be  desired.  "To  a  large 
extent  the  industry  is  working  with 
1960s  software,"  says  one  fund  man- 
ager. Unfortunately,  shareholder  ex- 
pectations are  higher  than  ever.  In  an 
age  of  automated  banking  and  cash 
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management  accounts,  people  expect 
a  lot  from  their  mutual  funds.  "Even 
with  terrific  performance,  screw  up 
someone's  account  and  you've  lost 
him,"  says  William  Hostler,  vice 
president  of  individual  marketing  at 
Vanguard. 

A  more  nagging  worry  is  the  ques- 
tion of  size.  There  has  never  been  a 
definitive  correlation  between  how 
much  money  is  in  a  fund  and  how 


well  it  performs.  Everyone  agrees, 
though,  that  it  requires  more  skill  to 
set  investment  policy  at  a  large  fund 
than  at  a  small  one.  This  makes  to- 
day's environment  unusually  diffi- 
cult. That's  because  investors  have 
been  especially  hungry  for  small 
growth  funds.  Janus,  for  example, 
jumped  from  $40  million  to  more 
than  $240  million  over  the  past  year, 
and  Fidelity  Select  Technology  from 


$2.4  million  to  $675  million. 

Have  these  highflyers,  and  others 
like  them,  outgrown  the  ability  of 
their  managers?  "Before,  a  couple  of 
good  stocks  had  an  impact  on  my 
portfolio.  Now,  they  don't  register," 
admits  Fidelity  Technology's  Michael 
Kassen.  "At  a  certain  size,  you're  like 
a  whale  in  a  goldfish  bowl,"  adds  Rob- 
ert Gintel.  Gintel  is  doing  a  praise- 
worthy thing:  He  promises  to  close 


The  honor  roll — why  the  Cheshire  cat  smiles 


One  sign  of  the  mutual  fund  industry's  new  pros- 
perity: This  year's  Forbes  honor  roll  is  longer  than 
it  has  been  in  ten  years.  To  qualify,  each  fund  had  to  do 
well  in  both  up  and  down  markets.  That  required  at 
least  a  B  rating  and  put  such  a  fund  in  the  top  50%  of 
the  industry  during  good  times  and  the  top  25%  when 
the  going  was  rough. 

Nearly  half  of  the  27  honorees  are  new  to  the  list. 
American  General,  the  top-performing  fund  family  (see 
box,p.  78),  had  two  new  funds  on  the 
list,  General  Venture  and  Convert- 
ible Securities  funds.  Vanguard's 
Explorer  Fund,  which  opened  in 
1967  as  one  of  the  first  mutuals  to 
invest  primarily  in  high-technology 
stocks,  is  also  a  first-timer. 

But  other  names  are  almost  regu- 
lars. Templeton  Growth  Fund, 
with  a  ten-year  tenure,  has  been  on 
the  list  longest.  Mutual  Shares, 
which  invests  largely  in  bankrupt 
companies  and  other  special  situa- 
tions, is  an  eight-year  honor  roll 
veteran. 

On  the  other  hand,  several  famil- 
iar names  are  missing.  These  in- 
clude: Charter,  Petroleum  &.  Re- 
sources, Putnam  Voyager,  Sigma 
Ventures  and  Twentieth  Century 
Growth. 

Some  of  these  changes  reflect 
the  fact  that  we  have  calculated 
ratings  this  year  on  the  basis  of  a 
new  time  frame.  We  measured 
funds  over  three  up  and  three  down 
cycles,  but  this  year  we  replaced 
the  early  Seventies  bull  market 
with  the  latest  bull  market,  the 
one  that  began  last  August. 
Charter  Fund,  for  example,  had  ex- 
ceptional performance  during  its 
early  years  but  did  relatively  less 
well  in  the  recent  rally.  So  it 
dropped  from  the  honor  roll.  Thus 
have  we  tried  to  weight  the  ratings 
toward  current  performance  and 
not  toward  ancient  history. 

There  is  also  an  element  of  sub- 
jectivity in  our  honor  roll  selec- 
tion. Forbes  rates  funds  relative  to 


each  other,  not  on  any  absolute  scale.  So,  after  a  bull 
market  like  this  one,  we  have  raised  our  minimum 
standards  for  bear  market  performance.  Why?  Because 
we  think  that  defensive  playing  will  come  into  its  own 
again,  what  with  the  market  up  50%  and  more  in  less 
than  a  year.  That's  why  we  honor  funds  not  only  on  the 
basis  of  how  fast  they  can  sprint  but  also  on  how  well 
they  can  hold  the  pace  over  long  periods  of  time  and 
under  difficult  conditions. — B.R. 


Welcome  to  the  tea  party 

No  fund  is  guaranteed  to  weather  all  market  storms,  but  the  27 

funds  on  this  year's  honor 

roll  come  close.  They  have  all  been 

consistent  performers  in  both  up  and  down  markets. 

Market  ratings  Annual 

Assets 

Name  (years  on  honor  roll) 

Type 

UP 

DOWN 

return 

(millions) 

AMCAP  (5) 

load 

B 

B 

14.9% 

$907.3 

American  General  Comstock  (3) 

load 

B 

A 

20.4 

393.1 

Amer  Gen  Convertible  Securities* 

closed  end 

A  + 

B 

16.4 

77.9 

American  General  Pace  (2) 

load 

B 

B 

17.6 

1,072.0 

American  General  Venture 

load 

B 

B 

17.5 

359.1 

American  National  Growth 

load 

B 

B 

14.7 

103.3 

ASA  Limited  (5) 

closed  end 

A 

A 

24.4 

642.9 

Castle  Convertible* 

closed  end 

A 

B 

16.3 

38.0 

Explorer 

no  load 

A 

B 

15.1 

269.8 

Fidelity  Destiny 

load 

A 

B 

18.8 

516.7 

Fidelity  Magellan  (2) 

load 

A  + 

B 

22.2 

1,421.4 

Growth  Fund  of  America 

load 

B 

A 

15.4 

407.6 

Highland  Capital 

closed  end 

B 

A 

15.4 

15.9 

International  Investors  (4) 

load 

A 

A 

24.9 

697.5 

Janus  (2) 

no  load 

B 

A 

16.3 

243.2 

Mutual  Shares  (8) 

no  load 

B 

B 

21.0 

215.3 

Naess  &  Thomas  Special 

no  load 

B 

B 

16.0 

46.3 

Nicholas  (2) 

no  load 

B 

B 

10.8 

160.7 

Oppenheimer  Equity  Income 

load 

B 

B 

17.3 

64.4 

Over-the-counter  Securities  (2) 

load 

B 

B 

20.0 

72.5 

Pioneer  II  (2) 

load 

B 

B 

19.9 

1,011.4 

Research  Capital 

load 

A  + 

A 

12.3 

111.4 

Sherman,  Dean 

no  load 

B 

A 

12.9 

5.1 

Templeton  Growth  (10) 

load 

B 

B 

16.8 

832.1 

Tudor 

no  load 

A 

B 

15.8 

81.2 

Twentieth  Century  Select  (6) 

no  load 

A  + 

B 

24.7 

506.0 

Vance,  Sanders  Special  (4) 

load 

B 

B 

12.9 

138.6 

'Balanced  fund 

Fund  manager  ratings — why  the  March  Hare  worries 


Funds  today  often  run  in  families.  Instead  of  offer- 
ing just  one  all-purpose  fund,  a  manager  provides  a 
broad  range.  It's  the  Alfred  Sloan  approach.  You  don't 
want  a  Chevy?  How  about  an  Olds?  A  Caddie,  then? 

But  let  this  table  dispel  any  illusions:  There  is  no 
ideal  family  of  funds.  So  far  as 
results  are  concerned,  the  indi- 
vidual fund  is  what  counts,  not 
the  family  name.  No  fund  fam- 
ily, taken  as  a  group,  has  a  con- 
sistently good,  never  mind  ex- 
cellent, record  in  both  up  and 
down  markets. 

The  data  are  for  stock  funds 
only,  and  we  have  included  all 
major  managers  with  three  or 
more  equity  funds  rated  by 
Forbes.  Note,  too,  that  we 
didn't  consider  managers'  bond 
funds  or  money  market  funds; 
it's  equity  performance  only 
that  we're  measuring  here. 

Specifically,  no  fund  family 
earned  a  B  or  better  in  both  up 
markets  and  down  markets. 
Consistency  of  performance  is  a 
worthwhile  investment  goal.  A 
few  individual  funds  achieve  it. 
But  no  family  even  comes  close. 

Notice,  too,  the  volatility  of 
some  fund  families.  Kemper,  for 
example,  posts  an  A+  in  up 
markets  and  a  D  in  down  mar- 
kets. And  Stein  Roe  gets  an  A  + 
on  the  way  up  and  a  solid  F  on 
the  way  down. 

What's  the  moral?  The  moral 
would  seem  to  be  that  the  big 
fund  families  are  too  marketing- 
oriented.  They  bring  out  differ- 
ent funds  in  response  to  what 


the  public  seems  to  want.  They  are  more  likely  to 
create  new  products  when  their  marketing  men  sniff 
demand  than  when  their  stock  pickers  see  opportunity. 
That  may  be  why  every  management  company  with  a 
family  of  funds  has  its  share  of  clinkers. — B.R. 


Off  with  their  heads? 

As  these  composite  ratings  indicate, 

no  fund  manager  is  a 

superior  all- 

round  performer.  This  shouldn't  be  a 

surprise. 

But  it  may  be  troubling 

news  to  those  who  like  to  switch  assets  within  a  particular  fund  family. 

Number 

Performance  Performance 

of  funds 

in  UP 

in  dowm 

111  i  J  w  VV  > 

Name  of  fund  manager 

rated 

m  irL' p 1 1 

markplt 

American  General  Capital  Management 

7 

A- 

c 

Capital  Research  &  Management 

8 

C 

B  - 

Delaware  Management  Co 

2 
o 

C 

B- 

Dreyfus  Corp 

3 

B- 

C 

Eaton  &  Howard,  Vance  Sanders 

7 

C  + 

D 

Fidelity  Management  &  Research 

7 

C  + 

C 

Investors  Diversified  Services  Inc 

5 

B- 

D 

Kemper  Financial  Services 

3 

A  + 

D 

Keystone  Custodian  Funds 

5 

C  + 

F 

Massachusetts  Financial  Services 

5 

B 

D- 

National  Securities 

3 

C  + 

D 

NEL  Equity  Services  Corp 

4 

B- 

C  + 

Neuberger  &  Berman  Management 

4 

B- 

D  + 

Oppenheimer  Asset  Management  Corp 

7 

A- 

D 

T  Rowe  Price  Associates 

3 

B 

F  + 

Putnam  Funds 

8 

B 

D 

Safeco  Securities 

3 

C  + 

C- 

Scudder  Stevens  &  Clark  Funds 

4 

B- 

D 

Security  Management 

3 

B- 

D- 

J&W  Seligman  &  Co  Marketing  Inc 

5 

B- 

D 

Sigma  Shares 

4 

B 

D  + 

Stein  Roe  &  Farnham  Funds 

3 

A  + 

F 

United  Funds 

5 

C  + 

D 

Value  Line  Securities 

4 

C  + 

B  + 

Wellington  Management 

8 

c 

D  + 

his  $90  million  Gintel  Fund  to  new 
investors  when  total  assets  hit  $150 
million.  But  few  managers  are  capable 
of  exercising  the  kind  of  discipline 
that  forces  them  to  pass  up  fees  today 
in  the  theoretical  interest  of  better 
performance  tomorrow. 

As  the  market  heats  up,  mutual 
funds  also  face  the  danger  of  too  much 
buying  and  selling.  "Portfolio  manag- 
ers can  be  like  fish — they  go  after  the 
moving  lure.  They  say  to  themselves, 
'Company  X  hasn't  done  anything 
this  week,  let's  move  to  company 
Y,'  "  says  George  Stasen,  portfolio 
manager  of  Medical  Technology,  a  re- 
spected growth  fund  with  a  low,  8% 
annual  turnover  rate. 


Another  problem  is  the  simple  plea- 
sure of  being  in  the  limelight.  Manag- 
ers who  reach  the  top  of  performance 
rankings  see  their  names  and  photo- 
graphs in  print.  That  can  be  a  power- 
ful drug.  "Intellectually,  I  know  this 
can't  go  on.  But  emotionally,  it's  dif- 
ferent. You  reach  the  top  of  the  quar- 
terly list,  and  it  increases  your  desire 
to  stay  there,"  says  one  portfolio  man- 
ager. In  today's  market,  with  value 
harder  to  find,  that  can  lead  to  greater 
risk.  "Stretching  standards"  is  the 
way  one  manager  describes  it. 

But  how  many  managers  are  objec- 
tive enough  about  themselves  to  rec- 
ognize the  difference  between  stretch- 
ing and  taking  normal  risks?  The  ego 


is  a  great  deceiver.  A  lot  of  managers 
think  they  will  be  able  to  get  out  at  or 
near  the  top.  "Managers  are  investing 
with  one  foot  out  the  door,"  says  Mar- 
shall Front,  a  partner  in  Stein  Roe  & 
Farnham,  recalling  1974,  when  the 
exodus  from  stocks  reached  panic  pro- 
portions and  managers  couldn't  liqui- 
date their  portfolios  without  taking 
terrible  beatings.  The  trouble  is,  fund 
managers,  like  everyone  else,  tend  to 
run  in  packs  and  it's  almost  impossi- 
ble for  anyone  to  get  out  at  the  top.  So, 
at  Scudder  Stevens  &  Clark's  Capital 
Growth  Fund,  for  example,  manager 
Andrew  Massie  reports  that  he  is  now 
holding  15%  cash  "as  a  cushion" — 
more  than  Scudder  held  during  the 
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1973-74  market  decline.  "I  don't 
know  when  the  market  will  turn,  but 
I  know  we'll  be  in  cash  before  our 
shareholders  want  us  to,"  says  Gor- 
don Yale  of  Janus  Fund. 

That  leads  to  the  toughest  question 
of  all.  Because  of  the  industry's  chang- 
ing demographics,  no  one  knows  how 
today's  shareholders  will  react  to  a 
market  decline.  Statistics  here  are 
murky,  but  managers  agree  that  in- 
vestors are  younger  than  ever  before. 
During  the  fourth  quarter  of  last  year, 
individuals  under  35  accounted  for 
9%  of  new  fund  sales.  By  the  first 
quarter  of  1983  that  figure  had 
swelled  to  27%,  according  to  Market 
Facts,  a  Chicago-based  research  firm. 

What  does  this  mean?  It  means  that 
a  lot  of  new  investors  have  never  had 
that  awful  feeling  in  the  pits  of  their 
stomach  that  comes  from  knowing 
their  hard-earned  capital  is  melting 
away  and  that  a  flight  to  liquidity 
could  mean  taking  serious  losses. 
When  it  happens,  will  they  cut  and 
run,  or  stand  fast?  Chances  are  they 
will  cut  and  run.  Redemptions  could 
reach  serious  proportions,  driving  the 
market  down  even  further. 

But  the  inevitable  panics  aside,  con- 
tinued prosperity  attracts  competi- 
tion, and  everyone  knows  the  banks 
covet  the  same  money  that  mutual 
funds  attract.  After  all,  most  trust  de- 
partments have  floors  of  money  man- 
agement professionals.  New  products 
packaged  in  a  creative  way  could  lure 
away  fickle  first-time  fund  sharehold- 
ers— especially  if  fund  performance 
doesn't  meet  their  expectations. 
Straw  in  the  wind:  Some  venturesome 
banks  are  already  offering  "private  la- 
bel" mutual  funds. 

In  short,  the  industry's  present 
prosperity  isn't  going  to  last  forever,-  it 
never  does.  So  what  should  the  indi- 
vidual investor  do?  He  or  she  should 
be  careful  and  think  before  leaping. 
Since  no  bull  market  lasts  forever,  it 
probably  makes  sense  to  invest  now 
in  a  fund  that  has  proved  its  mettle  in 
bear  markets  (see  box,  p.  77).  What 
good  does  it  do  to  double  your  money 
on  the  way  up,  only  to  give  it  all  back, 
and  then  some,  on  the  way  down? 
And  ponder  the  advice  that  mutual 
fund  pioneer  Paul  Cabot  gave  Forbes 
years  ago:  "Investing  is  like  a  sailboat 
race.  Sometimes  you  sail  to  the  wind- 
ward, sometimes  wind  to  beam.  .  .  . 
What  counts  is  not  how  fast  you  went 
with  the  wind  behind  you,  but  where 
you  are  when  it's  all  over." 

Put  it  this  way:  The  race  almost 
never  goes  to  the  merely  swift. 


How  to  use  the  Forbes  fund  ratings 


This  bull  market  has  made  lots  of 
ordinary,  uninspired  mutual  fund 
managers  look  very  good  indeed.  With 
the  broad-based  Wilshire  index  up 
more  than  50%  over  the  past  12 
months,  nearly  everyone  can  boast 
about  impressive  one-year  records. 
The  tables  on  the  following  pages  are 
designed  to  help  make  sense  out  of 
these  sometimes  misleading  claims. 

We  rate  the  funds  according  to  per- 
formance in  both  up  and  down  mar- 
kets. We  regard  this  method  as  far 
more  meaningful  than  simply  looking 
at  the  scores  to  find  out  who  scored 
biggest  during  a  period  when  nearly 
everyone  did  well.  For  what  good  are 
spectacular  gains  when  you  can't  hold 
on  to  them  when  the  inevitable  reac- 
tion sets  in.  We  also  take  a  long-term 
view  of  investing.  This  year's  calcula- 
tions are  based  on  the  three  up  and 
three  down  markets  that  occurred 
during  the  10 '/2-year  period  shown  on 
the  chart  on  page  80. 

Forbes  ranks  funds  relative  to  one 
another  rather  than  on  an  absolute 
scale.  To  get  a  high  rating,  a  fund 


must  perform  consistently  well  in  all 
three  up  or  down  periods.  In  up  mar- 
kets, the  top  12.5%,  of  all  funds  get  an 
A  +  ;  the  next  12.5%  an  A;  the  next 
25%,  a  B;  the  next  25%,  a  C;  and  the 
bottom  quartile,  a  D.  In  down  mar- 
kets, ratings  range  from  A  to  F,  with  a 
similar  distribution. 

We  tinker  with  our  formula  so  that 
no  fluke  performance — good  or  bad — 
can  have  an  undue  influence  on  a 
fund's  average  performance.  We  also 
calculate  separately  for  up  and  down 
markets.  In  essence,  we  give  a  fund 
the  chance  to  escape  some  of  the  con- 
sequences of  a  one-time  disaster,  but 
we  don't  allow  a  brief  stroke  of  good 
luck  to  sway  us  either. 

In  determining  performance  ratings 
and  the  latest  12  months'  return  from 
capital  growth,  capital  gains  distribu- 
tions have  been  reinvested.  But  in- 
come dividends  have  not.  All  results 
are  based  on  initial  investments  at  net 
asset  value  and  do  not  allow  for  sales 
charges.  The  average  annual  total  re- 
turn for  1973-83  reflects  reinvestment 
of  all  distributions.  Return  for  income 
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dividends  is  based  on  June  30,  1983 
net  asset  value  and  income  payout  for 
the  preceding  12  months.  Annual  ex- 
penses include  management  fees  and 
operating  expenses  as  a  percentage  of 
average  net  assets. 

Mutual  fund  shareholders  should 
be  enjoying  fat  bull  market  gains  right 
now,  and  holding  on  to  them  ought  to 
be  a  major  concern.  Peruse  the  figures 
on  the  following  pages,  however,  and 
you  will  see  that  star  performers  in 
bear  markets  are  few  and  far  between. 
Only  15  out  of  a  total  of  463  stock  and 
balanced  funds  earned  an  A  for  down 
markets.  And  plenty  of  those  funds 
posted  dismal  scores  for  up  periods. 
American  Growth  Fund,  Fidelity's 
Puritan  Fund,  Founders'  Income  Fund 
and  Value  Line  Income  Fund,  for  ex- 
ample, earned  Ds  for  up  markets. 
These  funds,  in  short,  were  good  on 
the  defense  but  terrible  on  the  offense. 

On  the  other  hand,  many  bull  mar- 
ket beauties  were  bear  market  bums. 
Consider  Bull  &  Bear  Capital  Growth 
Fund,  Fairfield  Fund  and  the  Oppen- 
heimer  A.I.M.  Fund.  Aggressive 
growth  funds  are  almost  certainly  not 
going  to  do  as  well  in  a  bear  market  as 
a  conservative  fund  that  sits  with 
large  chunks  of  cash,  waiting  for  the 
averages  to  decline. 

Sound  complicated?  It  is.  People 


who  buy  on  the  simplistic  basis  of 
who  had  the  hottest  scores  over  the 
last  year  or  less  are  asking  for  trouble. 
Pick  a  fund  as  carefully  as  you  would 
a  new  car,  say,  or  a  new  house. 

In  so  picking,  pay  special  attention 
to  funds  with  great  discrepancies  be- 
tween bull  and  bear  market  perfor- 
mance. These  are  volatile,  high-risk 
investments.  They  can  be  good  ways 
to  play  an  economic  turnaround,  but 
they  make  little  sense  as  long-term 
holdings.  Eat  well  or  sleep  well;  don't 


Read  before  you  dial 


Obtaining  a  prospectus  is  the 
first  step  in  evaluating  any  fund 
investment,  and  this  year  our 
ratings  tables  include  telephone 
numbers  to  make  that  request 
easier.  Most  funds  have  toll-free 
800  listings,  but  these  may  not 
work  for  calls  from  the  state 
where  a  management  company 
is  based.  In  such  situations, 
check  directory  assistance  with- 
in your  area  code.  Finally, 
whenever  toll-free  dialing  isn't 
possible,  reverse  the  charges. 
Most  funds  will  gladly  take  col- 
lect calls  from  prospective 
shareholders. 


try  for  both  in  the  same  fund. 

Only  fools,  of  course,  make  file- 
and-forget  investments.  But  if  you  are 
looking  for  something  for  an  aged  rel- 
ative or  a  youngster,  limit  your  selec- 
tion to  funds  with  above-average  per- 
formance in  both  up  and  down  mar- 
kets. After  the  stock  market  surge  of 
the  past  year,  it  probably  makes  sense 
now  to  err  on  the  side  of  caution, 
giving  bear  market  protection  even 
greater  weight  than  usual. 

The  Forbes  rating  system  can  ana- 
lyze only  the  past.  That's  the  weak- 
ness of  all  investment  advice.  But  we 
feel  strongly  that  our  way  of  evaluat- 
ing mutual  funds  makes  more  sense 
than  the  follow-the-crowd  approach 
of  looking  only  at  shorter-term  perfor- 
mance and  ignoring  general  market 
conditions. 

In  the  end,  the  fund  you  choose  will 
reflect  your  own  view  of  where  the 
market  is  headed  and,  more  impor- 
tant, the  level  of  risk  you  are  willing 
to  accept.  A  fund  that  would  satisfy 
your  nervous  Aunt  Tilly  would  prob- 
ably be  one  that  earned  an  A  in  down 
markets  and,  perhaps,  a  B  in  up  mar- 
kets. Your  well-heeled  brother-in- 
law,  on  the  other  hand,  might  be  com- 
fortable with  a  B  or  C  in  down  mar- 
kets in  order  to  exploit  the  A  rating  in 
an  up  period. — B.R. 
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When  making  the  right  investment 
decisions  becomes  a  habit, 
it's  because  you're  very  good — 

not  lucky. 


up 


810% 


Kemper  Total  Return  Fund,  Inc.  is  not  an  aggressive  growth 
fund.  It's  a  flexible,  diversified  investment  with  a  superb  rec- 
ord of  success.  The  portfolio  of  stocks,  bonds  and  money  mar- 
ket instruments  is  managed  by  professionals  who  seek  the 
highest  total  return,  a  combination  of  income  and  capital 
appreciation,  consistent  with  reasonable  risk.  Minimum  initial 
investment  is  only  $1 ,000. 

If  today's  rapidly  changing  markets  have  you  uncertain  as  to 
what  combination  of  securities  belongs  in  your  portfolio, 
Kemper  Total  Return  Fund  can  help.  Callfor  a  free  prospectus 
or  mail  the  coupon  today. 


Call  Free  1-800-621-2414 
In  Illinois  call  (312)  781-0144 


Kemper  Total  Return  Fund,  Inc. 

Please  send  me  a  current  prospectus  on  Kemper  Total  Return  Fund, 
Inc.,  which  contains  more  complete  information,  including  manage- 
ment fees  and  expenses.  I  will  read  this  material  carefully  before  I  invest 
or  send  money. 

Name_  .  ,  

Street  Address  


Please  send  me  information  on  using  the  Fund  for  my  □  IRA  or  □  Keogh  plan 
KEMPER  FINANCIAL  SERVICES,  INC. 

Investment  Manager  and  j__m  

Principal  Underwriter 


Attn:  DSD  15th  Floor 
120  South  LaSalle  Street 
Chicago,  I L  60603 

l 348324403 


KizmPER 


GROUP 

i  \ 


This  figure  is  based  on  changes  in  the  Fund's  net  asset  value  per  share  since  its  inception  on  3/2/64  with  all  income  and  capital  gains.distributions 
reinvested,  and  after  adjusting  for  a  maximum  front-end  sales  charge  of  8.5%,  as  shown  in  the  prospectus  and  updated  through  6/30/83.  No  adjust- 
ment has  been  made  for  taxes.  Future  results  cannot  be  guaranteed  or  predicted. 


1983  Fund  Ratings 


Investment  results 


Performance 


in 

UP 
markets 


DOWN 
markets 


Average 
annual 
total 
return 
1973-83 


Latest  12  months 
return 

from 
capital 
growth 


return 
from 
income 
dividends 


 Total  assets   Maximum 

6/30/83  %  change  sales 
(millions)      '83  vs  '82  charge 


Annual 

expenses 
per  $100 


Standard  &  Poor's  500  stock  average  8.3%  53.4%  4.1% 

FORBES  stock  fund  composite  10.8%  63.3%  2.9% 

FORBES  balanced  fund  composite  8.8%  36.4%  7.3% 

FORBES  bond  and  preferred  stock  fund  composite  7.6%  19.8%  11.4% 


Stock  funds  (load) 


Group  averages 
10.6%         64.0%  2.9% 


c 

C 

Affiliated  Fund  (212-425-8720) 

11.8% 

44.2% 

5.5% 

$2,023.8 

41.5% 

7.25% 

$0.36 

c 

D 

Alpha  Fund  (800-241-1662) 
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92.7 
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American  General  Enterprise  Fund  (713-522- 11  111 

12.2 

64.7 

2.0 

748.7 

67.9 

8.50 

0.69 

B 

B 

American  General  Pace  Fund  (713-522-1111) 

17.6 

60.6 

3.2 

1,072.0 

726.5 

8.50 

0.71 

D 
D 

D 
D 

American  General  Venture  Fund  {713-522-1111) 

17  5 

65  2 

3.5 

359  1 

336  3 
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American  Mutual  Fund  (213-486-9200) 

14.1 

47.5 

5.0 

797.5 

66.7 

8.50 

0.51 

B 

B 

American  National  Growth  Fund  (409-766-6577) 

14.7 

87.8 

1.7 

103.3 

97.5 

8.50 

0.76 

•D 

•C 

American  National  Income  Fund  (409-766-6577) 

46.2 

5.2 

37.2 

91.8 

8.50 

0.80 

B 

D 

Axe-Houghton  Stock  Fund  (800-431-1030) 

11.7 

118.2 

0.1 

203.3 

93.8 

8.50 

0.88 

B 

F 

BLC  Growth  Fund  (515-247-571  1) 

8.7 

64.1 

2.5 

19.0 

62.4 

8.50 

1.01 

D 

B 

BLC  Income  Fund  (515  247  571  1) 

12.1 

54.3 

5.0 

217 

SK.4 

8.50 

1.00 

C 

C 

Bullock  Fund  (800-221-5757) 

9.4 

47.6 

3.7 

160.5 

43.2 

8.50 

0.82 

c 

D 

The  Cardinal  Fund  (614-464-6811) 

9.9 

62.3 

3.3 

17.7 

53.9 

8.50 

1.06 

A 

F 

Centennial  Growth  Fund  (303-770-2345) 

9.1 

108.9 

1.0 

30.0 

75.4 

8.50 

1.33 

c 

F 

Chemical  Fund  (800-221-5233) 

6.5 

57.2 

2.4 

1,273.8 

43.0 

8.50 

0.59 

B 

F 

CIGNA  Growth  Fund1  (800-225-5151) 

8.1 

60.5 

2.6 

199.3 

65.5 

7.50 

0.69 

B 

F 

Colonial  Growth  Shares  (800-225-2365) 

6.6 

60.5 

2.0 

72.7 

42.6 

8.50 

1.17 

Commonwlth  Fund  Indent  Plans  A&B  (617-482-6500) 

6.8 

31.5 

6.9 

10.4 

20.9 

7.50 

0.32 

D 

c 

Commonwlth  Fund  Indent  Plan  C  (617-482-6500) 

8.0 

32.2 

6.1 

38.2 

24.4 

7.50 

0.75 

FJ 

Corp  Leaders  Tr  Fund  Certificates  Ser  B  (800  526-4791 ) 

8.3 

41.3 

5.6 

53.5 

28.9 

0.08 

C 

D 

Country  Capital  Growth  Fund  (309-557-2444) 

6.8 

58.6 

2.6 

61.2 

54.2 

7.50 

0.93 

D 

B 

Decatur  Income  Fund  (800-523-1918) 

12.6 

36.7 

7.3 

487.2 

39.4 

8.50 

0.68 

D 

C 

Delaware  Fund  (800-523-1918) 

12.7 

63.1 

5.8 

354.1 

61.3 

8.50 

0.76 

B 

C 

Delta  Trend  Fund  (800-523-1918) 

12.7 

114.1 

0.5 

49.0 

257.7 

8.50 

1.40 

D 

D 

Dividend  Shares  (800-221-5757) 

7.6 

47.5 

4.6 

291.5 

33.8 

8.50  " 

0.82 

C 

C 

The  Dreyfus  Fund  (800-645-6561) 

10.3 

35.9 

4.9 

1,880.9 

24.1 

8.50 

0.77 

C 

C 

The  Dreyfus  Leverage  Fund  (800-645-6561) 

10.2 

32.3 

6.5 

389.3 

35.7 

8.50 

1.00 

C 

•B 

Eagle  Growth  Shares  (212-668-8107) 

45.8 

4.0 

6.3 

40.0 

8.50 

1.33 

D 

F 

Eaton  &  Howard  Stock  Fund  (617-482-8260) 

3.3 

40.1 

4.5 

72.4 

25.9 

7.25 

0.85 

C 

C 

Eaton  Vance  Growth  Fund  (617-482-8260) 

10.2 

58.6 

2.5 

83.3 

72.1 

8.50 

0.85 

B 

D 

Eaton  Vance  Special  Equities2  (617-482-8260) 

6.7 

58.8 

1.5 

54.4 

63.9 

7.25 

0.99 

A  + 

F 

Fairfield  Fund  (800-223-7757) 

12.0 

106.2 

0.5 

67.7 

158.4 

8.50 

1.07 

A 

B 

Fidelity  Destiny  Fund  (800-225-6190) 

18.8 

86.5 

2.3 

520.6 

111.8 

t 

0.70 

A  + 

B 

Fidelity  Magellan  Fund  (800-225-6190) 

22.2 

112.4 

0.7 

1,365.2 

830.0 

3.00 

0.85 

B 

D 

First  Investors  Discovery  Fund  (212-825-7900) 

10.9 

149.0 

0.9 

27.5 

461.2 

8.50 

1.50 

A 

F 

First  Investors  Fund  for  Growth  (212-825-7900) 

8.9 

98.5 

1.7 

108.5 

113.2 

8.50 

0.98 

D 

F 

First  Investors  Natural  Resources  Fund  (212-825-7900) 

3.4 

62.6 

2.2 

14.1 

74.1 

8.50 

1.29 

D 

A 

First  Investors  Option  Fund  (212-825-79001 

6.5 

18.4 

3.5 

119.1 

2.1 

0.97 

D 

D 

Founders  Mutual  Fund  (800-525-2440) 

7.0 

56.9 

3.8 

144.9 

42.6 

4.00 

0.47 

A 

F 

Franklin  Custodian-Dynatech  Ser  (800-227-6350) 

10.2 

98.2 

1.2 

40.6 

290.4 

7.25 

1.06 

•Fund  rated  for  two  periods  only;  maximum  allowable  rating  A.  'Fund  not  in  operation  for  full  period.  +Fund  not  currently  selling  new  shares. 
^Available  only  through  contractual  plans.    'Formerly  CG  Fund.    -Formerly  Eaton  &  Howard  Growth  Fund. 
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Investment  results 


Performance 

in  in 
UP  DOWN 
markets  markets 


Average 
annual 
total 
return 
1973-83 


Latest  12  months 
return  return 
from  from 
capital  income 
growth  dividends 


Total  assets 


6/30/83 
(millions) 


%  change 
'83  vs  '82 


Maximum 
sales 
charge 


Annual 

expenses 
per  $100 


Standard  &  Poor's  500  stock  average  8.3%  53.4%  4.1% 

FORBES  stock  fund  composite  10.8%  63.3%  2.9% 

FORBES  balanced  fund  composite  8.8%  36.4%  7.3% 

FORBES  bond  and  preferred  stock  fund  composite  7.6%  19.8%  11.4% 


Stock  funds  (load) 


Group  averages 
10.6%         64.0%  2.9% 


c 

D 

Franklin  Custodian-Growth  Ser  (800-227-6350) 

6.1% 

70.3% 

1.0% 

$16.1 

126.8% 

7.25% 

$1.05 

D 

B 

Franklin  Custodian-Utilities  Ser  (800-227-6350) 

6.3 

17.4 

9.0 

21.9 

71.1 

7.25 

1  07 

B 

F 

Franklin  Option  Fund  (415-570-3000) 

7.2 

43.8 

2.6 

6.6 

50.0 

7.25 

1.33 

C 

D 

Fund  of  America  (713-522-1  111) 

10.6 

74.3 

3.3 

128.6 

77.9 

8.50 

0.91 

A 

C 

Fund  of  the  Southwest  (713-757-5656) 

13.1 

68.4 

1.6 

8.0 

81.8 

7.50 

1.01 

D 

D 

Fundamental  Investors  (213-486-9200) 

7.9 

57.1 

3.7 

421.3 

44.1 

8.50 

0.64 

B 

A 

Growth  Fund  of  America  (415-421-9360) 

15.4 

55.4 

4.1 

407.6 

136.0 

8.50 

0  72 

B 

•C 

The  Guardian  Park  Avenue  Fund  (212  598-8259) 

68.5 

3.1 

50.3 

63.8 

8.50 

0.67 

C 

F 

Hamilton  Funds  (303-770-2345) 

7.4 

56.2 

3.1 

262.1 

33.5 

8.50 

0.91 

A 

F 

John  Hancock  Growth  Fund  (617-421-2909) 

6.0 

71.4 

1.3 

49.8 

93.0 

8.00 

1.17 

A  + 

C 

IDS  Growth  Fund  (612-372-3131) 

14.9 

108.9 

1.2 

682.1 

136.8 

5.00 

0.79 
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IDS  Progressive  Fund  (612-372-3131) 

7.1 

65.0 

2.0 

155.9 

64.6 

5.00 

0.98 

D 

A 

Income  Fund  of  America  (415-421-9360) 

11.9 

34.5 

7.3 

282.6 

33.8 

8.50 

0.67 

C 

C 

The  Investment  Co  of  America  (213-486-9200) 

11.4 

52.5 

3.9 

2,358.8 

53.4 

8.50 

0.46 

c 

D 

Investment  Trust  of  Boston  (617-542-0213) 

8.8 

57.5 

2.5 

69.3 

47.1 

7.25 

0.90 
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Investors  Stock  Fund  (612-372-3131) 

7.2 

41.5 

4.8 

1,577.2 

29.1 

5.00 

0.60 

C 

F 

Investors  Variable  Payment  Fund  (612-372-3131) 

6.3 

64.3 

3.0 

437.8 

44.9 

5.00 

0.68 

D 

A 

ISI  Growth  Fund  (415 -832-1400) 

8.5 

15.6 

7.6 

14.7 

10.5 

8.50 

1.26 

D 
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ISI  Income  Fund  (415-832-1400) 
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JP  Growth  Fund  (919-378-2448) 

9.7 

45.0 

5.0 

18.5 

-14.4 

8.00 

0.76 

A  + 

D 

Kemper  Growth  Fund  (800-621-1048) 

13.9 

80.4 

1.9 

255.1 

86.3 

8.50 

0.68 

A  + 

D 

Kemper  Summit  Fund  (800-621-1048) 

15.7 

92.4 

1.2 

139.0 

183.7 

8.50 

0.71 

•B 

•B 

Lord  Abbett  Develop  Growth  (212-425-8720) 

— * 

100.9 

none 

339.8 

250.7 

8.50 

0.94 

D 

D 

MagnaCap  Fund  (800-526-0475) 

4.2 

36.6 

3.9 

9.4 

64.9 

7.25 

1.90 

A  + 

C 

Mass  Capital  Development  Fund  (800-343-2829) 

16.0 

87.1 

1.8 

565.0 

218.7 

7.25 

0.83 

B 

F 

Mass  Finl  Development  Fund  (800-343-2829) 

11.0 

80.1 

2.1 

225.4 

83.6 

7.25 

0.89 

B 

F 

Mass  Investors  Growth  Stock  (800-343-2829) 

6.8 

61.4 

2.2 

1,073.8 

59.9 

7.25 

0.51 

C 

F 

Massachusetts  Investors  Trust  (800-343-2829) 

7.4 

49.6 

3.9 

1,198.9 

37.7 

7.25 

0.61 

D 

•F 

Merrill  Lynch  Capital  Fund  (800-631-0749) 

41.3 

4.1 

245.8 

91.1 

6.50 

0.81 

D 

B 

MidAmerica  High  Growth  Fund3  (319-398-8511) 

8.4 

39.4 

6.5 

15.2 

25.6 

8.50 

1.00 

D 

C 

MidAmerica  Mutual  Fund  (319-398-8511) 

7.6 

43.3 

3.9 

33.7 

22.1 

8.50 

0.95 

D 

•F 

Mutual  Benefit  Fund  (401-751-8600) 

52.7 

1.7 

10.6 

-44.5 

8.50 

0.93 

D 

D 

Mutual  of  Omaha  Growth  Fund  (402-397-8555) 

5.1 

43.7 

6.7 

21.3 

53.2 

8.00 

1.44 

C 

F 

National  Growth  Fund  (800-223-7757) 

4.5 

67.3 

1.8 

110.5 

46.6 

7.25 

0.71 

D 

C 

National  Stock  Fund  (800-223-7757) 

10.2 

30.8 

6.0 

242.9 

22.4 

7.25 

0.70 

D 

C 

Nationwide  Fund4  (800-848-0920) 

7.7 

34.5 

5.4 

239.1 

31.0 

7.50 

0.66 

C 

D 

Nationwide  Growth  Fund5  (800-848-0920) 

7.7 

63.0 

2.6 

47.3 

73.3 

7.50 

0.72 

D 

B 

NEL  Equity  Fund  (617-267-6600) 

10.4 

29.2 

5.8 

1  5:6 

39.3 

8.00 

1.13 

A 

C 

NEL  Growth  Fund  (617-267-6600) 

15.6 

101.3 

1.5 

172.9 

252.1 

8.00 

0.84 

C 

c 

NEL  Retirement  Equity  Fund  (617-267-6600) 

8.2 

41.5 

4.0 

71.2 

34.6 

8.00 

0.76 

C 

•D 

New  Perspective  Fund  (213-486-9200) 

41.0 

5.2 

567.3 

38.6 

8.50 

0.79 

B 

C 

New  York  Venture  Fund  (800-545-2098) 

12.6 

72.6 

2.1 

95.0 

87.4 

8.50 

1.03 

•Fund  rated  for  two  periods  only;  maximum  allowable  rating  A.  'Fund  not  in  operation  for  full  period.  'Formerly  American  Insurance  &  Industrial 
Fund.    'Formerly  MIF/Nationwide  Fund.    ""Formerly  MIF/Nationwide  Growth  Fund. 
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1983  Fund  Ratings 


Investment  results 


Performance 

in  in 
UP  DOWN 
markets  markets 


Average 
annual 
total 
return 
1973-83 


Latest  12  months 
return 

from 
capital 
growth 


return 
from 
income 
dividends 


Total  assets 


6/30/83 
(millions) 


%  change 

'83  vs  '82 


Maximum 
sales 
charge 


Annual 
expenses 
per  $100 


Standard  &  Poor's  500  stock  average  8.3%  53.4%  4.1% 

Forbes  stock  fund  composite  10.8%  63.3%  2.9% 

FORBES  balanced  fund  composite  8.8%  36.4%  7.3% 

FORBES  bond  and  preferred  stock  fund  composite  7.6%  19.8%  11.4% 


Stock  funds  (load) 


Group  averages 
10.6%         64.0%  2.9% 


D 

C 

Old  Dominion  Investors'  Trust  (804  539-2396) 

10.8% 

37.5% 

5.1% 

$  4.3 

38.7% 

0.99% 

$1.14 

A  + 

F 

Oppenheimer  AIM  Fund  (800-525-7048) 

11.5 

80.1 

1.2 

325.3 

85.9 

8.50 

1.02 

B 

B 

Oppenheimer  Equity  Income  Fund6  (303-770-2345] 

17.3 

82.0 

4.4 

64.4 

54.4 

8.50 

1.00 

B 

F 

Oppenheimer  Fund  (800-525-7048) 

6.9 

67.7 

1.5 

351.1 

53.3 

8.50 

1.02 

A 

•C 

Oppenheimer  Special  Fund  (800-525-7048) 

— * 

56.9 

2.0 

570.2 

125.6 

8.50 

0.98 

A  + 

D 

Oppenheimer  Time  Fund  (800-525-7048) 

12.3 

94.1 

2.5 

190.8 

157.8 

8.50 

0.92 

B 

B 

Over-The-Counter  Securities  Fund  (800-523-2578) 

20.0 

72.5 

1.4 

72.5 

60.0 

8.00 

1.20 

C 

B 

Paramount  Mutual  Fund  (800-421-4374) 

13.0 

66.9 

1.5 

71.5 

550.0 

8.50 

1.23 

C 

C 

Philadelphia  Fund  (212-668-8107) 

11.7 

40.7 

5.0 

121.6 

32.0 

8.50 

0.86 

c 

D 

Pilgrim  Fund  (800-526-0475) 

6.2 

24.6 

4.1 

46.8 

11.2 

7.25 

1.40 

B 

C 

Pilot  Fund  (713-751-2400) 

12.3 

93.2 

1.4 

85.2 

70.7 

8.00 

1.12 

c 

D 

Pioneer  Fund  (800-225-6292) 

13.2 

48.2 

3.9 

1,344.8 

51.5 

8.50 

0.68 

B 

B 

Pioneer  II  (800-225-6292) 

19.9 

64.7 

3.2 

1,011.4 

107,3 

8.50 

0.70 

C 

C 

The  Putnam  Growth  Fund  (800-343-0929) 

10.4 

44.2 

5.3 

815.9 

37.6 

8.50 

0.60 

B 

D 

Putnam  Investors  Fund  (800-343-0929) 

9.4 

69.6 

1.8 

1,072.2 

67.1 

8.50 

0.53 

B 

C 

Putnam  Vista  Fund  (800-343-0929) 

12.6 

81.0 

2.6 

159.0 

141.3 

8.50 

1.00 

A  + 

c 

Putnam  Voyager  Fund  (800-343-0929) 

14.9 

89.7 

1.2 

223.7 

154.5 

8.50 

1.07 

A  + 

A 

Research  Capital  Fund  (800-227-6350) 

12.3 

125.5 

3.8 

111.4 

191.6 

7.25 

0.96 

C 

F 

Research  Equity  Fund  (800-227-63501 

6.5 

50.7 

2.0 

68.1 

45.5 

7.25 

1.03 

B 

C 

St  Paul  Capital  Fund  (612-738-4000) 

13.2 

70.4 

2.6 

76.0 

68.5 

6.00 

0.94 

A 

C 

St  Paul  Growth  Fund  (612-738-4000) 

17.3 

82.1 

1.9 

80.4 

119.1 

6.00 

0.95 

A 

F 

Security  Equity  Fund  (800-255-3557) 

12.3 

88.9 

1.9 

298.1 

74.4 

8.50 

0.72 

D 

C 

Security  Investment  Fund  (800-255-3557) 

13.3 

45.4 

6.5 

137.3 

42.0 

8.50 

0.69 

A 

F 

Security  Ultra  Fund  (800-255-3557) 

15.5 

75.5 

2.3 

104.0 

128.1 

8.50 

1.20 

A  + 

D 

Seligman  Capital  Fund  (800-221-2450) 

15.5 

135.5 

none 

142.3 

225.6 

7.25 

0.98 

C 

D 

Seligman  Common  Stock  Fund  (800  221-2450) 

10.2 

59.9 

4.2 

436.3 

49.3 

7.25 

0.57 

B 

F 

Seligman  Growth  Fund  |800-221-2450) 

7.1 

75.6 

1.2 

818.1 

57.3 

7.25 

0.56 

D 

B 

Sentinel  Common  Stock  Fund  (802-229-3900) 

11.5 

37.4 

5.8 

330.0 

30.1 

8.50 

0.89 

B 

C 

Sentinel  Growth  Fund  (802-229-3900) 

11.9 

88.7 

1.6  - 

45.7 

88.1 

8.50 

1.05 

C 

C 

Sentry  Fund  (800-826-0266) 

8.4 

54.9 

2.6 

34.3 

56.6 

8.00 

0.77 

B 

c 

The  Shearson  Appreciation  Fund  (212-577-5794) 

10.2 

54.3 

1.6 

99.7 

602.1 

5.00 

1.80 

B 

D 

Sigma  Capital  Shares  (800-441-9490) 

11.4 

67.9 

1.6 

37.2 

69.1 

8.50 

1.20 

D 

D 

Sigma  Investment  Shares  (800-441-94901 

8.7 

39.0 

4.2 

55.5 

31.5 

8.50 

1.16 

B 

D 

Sigma  Special  Fund  (800-441-9490) 

11.8 

60.2 

1.8 

16.5 

120.0 

8.50 

1.41 

A  + 

C 

Sigma  Venture  Shares  (800-441-9490) 

15.4 

85.2 

1.0 

58.5 

157.7 

8.50 

1.05 

D 

B 

Smith,  Barney  Income  &  Growth  (212-613-2616) 

12.1 

41.0 

5.3 

5.6 

47.4 

5.00 

2.00 

D 

C 

Sovereign  Investors  |21 5-972-5490) 

9.4 

29.8 

5.2 

12.2 

50.6 

5.00 

1.00 

C 

F 

State- Bond  Common  Stock  Fund7  (507-354-2144) 

4.8 

48.0 

2.7 

36.8 

36.8 

8.50 

1.24 

D 

C 

State  Bond  Diversified  Fund8  (507-354-2144) 

8.9 

42.8 

5.0 

9.6 

47.7 

8.50 

0.97 

B 

F 

State  Bond  Progress  Fund''  (507-354-2144) 

7.4 

74.7 

1.8 

8.2 

90.7 

8.50 

1.19 

C 

D 

State  Street  Investment  Corp  (617-482-3920) 

9.4 

59.4 

2.8 

548.6 

48.0 

0.52 

C 

•F 

Sun  Growth  Fund  (800-343-2829) 

60.3 

1.8 

4.1 

36.7 

8.50 

1.46 

A 

F 

Surveyor  Fund  (800-221-5233) 

9.1 

76.8 

0.4 

126.4 

67.4 

8.50 

1.04 

A 

F 

Technology  Fund  (800-621-1048) 

12.6 

65.4 

2.4 

715.0 

59.0 

8.50 

0.50 

B 

B 

Templeton  Growth  Fund  (800  237-0738) 

16.8 

61.3 

1.9 

832.1 

63.7 

8.50 

0.84 

•Fund  rated  for  two  periods  only;  maximum  allowable  rating  A.    'Fund  not  in  operation  for  full  penod.    +Fund  not  currently  selling  new  shares. 
"Formerly  Centennial  Equity  Income  Fund.    'Formerly  Common  Stock  Fund  State  Bond  &  Mortgage  Co.    "Formerly  Diversified  Fund  of  State  Bond  & 
Mortgage  Co.    9Formerly  Progress  Fund. 
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A  quick  and  easy  way  to  measure  growth: 


Value  of  shares 
initially  acquired  in 
Twentieth  Century 
Growth  Investors 
June  30,  1971 


24.98%  Twelve  year  annual  compound 


rate 


Imagine  a  small  oak  tree,  carefully  planted  and  tenderly  nurtured  for  a  period 
of  twelve  years.  It's  surprising  how  big  it  can  get  during  that  time,  fc*  Simi- 
larly, a  $10,000  initial  investment  in  Twentieth  Century's  Growth  Inves- 
tors (a  no-load  mutual  fund)  would  have  grown  to  a  total  value  of  $145,289 
in  the  twelve-year  period  from  June  30, 1971  until  June  30, 1983.  **>  The  differ- 
ence between  the  initial  investment  and  the  subsequent  value  represents  a 
24.98%  annual  compound  growth  rate — as  compared  to  a  growth  rate  of  just 
9.21%  for  the  S&P  500  Index  (assuming  reinvestment  of  dividends)  and 
a  7.71%  annualized  increase  in  the  CPI  of  urban  centers.  ^  Twentieth  Cen- 
tury Investors  is  convinced  the  quickest  and  easiest  way  to  measure  growth 
is  to  look  at  our  performance.  That's  why  we  invite  your  inquiries  regarding 
Growth  Investors.  Want  to  know  more?  For  more 
complete  information  about  Twentieth  Century's  funds  ( Growth 
Investors,  Select  Investors,  Ultra  Investors,  and  U.S.  Gov- 
ernments) including  charges  and  expenses,  send  for  a 
free  prospectus.  Please  read  the  prospectus  carefully 
before  investing. 


P.O.  Box  200,  Kansas  City,  MO  64141  •  (816)  531-5575  Li 


TWENTIETH  CENTURY 
GROWTH  INVESTORS 
A  No-load  Mutual  Fund 


Please  send  a  free  prospectus  to: 


City_ 


State _ 


_Zip_ 


Mail  Inquiry  to:  TWENTIETH  CENTURY 
INVESTORS,  INC. 
P.O.  Box  200, 

fbs  830829  Kansas  City,  MO  64141 


The  performance  figures  for  the  period  June  30,  1971  to  June  30,  1983 
update  the  figures  found  in  the  funds'  prospectus. 


1983  Fund  Ratings 


if 


Investment  results 

Average      Latest  12  months 

Performance 

in  in 

i  i  .  1 1  i  i  i  1 

total 

from 

from 

Total  assets 

Maximum 

Annual 

UP 
markets 

DOWN 
markets 

return 
1973-83 

capital 
growth 

income 
dividends 

6/30/83 
(millions) 

%  change 
'83  vs  '82 

sales 
charge 

expenses 
per  $100 

Standard  &  Poor's  500  stock  average 

Forbes  stock  fund  composite 

FORBES  balanced  fund  composite 

FORBES  bond  and  preferred  stock  fund  composite 

8.3% 
10.8% 
8.8% 
7.6% 

53.4% 
63.3% 
36.4% 
19.8% 

4.1% 
2.9% 
7.3% 
11.4% 

Stock  funds  (load) 

Group  averages 
10.6%         64.0%  2.9% 

D 
B 

C 
D 
C 

D 
D 
F 
C 
D 

Transamerica  Capital  Fund  (800-631-07491 
Travelers  Equities  Fund  (203  277  011 1| 
United  Accumulative  Fund  (816-283-4000) 
United  Income  Fund  (816-283-4000) 
United  International  Growth  Fund  (816-283-4000) 

5.8% 

9.3 

8.9 

7.3 

7.6 

34.5% 

46.8 

63.5 

60.5 

45.1 

5.2% 

3.8 

4.7 

4.8 

4.8 

$  44.2 

51.6 
523.5 
554.4 

79.4 

24.2% 
46.2 
.55.7 
43.5 
45.2 

8.00% 

8.50 

8.50 

8.50 

8.50 

$0.90 
0.84 
0.60 
0.64 
0.93 

B 

A 
B 
C 
D 

F 
C 
B 
F 
B 

United  Science  &  Energy  Fund  (816-283-4000) 
United  Vanguard  Fund  (816-283-4000) 
Vance,  Sanders  Special  Fund  (617-482-8260) 
The  Wall  Street  Fund  (212-943-1182) 
Washington  Mutual  Investors  Fund  (202-842-5665) 

7.3 
12.4 
12.9 

5.8 
13.1 

52.6 
81.8 
50.8 
70.1 
53.0 

4.3 
2.3 
2.8 
1.4 
4.6 

198.6 
266.7 
138.6 
7.5 
536.1 

41.5 
237.2 
60.4 
47.1 
53.7 

8.50 
8.50 
8.50 
8.50 
8.50 

0.71 
0.99 
0.88 
2.55 
0.58 

Not  rated** 

ABT  Arbitrage  Fund  (800-327-4508) 
Aggressive  Growth  Shares  (800-221-5757) 
Alliance  Technology  Fund  (800  221  7780) 
Chancellor  New  Decade  Growth  Fund  (800-221-7984) 
Chancellor  Tax-Mgd  Utility  Fund  (800  221-7984) 

— * 

184.1 
95.5 
22.6 

none 
0.9 
none 

3.8 
11.7 

192.4 
70.4 

176.3 

3,106.7 
173.9 
58.0 

8.50 
8.50 

t 

6.75 
6.75 

NA 
NA 
0.61 
1.24 
1.06 

Colonial  Corporate  Cash  Trust  (800-225  2365) 
Colonial  Option  Growth  Trust  (800-225-2365) 
Colonial  Option  Income  Trust  (800 -225 -2365) 
Colonial  Tax-Managed  Trust  (800-225-2365) 
Dean  Witter  Dividend  Growth  Sees  (212-938-4554) 

5.8 
74.6 
32.0 
26.1 
44.5 

12.3 
2.2 
3.5 
none 

4.2 

276.0 
5.6 
779.0 
375.5 
30.6 

3,393.7 
107.4 
244.5 
147.0 
108.2 

2.50 
8.50 
8.50 
8.50 
5.50 

0.95 
1.50 
0.97 
0.95 
1.18 

Dean  Witter  Industry- Valued  Sees10  (212-938-4554) 
Dean  Witter  Natural  Resource  Devel11  (212-938-4554) 
Eaton  Vance  Tax-Managed  Trust  (617-482-8260) 
Eberstadt  Energy-Resources  Fund  (800-221-5233) 
Fidelity  Mercury  Fund  (800-225-6190) 

53.0 
49.1 
27.4 
47.1 

2.2 
2.3 
none 

2.1 

46.3 
38.1 

552.5 
43.6 

118.3 

151.6 
43.2 

140.0 
42.5 

5.50 
5.50 
8.50 
8.50 
3.00 

101 
1.15 
0.94 
1.50 
1.50 

Fidelity  Select-Energy  Portfolio  (800-225-6190) 
Fidelity  Select-Fin  Svcs  Portfolio  (800-225-6190) 
Fidelity  Select-Health  Care  Port  (800-225-61901 
Fidelity  Select-Precious  Metals  &  Min  (800  225-6190) 
Fidelity  Select-Tech  Portfolio  |800-225-6190) 

42.4 
69.0 
100.0 
159.3 
162.1 

none 
none 
none 
none 
none 

70.5 
12.0 
141.1 
108.4 
670.4 

9,971.4 
NM 
NM 
NM 
NM 

2.00 
2.00 
2.00 
2.00 
2.00 

1.50 
1.50 
1.50 
1.50 
1.32 

Fidelity  Select-Util  Portfolio  (800-225-6190) 
The  44  Wall  Street  Equity  Fund  (800-221-7836) 
Foster  &  Marshall  Growth  Fund  (206-344-3500) 
The  Greenway  Fund12  (713  626-1919) 
IDS  Discovery  Fund  (612-372-3131) 

29.3 
98.4 
47.7 
89.6 
88.3 

none 
none 
1.8 
none 

1.6 

10.3 
30.8 
19.0 
5.0 
339.6 

1,960.0 
56.4 
113.5 
78.6 
301.9 

2.00 
8.50 
5.00 
6.50 
5.00 

1.50 
1.68 
1.90 
2.00 
0.92 

IRI  Stock  Fund  (800-328-1010) 
Kemper  Option  Income  Fund  (800-621-1048) 
Mass  Finl  Emerging  Growth  Tr  (800-343-2829) 
Merrill  Lynch  Basic  Value  Fund  (800-631-0749) 
Merrill  Lynch  Special  Value  Fund  (800-221-2990) 

48.8 
29.7 
126.0 
57.9 
76.7 

0.8 
3.7 
1.0 

4.4 
1.5 

8.9 
95.5 
127.7 
234.9 
103.7 

641.7 
74.6 
4,303.5 
128.1 
146.3 

4.50 
8.50 
7.25 
6.50 
6.50 

2.00 
0.84 
1.50 
0.89 
1.29 

National  Telecommns  &  Tech  Fund  (212-482-8100) 
Oppenheimer  Directors  Fund  (212-668-5000) 
Oppenheimer  Option  Income  Fund  (800-525-7048) 
Oppenheimer  Regency  Fund  (800-525-7048) 
Oppenheimer  Target  Fund  (800-525-7048) 

121.6 
27.6 

140.8 

0.8 
5.1 
none 
0.7 

140.2 
267.0 
65.5 
37.7 
211.2 

489.4 
35.3 

1,537.2 

8.50 
8.50 
8.50 
3.00 
6.00 

1.12 
0.97 
0.97 
NA 
1.23 

'Fund  not  in  operation  for  full  period.    "Funds  that  were  not  offered  to  the  public  or  whose  assets  did  not  exceed  $2  million  before  Sept.  21,  1976,  or  funds 
that  were  not  rated  because  of  a  change  in  investment  policy.    tFund  not  currently  selling  new  shares. 

'"Formerly  InterCapital  Industry-Valued  Securities.    "Formerly  InterCapital  Natural  Resource  Development  Sec.    l2Formerly  The  Edson  Gould  Fund. 
NA:  Not  available.    NM:  Not  meaningful. 
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THE 


"TirWESTOBS 


INVESTORS 


FUND 


All  the  facts,  strategies,  timing  techniques  you 
need  to  invest  successfully  in  No-Load  funds 
—  with  quarterly  updates  available  that  make 
specific  recommendations  to  always  keep  you 
in  the  "right"  funds  or  switch  to  cash. 

Announcing  the  latest  edition  of  the  definitive  Guide 
on  No-Load  Mutual  Funds!  This  new  240  page 
information-packed  HANDBOOK  FOR  NO-LOAD 
FUND  INVESTORS  puts  at  your  fingertips  the  com- 
plete, unbiased  information  you  need  to  invest  profit- 
ably in  mutual  funds  —  covers  the  advantages, 
objectives,  performance  data,  potential  risk  and 
reward  of  every  kind  of  fund  from  Aggressive  Growth 
to  Money  Market.  Tells  which  No-Load  Growth  funds 
are  bull  market  winners.  Explains  how  to  maximize 
your  tax-sheltered  IRA  and  Keogh  returns  with  No- 
Loads.  Provides  all  the  pertinent  data  on  421  funds. 

Consists  of  three  major  sections,  each  a  worthwhile 
volume  in  itself: 

1.  85,000  word  Editorial  Section  reveals  the  finer 
techniques  for  most  profitably  investing  in  No-Load 
mutual  funds;  thoroughly  discusses  timing  tech- 
niques, strategies,  switching;  tells  you  what  to  do, 
what  NOT  to  do. 

Answers  such  questions  as: 

What  four  important  factors  determine  future  per- 
formance? . . .  how  do  you  evaluate  management? . . . 
which  one  type  of  fund  should  you  always  AVOID?.. . 
what  is  the  only  time  of  day  to  buy? .  . .  when  should 
you  sell,  when  stand  pat? . . .  how  do  you  short  a  fund? 

It  reveals  three  strategies  to  maximize  profits  over 
the  complete  market  cycle . . .  which  funds  are  best  for 
market  timers,  which  best  for  buy/hold  investors  .  .  . 
how  switching  can  improve  returns  .  .  .  what  to  look 
for  in  a  family  of  funds  .  .  .  how  to  minimize  tax 
burdens  .  .  .  much  more. 

2.  Complete  Statistical  Section  shows  %  gain  and 
loss  for  each  of  the  past  10  years.  No-Loads  are 
ranked  by  objective  for  latest  year,  5  years,  10  years. 
Covers  distributions,  yields,  N.A.V.s,  total  assets, 
alphas  and  betas.  Separate  tables  tell  you  which  are 
the  bestof41  No-Load  fund  families,  99  money  funds, 
48  closed-ends. 

3.  Fund  Directory  provides  Name,  Address,  Phone 
(including  800  number),  objective  and  policies  for 
every  kind  of  fund:  Aggressive  Growth  . .  .  Growth  . . . 
Growth-Income  .  . .  Income  . . .  Bond  . . .  Tax-Free  . . . 
Money  Market  .  .  .  Golds  .  .  .  International  .  .  .  Closed- 
end.  Identifies  which  funds  market  time,  leverage,  sell 
short.  You  discover  which  funds  provide  important 


telephone  switch  privileges  .  .  .  which  accept  collect 
calls  . . .  which  let  you  buy  by  phone  . . .  offer  IRA  and 
Keogh  plans  .  .  .  lists  portfolio  managers'  names! 

Spot  the  Winners  —  Keep  Up-To-Date 
On  No-Loads  All  Year  Long 

To  keep  you  on  top  of  the  No-Load  picture,  we  also 
publish  as  a  supplement  to  the  HANDBOOK  a  timely 
newsletter,  THE  NO-LOAD  FUND  INVESTOR, 
mailed  after  the  close  of  each  quarter  to  keep  you 
continuously  up-dated.  It: 

*  Recommends  funds  expected  to  be  outstanding 
performers 

*  Provides  latest  performance  statistics,  yields  and 
rankings,  cash  positions  for  growth  funds, 
money  fund  portfolios,  market  forecasts 

*  Keeps  you  abreast  of  new  money-making 
developments 

The  HANDBOOK  and  quarterly  INVESTOR 
together  provide  you  with  a  total  no-load  advisory 
service  —  everything  you  need  to  be  a  successful 
fund  investor. 

Examine  60  Days  Without  Risk! 

THE  HANDBOOK  FOR  NO-LOAD  FUND  INVES- 
TORS and  THE  NO-LOAD  FUND  INVESTOR  news- 
letter combined  are  available  for  $45.  Or  you  can 
order  either  alone  for  only  $28. 

Just  indicate  your  preference  on  the  Certificate 
below. 

You  must  be  1 00%  satisfied  or  return  within  60  days 
for  full  money  back. 


CLIP  AND  MAIL  THIS  NO-RISK  CERTIFICATE  TODAY! 


THE  NO-LOAD  FUND  INVESTOR,  Dept  SRI 

Post  Office  Box  283— Hastings-on-Hudson,  N.Y.  10706 

YES!  I  want  to  increase  my  investment  profits.  Please  send  me 

□  Money  saving  combination  offer  —  THE  HANDBOOK 
FOR  NO-LOAD  FUND  INVESTORS,  and  a  One-Year 
Subscription  to  THE  NO-LOAD  FUND  INVESTOR,  4  issues 
beginning  with  the  most  timely  quarterly  report  —  $45* 
enclosed. 

□  Just  THE  HANDBOOK  —  $28*  enclosed 

□  Just  THE  NO-LOAD  FUND  INVESTOR  —  $28*  enclosed. 
NY  residents  add  sales  tax.  HANDBOOK  and  Supplement 
unconditionally  guaranteed.  If  after  60  days  you  are  not  100% 
satisfied,  return  for  full  money  back. 

Name   


(please  print  or  type) 


Address 


City 


State 


Zip 


'Fully  tax-deductible.  Foreign  add  $10,  U.S.  funds  only.  Please  make  checks 
payable  to  The  No-Load  Fund  Investor. 


1983  Fund  Ratings 


Investment  results 

Average      Latest  12  months 

Performance 

in  in 

annual 
total 

return 
from 

return 
from 

Total  assets 

Maximum 

Annual 

UP  DOWN 
markets  markets 

return 
1973-83 

capital 
growth 

income 
dividends 

6/30/83       %  change 
^minions!       oj  vs  oZ 

sales 
charge 

expenses 

r»o»  CI  MM 

per  >  i  uu 

Standard  &  Poor's  500  stock  average 

FORBES  stock  fund  composite 

FORBES  balanced  fund  composite 

FORBES  bond  and  preferred  stock  fund  composite 

8.3% 
10.8% 
8.8% 
7.6% 

53.4% 
63.3% 
36.4% 
19.8% 

4.1% 
2.9% 
7.3% 
11.4% 

Stock  funds  (load) 

Group  averages 
10.6%         64.0%  2.9% 

Not  rated" 


Phoenix  Growth  Fund  Series13  (800-243-1574] 

— * 

65.0% 

4.1% 

$  63.9 

71.3% 

8.50% 

$1.06 

riiuciiix  ii'Kh  ruiiu  jciIcs     |ouu-Z40 ■  i  j  / 

77  1 

2  8 

45  8 

83  9 

8  50 

1  15 

Pioneer  Three  (800-225-6292] 

93.5 

8.50 

0.40 

Planned  Investment  Fund  (617  742-5900) 

28.9 

none 

4.0 

53.9 

4.00 

4.87 

Prudential-Bache  Equity  Fund  (800-528-6166) 

55.8 

1.3 

13.3 

786.7 

6.75 

1.50 

Prudential-Bache  Option  Growth  Fund  (800-528-6166) 

94.0 

6.75 

NA 

Putnam  Capital  Fund15  (800-343-0929) 

21.0 

+ 

NA 

Putnam  Health  Sciences  Trust  (800-343-0929) 

51.8 

1.4 

398.1 

59.2 

8.50 

NA 

Putnam  Option  Income  Trust  (800-343-0929) 

37.3 

2.7 

159.4 

108.6 

8.50 

1.01 

Rochester  Tax  Managed  Fund  (716-232-6930) 

51.4 

none 

7.0 

288.9 

8.50 

4.40 

Sci/Tech  Holdings  (800-221-2990) 

604.6 

8.50 

NA 

Strategic  Capital  Gains  (800-527-5027) 

67.3 

none 

8.2 

2,633.3 

8.50 

1.30 

Strategic  Investments  Fund  (800-527-5027) 

164.0 

4.0 

137.0 

528.4 

8.50 

1.10 

Sunbelt  Growth  Fund  (713-751-2400) 

88.2 

none 

193.1 

NM 

8.00 

NA 

Tax-Managed  Fund  for  Util  Shares  (800-327-4508) 

24.9 

none 

156.3 

16.9 

8.50 

1.02 

Templeton  Global  Fund  (800-237-0738) 

80.6 

2.9 

242.9 

94.3 

8.50 

1.15 

Templeton  World  Fund  (800-237-0738) 

60.5 

3.3 

1,226.6 

86.9 

8.50 

0.85 

World  of  Technology  (800-525-9274) 

5.5 

5.00 

NA 

Stock  funds  (no  load) 

10.8% 

Group  averages 
63.9% 

2.8% 

B 

C 

Acorn  Fund  (312-621-0630) 

15.3% 

53.9% 

3.2% 

$179.5 

76.7% 

none 

$0.92 

B 

F 

ADV  Fund  (212-908-9582) 

6.0 

63.1 

2.5 

30.1 

90.5 

none 

1.78 

B 

C 

Afuture  Fund  (800-523-7594) 

11.0 

52.6 

4.4 

47.9 

69.3 

none 

1.60 

A 

D 

American  Investors  Fund  (800-243-5353) 

8.5 

56.3 

none 

161.3 

34.6 

none 

1.15 

B 

D 

Armstrong  Associates  (214-744-5558) 

12.5 

52.1 

4.2 

12.9 

67.5 

none 

1.70 

C 

F 

David  L  Babson  Investment  Fund  (800-821-5591) 

5.6 

50.9 

2.9 

249.3 

21.2 

none 

0.60 

D 

C 

Beacon  Hill  Mutual  Fund  (617-482-0795) 

4.6 

38.9 

0.2 

2.6 

30.0 

none 

3.80 

C 

F 

Boston  Co  Capital  Apprec  Fund  (800-343-6324) 

5.4 

54.2 

2.5 

247.2 

51.3 

none 

1.07 

D 

F 

Boston  Mutual  Fund  (617-828-7000) 

5.0 

52.1 

3.0 

5.1 

64.5 

none 

1.53 

A 

F 

Bull  &  Bear  Capital  Growth  Fund16  (800-431-6060) 

10.9 

66.0 

1.3 

105.9 

197.5 

none 

1.42 

D 

B 

Bull  &  Bear  Equity-Income  Fund17  (800-431-6060) 

10.5 

27.2 

5.7 

5.1 

75.9 

none 

2.02 

D 

D 

Century  Shares  Trust  (800-225-6704) 

6.5 

37.9 

4.8 

74.7 

30.4 

none 

1.13 

C 

A 

Charter  Fund  (214-742-6567) 

15.6 

44.0 

4.1 

76.5 

71.1 

none 

1.25 

A 

C 

Columbia  Growth  Fund  (800-547-1037) 

14.6 

93.8 

0.4 

148.3 

322.5 

none 

1.15 

D 

C 

Composite  Fund  (800-541-0830) 

8.8 

46.4 

4.6 

40.3 

80.7 

none 

0.88 

C 

B 

Concord  Fund  (617-742-7077) 

10.6 

46.4 

3.0 

1.9 

35.7 

2.71 

A  + 

F 

The  Constellation  Growth  Fund  (212-557-8787) 

17.9 

140.0 

none 

154*8 

441.3 

none 

1.10 

C 

D 

de  Vegh  Mutual  Fund  (800-221-7780) 

8.4 

47.1 

4.5 

71.1 

29.7 

none 

1.12 

D 

F 

Directors  Capital  (212-635-0616) 

-14.4 

-48.2 

none 

.4 

-55.6 

none 

18.50 

C 

D 

Dodge  &  Cox  Stock  Fund  (415-981-17101 

9.9 

53.0 

3.7 

26.6 

52.9 

none 

0.75 

D 

F 

The  Drexel  Burnham  Fund  (212-483-1436) 

7.0 

36.2 

5.3 

77.1 

108.4 

none 

1.30 

A 

C 

Dreyfus  Growth  Opportunity  Fund18  (800-645-6561) 

14.3 

62.7 

2.1 

358.2 

209.6 

none 

1.10 

A 

C 

The  Dreyfus  Third  Century  Fund  (800-645-6561) 

13.7 

51.2 

3.1 

150.7 

65.4 

none 

1.01 

D 

B 

Energy  &  Utility  Shares  (215-542-8025) 

6.9 

20.3 

9.0 

9.0 

28.6 

none 

1.98 

"Fund  not  in  operation  for  full  period.  "Funds  that  were  not  offered  to  the  public  or  whose  assets  did  not  exceed  $2  million  before  Sept.  21,  1976,  or  funds 
that  were  not  rated  because  of  a  change  in  investment  policy.    tFund  not  currently  selling  new  shares. 

^Formerly  Phoenix-Chase  Growth  Fund  Series.    14Formerly  Phoenix-Chase  Stock  Fund  Series.    1 'Formerly  Putnam  Duofund.    ^Formerly  Capital  Shares. 
'Formerly  Capamehca  Fund    '"Formerly  Dreyfus  Number  Nine. 
NA:  Not  available.    NM:  Not  meaningful. 
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Investment  results 

Average  Latest  12  months 
annual     return  return 

total        from          from  Total  assets           Maximum  Annual 

return      capital       income  6/30/83       %  change       sales  expenses 

1973-83    growth     dividends  (millions)      '83  vs  '82      charge      per  $100 


Standard  &  Poor's  500  stock  average 

FORBES  stock  fund  composite 

FORBES  balanced  -fund  composite 

FORBES  bond  and  preferred  stock  fund  composite 

8.3% 
10.8% 
8.8% 
7.6% 

53.4% 
63.3% 
36.4% 
19.8% 

4.1% 

2.9% 
7.3% 
11.4% 

Stock  funds  (no  load) 

10.8% 

Group  averages 
63.9% 

2.8% 

c 

A  + 
A 
D 
B 

D 
C 
B 
•D 

c 

Energy  Fund  (212-850-8300) 

The  Evergreen  Fund  (914-698-571 1] 

Explorer  Fund  (800-523-7025) 

Farm  Bureau  Growth  Fund  (800  247-4170) 

Fidelity  Contrafund  (800-225-6190) 

12.0% 

22.1 

15.1 

12.4 

34.1% 
80.1 
105.4 
30.2 
53.3 

5.1% 

1.6 

0.5 

5.6 

3.7 

$367.1 
208.6 
269.8 
48.3 
86.9 

29.4% 
124.5 
493.0 

37.6 

53.0 

none 
none 
none 
none 
none 

$0.88 
1.13 
0.82 
0.81 
1.00 

C 
C 
D 
B 

c 

A 
C 
A 
F 
B 

Fidelity  Equity-Income  Fund  (800  225-6190) 
Fidelity  Fund  (800-225-6190) 
Fidelity  Puritan  Fund  (800-225-6190) 
Fidelity  Trend  Fund  (800-225-6190) 
Financial  Dynamics  Fund  (800-525-9831) 

17.8 
11.0 
12.5 
6.6 
12.4 

56.6 
60.7 
38.8 
58.9 
67.8 

6.3 
4.3 
7.3 
2.0 
1.7 

647.7 
691.8 
818.3 
672.5 
101.4 

190.7 
60.0 
37.7 
50.0 
96.1 

none 
none 
none 
none 

0.82 
0.73 
0.66 
0.78 
0.66 

C 
D 

A  + 

B 

D 

C 
B 
D 
D 
A 

Financial  Industrial  Fund  (800-525-9831) 
Financial  Industrial  Income  Fund  (800-525-9831) 
The  44  Wall  Street  Fund  (800-221-7836) 
Founders  Growth  Fund  (800-525-2440) 
Founders  Income  Fund  (800-525-2440) 

12.0 
14.1 
15.4 
10.7 
9.9 

51.3 
44.8 
100.9 
66.0 
24.0 

5.2 
5.4 
none 
2.7 
6.5 

395.9 
222.6 
248.4 
52.6 
6.7 

45.6 
50.1 
151.7 
68.6 
31.4 

none 
none 
none 
none 
none 

0.64 
0.63 
1.11 
1.37 
1.50 

A 
D 
C 
B 
B 

C 
D 
C 
D 

c 

Founders  Special  Fund  (800-525-2440) 
Foursquare  Fund  (617-482-8260) 
General  Securities  (612-332-1212) 
Growth  Industry  Shares  (312-346-4830) 
Guardian  Mutual  Fund  (800-225-1596) 

13.2 
5.7 
11.2 
11.0 
14.2 

107.8 
39.0 
53.2 
77.5 
57.6 

1  1 

3.2 
3.5 
1.4 
3.8 

100.2 
5.8 
13.4 
70.2 

307.3 

234.0 
18.4 
47.3 
82.8 
84.5 

none 
none 
none 
none 
none 

1.42 
2.70 
1.50 
0.94 
0.76 

A  + 
A  + 
B 
C 

D 
D 

D 
D 

F 
D 

t 

Hartwell  Growth  Fund  (212-247-8740) 
Hartwell  Leverage  Fund  (212-247-87401 
Herold  Fund  (203-869-2585) 
IstelFund  (212-702-0174) 
lvest  fund  (ouu- DZvj- /uz j i 

14.3 
20.6 

5.7 
9.0 
o.u 

111.1 
129.5 
57.4 
36.2 

none 
none 
none 
5.8 

14.5 
71.9 
2.0 
121.6 

1  Q/C  Q 
I  70.7 

119.7 
376.2 
25.0 
28.3 

til  s 

none 
none 

none 
none 

2.30 
1.40 
2.66 
1.06 

1    1  h 
l.lu 

c 

B 

C 
D 

D 
D 

D 
A 
F 
F 
r 

Ivy  Fund  (617-749-1416) 

Janus  Fund  (800-525-3713) 

Keystone  Custodian  Funds  K-2  (800-225-2618) 

Keystone  Custodian  Funds  S-l  (800-225-2618) 

Keystone  i„ustouian  Minus  a-o  (ouu-zzo-zoioj 

8.2 
16.3 
5.3 
4.6 
y.o 

56.6 
74.9 
72.3 
51.0 

5.1 
1.8 
2.9 
3.3 

Z.Z 

103.3 
243.2 
160.3 
74.0 
1  a 

Ijj.O 

81.2 
441.7 
56.9 
43.4 

none 
none 
none 
none 
none 

1.28 
1.31 
0.80 
0.82 
u.  /  o 

A  + 
A 
C 
•C 

A 

F 
D 
D 
•A 

c 

Keystone  Custodian  Funds  S-4  (800-225-26181 
Lexington  Growth  Fund  (800-526-4791) 
Lexington  Research  Fund  (800-526-4791) 
Lindner  Fund  (314-727-5305) 

Loomis-Sayles  Capital  Development  (800-225-7670) 

9.5 
11.0 

9.7 

15.1 

116.9 
68.9 
60.6 
45.1 

109.4 

0.2 
0.9 
3.5 
3.6 
1.7 

720.4 
49.0 
131.8 
270.8 
162.4 

104.7 
274.1 
72.1 
209.1 
142.0 

none 
none 
none 
none 
none 

0.80 
1.56 
1.07 
1.33 
0.81 

C 
B 
C 
B 
B 

D 
F 
D 
D 
D 

Mairs  &  Power  Growth  Fund  (612-222-8478) 

Manhattan  Fund  (212-850-8300) 

Horace  Mann  Fund  (217-789-2500) 

Mathers  Fund  (312-236-82151 

W  L  Morgan  Growth  Fund  (800-523-7025) 

8.1 
4.3 
8.1 
12.3 
11.2 

65.7 
68.0 
82.2 
58.9 
77.8 

2.2 
2.7 
1.1 
2.5 
1.8 

20.4 
79.9 
78.2 
224.3 
416.0 

61.9 
55.5 
54.6 
40.6 
99.0 

none 
none 

t 

none 
none 

1.03 
1.50 
0.89 
0.63 
1.04 

B 
B 
B 

C 
B 

B 
B 

C 
F 
F 

Mutual  Shares  (212-908-4047) 
Naess  &  Thomas  Special  Fund  (212-269-6500) 
National  Aviation  &  Technology  (212-482-8100) 
National  Industries  Fund  (213-277-1450) 
Neuwirth  Fund  (800-221-7780) 

21.0 
16.0 
13.7 
6.7 
8.9 

44.3 
117.2 
58.9 
28.3 
93.4 

4.3 
1.3 
3.0 
4.3 
1.0 

215.3 
46.3 

107.7 
32.0 
28.8 

65.6 
243.0 
47.3 
25.5 
92.0 

none 
none 
none 
none 
none 

0.78 
2.19 
1.25 
1.70 
1.79 

•Fund  rated  for  two  periods  only;  maximum  allowable  rating  A.    "Fund  not  in  operation  for  full  period.    +Fund  not  currently  selling  new  shares. 


Performance 

in  in 
UP  DOWN 
markets  markets 


FORBES,  AUGUST  29,  1983 


89 


Experience  Mazda  RXr7  The  one  high-performanc 


The  Mazda  RX-7  experience.  It  is 
a  sports  car  enthusiast's  dream 
made  real. 

It  is  a  rotary  engine  that  can 
propel  you  from  zero  to  50  in 
just  6.3  seconds. 

It  is  superb 
directional 
control  made 
possible  by  a 
finely-tuned 
suspension 
system  and  anti-sway  bars. 

And  to  make  the  experience 
even  more  enjoyable,  the  RX-7  is 
an  astonishing  value— a  sports 
car  enthusiast's  dream  made 


Mph. 


4 



J 

to 

'or 

- 

29  k  20 


EST. 
MPG 


*EPA  estimates  for  com 
Mazda's  rotary  engine 


affordable.  Because  its  rotors  turn  constantly  in  one 

a     ,  i     i      ,      |, .      .  direction,  the  Mazda  RX-7's  100-horsepower 

/\S  tne  Dest-seiling  tWO-Seat  rotary  engine  is  smoother,  more  efficient,  and 

sports  Car  in  America,  the  RX-7  more  powerful  for  its  size  than  a  conventional 

has  exceptional  resale  value.  The  Piston  ensine- 

Kelley  Blue  Book,  March-April 
1983,  reports  that  a  1979  RX-7  S 
has  retained  97.7%  of  its  original 
sticker  price,  compared  to  74.5% 
for  a  1979  Datsun  280ZX. 

If  you  are  partial  to  the  joys 
of  high-performance  motoring, 
all  that  remains  is  for  you  to 
climb  into  the  RX-7's  refined 
cockpit  and  head  for  the 
open  road. 

That  is  where  the  real  Mazda 
RX-7  experience  awaits  you. 

parison.  Your  mileage  may  vary  with  trip  length,  speed  and  weather.  Highway  mileage  will  probably  be  less, 
licensed  by  NSU-WANKEL.  "Manufacturer's  suggested  retail  price.  Actual  price  set  by  dealer.  Taxes, 


orts  car  that  is  not  reserved  for  a  privileged  few 


The  RX-7's  live-axle  rear  suspension  is  ideal  for 
achieving  true  sports  car  handling.  The  system 
depends  on  Watt  linkage  to  stabilize  the  axle  and 
promote  precise  tracking  through  turns. 


Standard  features  include 
5-speed  overdrive  transmission 

•  Steel-belted  radial  tires  •  Power- 
assisted  front  disc  brakes  •  Front 
and  rear  anti-sway  bars  •  Retract- 
able headlamps  •  Automatic 
power  antenna  •  Cut-pile  carpet- 
ing •  Electric  rear  window 
defroster  •  Driver's  seat  3-posi- 
tion  lumbar  support  adjustment 

•  Voltmeter,  temperature  &  oil 
pressure  gauges  •  Two -speed 
wipers  plus  intermittent  action 

•  Covered  rear  stowaway  lockers 

•  Side  window  demisters. 

Experienced  drivers  buckle  up. 


1983  Mazda  RX-7S 

$9895" 


GET  MORE  INFORMATION. 

We'd  like  to  send  you  a  free  copy 
of  our  20-page  catalog  describing 

the  RX-7.  Just  send  your  name, 
address,  city,  state,  and  zip  code  to 
the  following  address  and  mention 
that  you'd  like  the  RX-7  catalog. 
Mailing  and  Marketing  Inc. 
Box  5960 
Orange,  CA  92668 
Attn:  Mazda  RX-7  Offer 


license,  freight,  options  (wide  tires/al.  wheels  $350-$420)  and  other  dealer  charges  extra.  Price  may  change 
without  notice.  Availability  of  vehicles  with  specific  features  may  vary. 


The  more  you  look, 
the  more  you  like. 


1983  Fund  Ratings 


Investment  results 

Average      Latest  12  months 

Performance 

in  in 

annual 
total 

return 

return 

Total  assets 

Maximum 

Annual 

UP 
markets 

DOWN 
markets 

return 
1973-83 

capital 
growth 

income 
dividends 

6/30/83 
(millions) 

%  change 

'83  vs  '82 

sales 
charge 

expenses 
per  $100 

Standard  &  Poor's  500  stock  average 

FORBES  stock  fund  composite 

FORBES  balanced  fund  composite 

FORBES  bond  and  preferred  stock  fund  composite 

8.3% 
10.8% 
8.8% 
7.6% 

53.4% 
63.3% 
36.4% 
19.8% 

4.1% 
2.9% 
7.3% 
11.4% 

Stock  funds  (no  load) 

Group  averages 
10.8%         63.9%  2.8% 

B 

D 
D 

D 
B 
D 

D 

D 

C 

D 

C 

Newton  Growth  Fund  (414-347-1 141) 

Nicholas  Fund  (414-272-6133) 

North  Star  Stock  Fund  (612-371-7875) 

Omega  Fund  (617-357-8480) 

The  One  Hundred  &  One  Fund  (303-837- 1020) 

9.0% 
10.8 
9.1 
9.4 
9.9 

100.8% 
80.6 
58.7 
51.2 
79.2 

1.6% 

2.4 

2.8 

1.1 

3.1 

$  35.7 
160.7 
39.5 
32.7 
1.2 

128.9% 

186.5 

131.0 

39.2 

50.0 

none 
none 
none 
none 
none 

$1.11 

0.95 
0.80 
1.39 
2.00 

B 

C 
C 
A 

D 

•C 

C 

c 

The  One  Hundred  Fund  (303-837-1020) 
The  One  William  Street  Fund  (800-221-5350) 
Partners  Fund  (212-850-8300) 
Penn  Square  Mutual  Fund  (800-523-8440) 
Pennsylvania  Mutual  Fund  (800-221-4268) 

6.4 

9.8 

12.0 
14.5 

93.6 
63.2 
32.2 
51.3 
98.1 

0.6 
3.0 
6.4 
4.8 
0.5 

15.6 
393.8 
140.3 
178.4 

78.5 

66.0 
55.7 
88.6 
41.5 
194.0 

none 
none 
none 
none 
none 

1.75 
0.63 
0.97 
0.66 
1.51 

D 
A 
A 
C 
B 

D 
C 
•D 

F 
D 

Pine  Street  Fund  (800-221-7780) 

Plitrend  Fund  (713-757-5656) 

Precious  Metals  Holdings  (617-338-4220) 

T  Rowe  Price  Growth  Stock  Fund  (800-638-5660) 

T  Rowe  Price  New  Era  Fund  (800-638-5660) 

9.9 
15.5 

3.2 
10.7 

51.0 
73.5 
105.9 
47.9 
47.3 

4  0 
2.3 
3.7 
3.1 
4.5 

45.0 
76.5 
80.0 
1,114.5 
486.0 

30.4 
352.7 
83.9 
38.9 
42.1 

none 
none 
none 
none 
none 

1.14 
1. 11 

1.25 
0.51 
0.71 

A  t 

D 
•D 
•A 

C 

F 
F 
•A 
•C 

D 

T  Rowe  Price  New  Horizons  Fund  (800  638-5660) 

PRO  Fund  (800-523-0864) 

Qualified  Dividend-Portfolio  I  (800-523  7025) 

Quasar  Associates  (800-221-7780) 

SAFECO  Equitv  Fund  (800-426-6730) 

9.1 

2.7 

10.8 

96.0 
56.5 
47.8 
114.9 
40.7 

1.0 
2.8 
6.4 
0.6 
5.3 

1,675.3 
42.5 
44.3 
43.6 
35.9 

112.7 
47.6 
151.7 
161.1 
32.0 

none 
none 
none 
none 
none 

0.56 
1.27 
0.80 
1.25 
0.64 

A 

Q 

B 

C 
A 

D 
3 

F 
F 

C 

SAFECO  Growth  Fund  (800-426-6730) 
SAFECO  Income  Fund  (800-426-6730) 
Scudder  Capital  Growth  Fund  (800-225-2470) 
Scudder  Common  Stock  Fund  1800-225-2470) 
Scudder  Development  Fund  (800-225-2470) 

13.4 
11.7 
8.2 
8.2 
11.5 

73.7 
42.9 
72.9 
50.3 
64.3 

2.2 
6.5 
2.2 
3.1 
1.9 

66.9 

iU.O 

230.9 
260.3 
252.9 

87.4 
44  1 

143.8 
86.3 

184.8 

none 
none 
none 
none 
none 

0.60 
0.63 
0.85 
0.86 
1.28 

D 

Q 
C 

B 
B 

D 

p 

A 
A 
•F 

Selected  American  Shares  (800-621-7321) 
Selected  Special  Shares  (800-621-7321) 
Sequoia  Fund  (212-245-4500) 
Sherman,  Dean  Fund  (212-577-3850) 
Sierra  Growth  Fund  (213  277-1450) 

4.7 
6.5 
18.4 
12.9 

* 

32.9 
77.9 
35.5 
57.1 
58.8 

6.2 
1.6 
4.7 
1.4 
1.5 

80.4 

3ft  1 
jo.Z 

310.6 
5.1 
7.2 

23.5 

JD.J 

107.3 
10.9 
140.0 

none 
none 

t 

none 
none 

1.02 
1.32 
1.10 
1.91 
2.04 

B 

u 
D 

C 

A  + 

D 
r 
D 
D 
F 

Smith,  Barney  Equity  Fund  (800-225-1525) 
Steadman  Amer  Industry  Fund  Tr  (800-424-8570) 
Steadman  Investment  Fund  (800-424-8570) 
Steadman  Oceanographic  Fund  (800-424-8570) 
Stein  Roe  &  Farnham  Cap  Opportun  (800-621-0320) 

9.2 
1.5 
3.7 
4.9 
14.1 

58.5 
53.2 
30.4 
47.2 
105.9 

3.0 
1.2 
4.3 
1.6 
0.6 

68.0 
14.4 
15.9 
9.9 
401.3 

42.3 
33.3 
19.6 
35.6 
263.2 

none 
none 
none 
none 
none 

1.08 
4.33 
2.71 
4.13 
0.95 

A 
•IS 

A 

A  + 
A  + 

F 
•L/ 

B 
D 
B 

Stein  Roe  &  Farnham  Stock  Fund  (800-621-0320) 

Stratton  Growth  Fund  (215-542  8025) 

Tudor  Fund  (800-223-3332) 

20th  Century  Growth  Investors  (816-531-5575) 

20th  Century  Select  Investors  (816-531-5575) 

9.4 

15.8 
22.6 
24.7 

82.2 
70.3 

111.2 
86.5 

106.5 

17 

1.5 
1.2 
0.3 
0.5 

320.3 
12.9 
81.2 
675.8 
506.0 

88.5 
122.4 
283.0 
158.0 
924.3 

none 
none 
none 
none 
none 

0.66 
1.80 
1.35 
1.08 
1.08 

•A 

C 
D 
C 
A 

•D 

A 
A 
B 

C 

United  Services  Gold  Shares  (800-531-5777) 
The  Value  Line  Fund  (800-223-0818) 
The  Value  Line  Income  Fund  (800-223-0818) 
Value  Line  Levgd  Growth  Investors  (800-223-0818) 
The  Value  Line  Special  Situations  (800-223-0818) 

15.2 
14.6 
16.1 
14.9 

171.0 
38.2 
29.2 
45.4 
79.4 

3.8 
5.3 
7.5 
3.0 
2.4 

314.7 
194.2 
130.0 
229.6 
380.6 

413.4 
166.4 
84.4 
383.4 
218.0 

none 
none 
none 
none 
none 

1.07 
0.67 
0.78 
0.84 
1.02 

•Fund  rated  for  two  periods  only;  maximum  allowable  rating  A.    'Fund  not  in  operation  for  full  period.  1 

Fund  not  currently  selling 

new  shares. 
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FORBES,  AUGUST  29,  1983 


Templeton 
Growth  Rind's 
Record 


Total  value 
of  investment 
April  30,  1983 


$467,381 


Illustration  of  an  assumed 
investment  of  $10,000 

with  income  dividends  reinvested  and  capital  gains  distributions 
accepted  in  shares  (Stated  in  United  States  dollars.) 


Templeton  Growth  Fund,  Ltd.  was  incorpo- 
rated in  Canada  on  September  1 ,  1 954  and 
commenced  operations  November  29,  1954. 
Dividends  from  investment  income  were  paid 
commencing  in  1972.  Prior  to  that  time  net 
income  and  realized  capital  gains  were 
retained  by  the  Fund.  Income  dividends  and 
capital  gains  distributions  are  shown  in  the 
chart  as  reinvested  at  net  asset  value  in 
accordance  with  the  reinvestment  policy 
described  in  the  current  prospectus. 

Initial  net  asset  value  is  the  amount 
received  by  the  Fund  after  deducting  the 
maximum  sales  commission  of  81/2%.  The 
actual  sales  commission  on  an  investment 
of  $10,000  is  73/4%  as  described  in  the  pro- 
spectus. No  adjustment  has  been  made  for 
any  income  taxes  payable  by  shareholders 
The  total  amount  of  capital  gains  distributions 
accepted  in  shares  was  $61,202;  the  total 
amount  of  dividends  reinvested  was  $38,943 


□ 


Value  of  shares  acquired  through  reinvestment  of 
dividends  from  income  ($93,036). 


□ 


Value  of  shares  initially  acquired  ($248,148)  plus  shares 
accepted  as  capital  gains  distributions  ($126,197). 

I  Annual  cost  of  living 


Years  ended  4/30  1 955 


1960 


1965 


1970 


1975 


1980 


1983 


This  chart  covers  the  period  from  November  29,  1954  (inception)  to  April  30,  1983  The  Fund  s  results  shown  should  not  be  considered  as  a  representation  of  the  dividend  income  or  capital  gain  or 
loss  which  may  be  realized  from  an  investment  made  in  the  Fund  today.  The  Cost  of  Living  as  set  out  in  the  chart  represents  the  annual  change  in  the  Consumer  Price  Index,  applied  to  an  initial 
value  in  November  1954  of  $10,000.  (The  Consumer  Price  Index  is  prepared  by  the  U.S.  Bureau  of  Labor  Statistics  based  on  prevailing  economic  factors.)  This  presentation  has  been  made  so  as 
to  compare  the  increase  in  value  of  a  $10,000  investment  in  Templeton  Growth  Fund,  Ltd.,  with  the  increase  in  the  cost  of  living  over  the  same  time  period. 


1983  Fund  Ratings 


Investment  results 

Average      Latest  12  months 

Performance 

in  in 

annual 
total 

return 
from 

return 
from 

Total  assets 

Maximum 

Annual 

UP 
markets 

DOWN 
markets 

return 
1973-83 

capital 
growth 

income 
dividends 

6/30/83 
(millions) 

%  change 
'83  vs  '82 

sales 
charge 

expenses 
per  $100 

Standard  &  Poor's  500  stock  average 

FORBES  stock  fund  composite 

FORBES  balanced  fund  composite 

FORBES  bond  and  preferred  stock  fund  composite 

8.3% 
10.8% 

8.8% 
7.6% 

53.4% 
63.3% 
36.4% 
19.8% 

4.1% 
2.9% 
7.3% 
11.4% 

Stock  funds  (no  load) 

Group  averages 
10.8%         63.9%  2.8% 

•C 

D 

A  + 
C 

•F 

D 
D 
B 

Vanguard  Index  Trust  (800-523-7025) 
Variable  Stock  Fund  (413-785-581 1 1 
Weingarten  Equity  Fund  (212-557-8787) 
Windsor  Fund  (800-523-7025) 

7.0% 
16.6 
14.3 

51.7% 
44.4 
114.4 
50.4 

4.0% 
3.0 
none 
5.1 

$  188.5 
6.7 
129.4 
1,564.3 

135.9% 

36.7 
264.5 

70.3 

none 
none 
none 
none 

$0.39 
1.24 
1.10 
0.69 

Not  rated" 

American  Express  Growth  Fund  (800-343-1300) 
Analytic  Optioned  Equitv  Fund  (714-833  0294) 
Boston  Co  Special  Growth  Fund  (800-343-6324) 
Bridges  Investment  Fund  (402  397  4700) 
Calvert  Equity  Fund  (800-368-2748) 

— ' 

61.6 
26.7 
107.8 
33.4 

0.9 
3.5 
none 
5.7 

11.4 

45.0 
8.4 
3.0 
9.3 

NM 
169.5 
2,000.0 
42.9 

none 
none 
none 
none 
none 

1.50 
1.48 
1.43 
1.15 
NA 

Copley  Tax-Managed  Fund  (617-674-8459) 

Dean  Witter  Developing  Growth  Sec  Tr  (212-938-4554) 

The  Dividend/Growth  Fund  (800-638-2042) 

The  Evergreen  Total  Return  Fund  (914-698-571 1) 

Federated  Stock  Trust  (800-245-4270) 

— * 

31.4. 

13.1 
47.9 
47.8 

none 

5.0 
5.2 
4.4 

4.4 
198.5 
3.8 
38.7 
17.7 

158.8 

111.1 

125.0 
1,006.3 

none 
none 
none 
none 
none 

1.50 
0.85 
2.50 
1.29 
0.45 

Fidelity  Asset  Investment  Trust  (800-225-6190) 
Fiduciary  Capital  Growth  Fund  (414-271-6666) 
Finomic  Investment  Fund  (713-659-2611) 
Gateway  Option  Income  Fund  (513-621-7774) 
Gintel  ERISA  Fund  (800-243-58081 

— * 

92.3 
84.7 
77.4 
21.0 
39.8 

none 
1.3 

none 
4.0 
4.0 

96.9 
16.2 
6.5 
18.4 
45.6 

236.5 
980.0 
91.2 
-12.0 
204.0 

none 
none 
none 
none 
none 

1.10 
2.00 
1.90 
1.45 
1.60 

Gintel  Fund  (800-243-5808) 

Golconda  Investors  (800-431-6060) 

The  GSC  Performance  Fund  (803  271  7622) 

Hutton  Investment-Emerging  Gr  Ser  (212-742-5000) 

Hutton  Investment-Growth  Series  (212  742  5000) 

55.3 
48.6 
51.2 

68.3 

3  3 
3.5 
2.1 

1.4 

87.9 
23.3 
12.9 
161.0 
391.3 

91.9 

275.8  . 
87.0 

1,440.6 

none 
none 
none 
none 
none 

1.40 
1.76 

2.33 
2.40 
2.12 

LBKL  Capital  Opportunity  Fund  (800-221-5350) 
Legg  Mason  Value  Trust  (800-368-2578) 
Lehman  Capital  Fund  (800-221-5350) 
Leverage  Fund  of  Boston  (800-225-6265) 
Lexington  Goldfund  (800-526-4791) 

78.8 
77.5 
88.7 
65.6 
107.0 

2.4 
1.2 

2.5 
1.3 
0.2 

37.8 
28.6 
113.5 
43.7 

7.4 

106.6 
2,500.0 
197.9 
27.0 
722.2 

none 
none 
none 
none 
none 

1 .33 
1.50 
1.22 
1.26 
1.50 

Mairs  &  Power  Income  Fund  (612-222-8478) 
Medical  Technology  Fund  (800-523-0864) 
Midwest  Gp-Bartlett  Basic  Value  (800-543-8721) 
Mutual  Qualified  Income  Fund  (212-908-4047) 
The  "New  Beginning"  Growth  Fund  (612-332-3223) 

'  41.7 

87.0 
39.9 

6.8 
0.2 

2.5 

2.8 
72.6 

4.3 
44.7 

9.8 

55.6 
305.6 

241.2 

none 
none 
none 
none 
none 

1.39 
1.47 
NA 
1.48 
1.50 

North  Star  Regional  Fund  (612-371-7875) 
Northeast  Investors  Growth  Fund  (800-225-6704) 
Nova  Fund  (617-890-4415) 
Pax  World  Fund  (603-431-8022) 
P-C  Capital  Fund  (617-956-1516) 

63.6 
44.3 
65.8 
43.6 
43.3 

2.1 
1.7 
1.2 
3.8 
8.9 

45.5 
3.9 
30.6 
10.O 
7.7 

195.5 
129.4 
121.7 
88.7 
-4.9 

none 
none 
none 
none 

1.00 
2.00 
1.70 
1.50 
0.79 

T  Rowe  Price  Growth  and  Inc  Fund  (800  638  5660) 
Prudcntial-Bache  Research  Fund  (212-791-4654) 
Quest  for  Value  Fund  (212-668-5482) 
The  Rainbow  Fund  (212-509-8532) 
Royce  Value  Fund  (800-221-4268) 

82.1 
45.3 

2.2 
none 

142.3 
150.7 
10.1 
1.8 

5.6 

80.4 
12.5 

none 
none 
none 
none 
none 

0.87 
NA 
2.48 
4.65 
NA 

•Fund  rated  tor  two  periods  only;  maximum  allowable  rating  A.    'Fund  not  in  operation  for  full  period.    "Funds  that  were 
assets  did  not  exceed  $2  million  before  Sept.  21,  1976,  or  funds  that  were  not  rated  because  of  a  change  in  investment  policy, 
shares.    NA:  Not  available.    NM:  Not  meaningful. 

not  offered  to  the  public  or  whose 
tFund  not  currently  selling  new 

J4 


FORBES,  AUGUST  29,  1983 


Investment  results 


Average 

Latest  12  months 

Performance 

annual 

return  return 

in  in 

total 

from  from 

Total  assets 

Maximum 

Annual 

UP  DOWN 

return 

capital  income 

6/30/83       %  change 

sales 

expenses 

markets  markets 

1973-83 

growth  dividends 

(millions)      '83  vs  '82 

charge 

per  $100 

Standard  &  Poor's  500  stock  average  8.3%  53.4%  4.1% 

FORBES  stock  fund  composite  10.8%  63.3%  2.9% 

FORBES  balanced  fund  composite  8.8%  36.4%  7.3% 

FORBES  bond  and  preferred  stock  fund  composite  7.6%  19.8%  11.4% 


Stock  funds  (no  load)  Group  averages 


10.8%         63.9%  2.8% 


Not  rated*' 


St  Paul  Fiduciary  Fund  (612-738-4000) 

68.0% 

0.8% 

$  7.2 

166.7% 

none 

$1.50 

SteinRoe  Special  Fund  (800-621-0320) 

98.5 

1.3 

119.5 

142.4 

none 

0.96 

SteinRoe  Universe  Fund  (800-621-0320) 

90.4 

1.6 

336.4 

192.3 

none 

1.10 

Trustees'  Commingled  Eq-US  Port  (800-523-7025) 

56.6 

4.7 

243.8 

132.9 

none 

0.63 

20th  Century  ULTRA  Investors  (816-531-5575) 

141.5 

none 

509.6 

1,255.3 

none 

1.07 

Unified  Growth  Fund  (800-862-7283) 

63.0 

1.8 

10.5 

200.0 

none 

1.28 

United  Services  Group— GBT  Fund  (800-531-5777) 

36.4 

1.2 

15.3 

750.0 

none 

2.18 

USAA  Mutual  Fund-Growth  Fund  (800-531-8181) 

73.1 

1.9 

109.4 

100.7 

none 

1.23 

USAA  Mutual  Fund-Sunbelt  Era  Fund  (800-531-8181) 

109.0 

0.2 

70.6 

1,076.7 

none 

1.45 

Valley  Forge  Fund  (215-688-6839) 

33.9 

5.0 

3.0 

87?5 

none 

2.00 

Group  averages 

Funds  for  investing  abroad     95%     45  6% 


D 

c 

Canadian  Fund  (800-221-5757) 

6.8% 

66.3% 

3.6% 

$  27.2 

51.1% 

8.50% 

$1.30 

A 

A 

International  Investors  (800-221-2220) 

24.9 

118.2 

4.0 

697.5 

243.1 

8.50 

1.01 

D 

F 

Keystone  International  Fund  (800-225-2618) 

2.2 

43.0 

1.8 

33.1 

22.1 

none 

1.68 

C 

D 

Putnam  International  Equities  (800-343-0929) 

8.2 

47.7 

1.5 

42.3 

33.0 

8.50 

1.82 

D 

C 

Scudder  International  Fund  (800-225  2470) 

6.9 

37.4 

2.6 

108.7 

90.4  . 

none 

1.19 

C 

C 

Transatlantic  Fund  (212-747-0440) 

8.1 

29.4 

1.6 

34.6  ~ 

25.4 

none 

1.44 

Not  rated** 

Alliance  International  Fund  (212-269-1500) 

37.8 

1.5 

37.1 

92.2 

none 

1.60 

Bailard,  Biehl  &  Kaiser  IntI  Fund  (415-571-5800) 

36.8 

0.7 

20.0 

49.3 

none 

2.04 

First  Investors  Intl  Sees  Fund  (212-825-7900) 

53.8 

0.7 

8.0 

1,500.0 

8.50 

1.57 

G  T  Pacific  Fund  (415-392-6181) 

17.0 

2.4 

14.0 

22.8 

none 

1.50 

Kemper  International  Fund  (800-621-1048) 

37.2 

2.5 

36.3 

83.3 

8.50 

1.45 

Merrill  Lynch  Pacific  Fund  (800  225-5150) 

33.3 

2.2 

45.7 

2S.6 

6.50 

1.35 

T  Rowe  Price  International  Fund  (800-638  5660) 

35.0 

1.7 

93.7 

35.0 

none 

1.16 

Templeton  Foreign  Fund  (800  237-0738) 

16.0 

8.50 

NA 

Trustees'  Commingled  Eq-Intl  Port(800 -523-7025) 

19.8 

none 

NA 

Group  averages 

Balanced  funds  (load)  92%     35  9„/o 


C 

C 

American  Balanced  Fund  (415-421  9360) 

8.6% 

36.9% 

6.9% 

$116.6 

35.1% 

8.50% 

$0.78 

A  + 

D 

American  General  Harbor  Fund  (713  522  11 11) 

14.1 

60.3 

4.9 

181.2 

65.3 

8.50 

0.73 

B 

C 

Axe-Houghton  Fund  B  (800-431-1030) 

9.9 

38.3 

5.2 

160.9 

24.4 

8.00 

0.76 

C 

D 

Boston  Foundation  Fund  (412-288-1900) 

7.6 

36.1 

6.9 

28.4 

26.8 

8.50 

1.52 

D 

A 

CIGNA  Income  Fund19  (800-225-5151) 

6.8 

22.8 

10.9 

226.0 

38.1 

7.50 

0.68 

B 

F 

The  Colonial  Fund  (800-225-2365) 

7.3 

37.3 

6.1 

86.1 

58.3 

8.50 

1.01 

B 

F 

Commerce  Income  Shares  (800-231-4645) 

7.4 

38.4 

5.9 

57.7 

28.5 

8.00 

1.07 

B 

F 

Eaton  &  Howard  Balanced  Fund  (617-482-8260) 

6.3 

35.8 

6.2 

67.1 

21.3 

7.25 

0.86 

D 

B 

Eaton  Vance  High  Yield20  (617-482-8260) 

7.0 

22.5 

11.2 

24.4 

39.4 

8.50 

0.91 

D 

C 

Eaton  Vance  Inc  Fund  of  Boston21  (617-482-8260) 

8.0 

23.5 

9.6 

28.5 

-11.5 

8.50 

1.22 

A 

D 

Eaton  Vance  Investors  Fund22  (617-482-8260) 

9.7 

35.9 

6.4 

150.5 

29.6 

8.50 

0.82 

C 

B 

Franklin  Custodian-Income  Series  (800-227-6350) 

12.2 

24.2 

11.4 

58.3 

55.9 

7.25 

0.95 

'Fund  not  in  operation  for  full  period.  "Funds  that  were  not  offered  to  the  public  or  whose  assets  did  not  exceed  $2  million  before  Sept.  21,  1976,  or  funds 
that  were  not  rated  because  of  a  change  in  investment  policy. 

l9Formerly  CG  Income  Fund.  "'Formerly  Eaton  &  Howard  Income  Fund.  ''Formerly  Oppenheimer  Income  Fund  of  Boston.  "Formerly  Vance,  Sanders 
Investors  Fund.    NA:  Not  available. 
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I 
I 
I 
I 
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FUNDLINE'S 

Unique  Market  Timing 
System  Takes  The 
Guesswork  Out  of  Buying 
Or  Selling 
"No-Load"  Funds! 

•  Exclusive  "25%  solution"  pinpoints 
precise  time  for  you  to  take  action 
-  when  to  BUY,  HOLD,  or  SELL! 

•  Exclusive  computerized  FASA  Plan- 
phone  switching  among  growth, 
gold,  bond,  income  &  money  funds. 

You'll  benefit  from  FUNDLINE's  latest 
24-page  issue:  lists  ratings  (top- 
performing  funds);  forecasts  (tells  you 
when  to  make  your  move);  charts 
(shows  you  moving  averages  on  log 
trend  graphs);  helps  you  achieve  3  goals: 

1 .  Buy  near  the  bottom 

2.  Sell  near  the  top 

3.  Remain  invested  in  top-performing 
no-load  mutal  funds  A  $10  VALUE! 

FREE  BONUS  BOOKLET!  -How  To 
Pick  The  Super  Funds  Of  The  Future!' 
You  also  get  FREE  Update  Bulletin.  A 
55  VALUE! 

Try  FUNDLINE's  Investment  Advisory 
Service  for  ONE  FULL  MONTH— you 
get  thisS  15  ACTUAL  VALUE  for  only  $7! 

Mail  $7  check  to: 
FUNDLINE,  DEPT  F 

22208  Cass  Avenue,  P.O.  Box  663 
Woodland  Hills,  CA  91365 


Look  at 
Pemi  Square's  past 
when  you're 

planning 
your  future. 

The  future  can't  be  guaranteed.  But 
if  you're  looking  for  long-term  capital 
growth,  look  at  the  track  record  of 
Penn  Square  Mutual  Fund. 

A  $10,000  investment  in  1958  in  Penn 
Square's  Voluntary  Accumulation  Plan 
would  today  be  worth  over  $140,000. 
Our  goal  is — and  always  has  been — 
long-term  capital  growth  through  a 
diversified  portfolio  of  undervalued 
common  stocks. 


For  more  complete  information,  including  man- 
agement charges  and  expenses,  write  or  call  us 
for  our  free  prospectus.  Read  it  carefully  before 
you  invest  or  send  money. 

call  8001523-8440 
In  PA,  call  collect  2151376-6771 


Penn  Square  Mutual  Fund 

5th  &  Washington  Sts .  PO.  Box  I4I9.  Reading.  PA  1 9603 
Name  


Address . 
City  


-State  . 


-Zip. 


Investment  experience  since  1 957. 
^3^^155.000.000  In  assets.         FM  J 


Performance 

in  in 
UP  DOWN 
markets  markets 


Standard  &  Poor's  500  stock  average 

FORBES  stock  fund  composite 

FORBES  balanced  fund  composite 

FORBES  bond  and  preferred  stock  fund  composite 


Investment  result) 

Averaee      Latest  12  inont 

annual 

return 

retu 

total 

from 

fro 

return 

capital 

inco 

1973-83 

growth 

dividi 

8.3% 
10.8% 
8.8% 
7.6% 

53.4% 
63.3% 
36.4% 
19.8% 

4 

2 
7 
11 

Balanced  funds  (load) 


Group  averages 

9.2%  35.9% 


c 

F 

Investors  Mutual  (612-372-3131) 

7.2% 

33.2% 

7 

A  + 

D 

Kemper  Total  Return  Fund  (800-621-1048) 

15.8 

56.9 

3 

D 

C 

Lord  Abbett  Income  Fund  (212-425-8720) 

7.8 

16.0 

1 1 

D 

A 

Magna  Income  Trust  (800-526-0475) 

7.9 

24.2 

11 

A 

F 

Massachusetts  Fund  (800-225-1587) 

8.9 

43.0 

6 

C 

C 

Mass  Income  Development  Fund  (800-343-2829) 

9.4 

41.8 

6 

D 

C 

Mutual  of  Omaha  Income  Fund  (402-397-8555) 

6.5 

9.8 

10 

B 

D 

Nation-Wide  Securities  (800-221-5757) 

8.0 

31.8 

6 

B 

F 

National  Balanced  Fund  (800  223-7757) 

7.8 

38.9 

5 

C 

B 

National  Income  Fund  (800-223-7757) 

11.2 

32.9 

8. 

A 

D 

National  Total  Return  Fund  (800  223-7757) 

12.3 

45.2 

6. 

B 

C 

Phoenix  Convertible  Fund  Series25  (800-243-15  74) 

10.3 

48.5 

6. 

C 

B 

Provident  Fund  for  Income  (713-522-1111) 

10.3 

56.3 

6. 

A 

C 

Putnam  Convertible  Fund  (800-343-0929) 

13.5 

42.7 

7. 

B 

D 

The  George  Putnam  Fund  Boston  (800-343-09291 

8.7 

44.3 

7. 

D 

A 

The  Putnam  Income  Fund  (800-343-0929) 

7.1 

22.3 

11. 

C 

C 

Seligman  Income  Fund  (800-221-2450) 

8.8 

21.6 

9. 

C 

A 

Sentinel  Balanced  Fund  (802-229-3900) 

9.5 

31.1 

7. 

c 

D 

Sigma  Trust  Shares  (800-441-9490) 

8.7 

31.8 

6. 

A 

D 

SoGen  International  Fund  (212-832-0022) 

10.2 

50.2 

5. 

B 

F 

United  Contl  Income  Fund  (816-283-4000) 

8.5 

54.3 

5. 

Not  rated" 

Convertible  Yield  Securities  (713-626-1919) 

33.0 

6., 

Country  Capital  Income  Fund  (309-557  2444) 

20.7 

9 

GPM  Fund  (800-343-2902) 

55.5 

3. 

Merrill  Lynch  Equi-Bond  I  Fund  (800  631-0749) 

29.4 

7, 

Merrill  Lynch  Phoenix  Fund  (800-631-0749) 

Phoenix  Balanced  Fund  Series24  (800-243-1574) 

38.0 

6. 

Rea-Graham  Fund  (213-471-1917) 

Balanced  funds  (no  load) 

Group  averages 

6.3% 

35.5% 

7.1 

B 

C 

Composite  Bond  &  Stock  Fund  (800-541-0830) 

9.8% 

41.1% 

7.1 

B 

D 

Dodge  &.  Cox  Balanced  Fund  (415-981-1710) 

8.5 

35.3 

6. 

C 

C 

The  Dreyfus  Special  Income  Fund  (800-631-0749) 

8.6 

29.6 

8.. 

C 

D 

Keystone  Custodian  Funds-K-1  (800-225-2618) 

9.5 

36.3 

8.: 

B 

F 

Loomis-Sayles  Mutual  Fund  (617-267-6600) 

7.0 

38.7 

5. 

D 

F 

Newton  Income  Fund  Portfolio  (414-347-1141)  1 

3.2 

21.3 

10.- 

D 

D 

Scudder  Income  Fund  (800-225-2470) 

4.1 

21.6 

10.. 

D 

D 

Southwestern  Investors  Income  (713-757-5656) 

-0.3 

16.3 

12. 

A  + 

F 

Stein  Roe  &  Farnham  Balanced  Fund  (800-621-0320) 

5.2 

43.3 

4.1 

A  + 

F 

Unified  Mutual  Shares  (800-862-7283) 

5.9 

45.4 

4.; 

D 

B 

Wellesley  Income  Fund  (800-523-7025) 

9.3 

26.1 

9i 

B 

F 

Wellington  Fund  (800-523-7025) 

8.6 

41.3 

6.: 

D 

F 

Wisconsin  Income  Fund  (414-272-61331 

2.5 

18.9 

ii. 

'Fund  not  in  operation  for  full  period.  "Funds  that  were  not  offered  to  the  public  or  whose  assets  did 
exceed  $2  million  before  Sept.  21,  1 976,  or  funds  that  were  not  rated  because  of  a  change  in  investment  pol 
^Formerly  Phoenix-Chase  Convertible  Fund  Series.    -^Formerly  Phoenix-Chase  Balanced  Fund  Series. 
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Total  assets 

Maximum 

Annual 

6/30/83 

%  change 

sales 

expenses 

(millions) 

'83  vs  '82 

charge 

per  $100 

SI, 172.1 

17.7% 

5.00% 

$0.58 

211.4 

112.5 

8.50 

0.65 

50.1 

48.7 

7.25 

0.94 

8.U 

i  ^  n 

Zj.U 

i  .ZD 

1  .oo 

228.5 

40.2 

8.50 

0.59 

214.3 

37.6 

7.25 

0.84 

43.4 

47.6 

8.00 

0.94 

38.2 

25.3 

8.50 

1.06 

2.2 

29.4 

7.25 

0.84 

59.9 

23.3 

7.25 

0.78 

126.2 

55.0 

7.50 

0.79 

64.1 

41.8 

8.50 

1.42 

113.1 

38.1 

7.25 

0.77 

35.4 

82.5 

8.50 

1.39 

347.7 

57.0 

8.50 

0.62 

155.7 

28.2 

6.75 

0.95 

77.0 

39.8 

7.25 

0.87 

13.1 

29.7 

8.50 

0.98 

25.0 

26.9 

8.50 

1.02 

42.8 

69.8 

4.50 

1.50 

49.7 

45.8 

8.50 

0.90 

23.5 

25.7 

6.50 

1.50 

3.6 

24.1 

5.00 

1.22 

3.5 

66.7 

8.00 

1.50 

15.4 

40.0 

4.00 

1.50 

123.6 

6.50 

1.21 

67.3 

39.9 

8.50 

0.89 

8.1 

8.50 

1.50 

$27.6 

56.8% 

none 

$0.87 

19.5 

30.9 

none 

0.80 

85.1 

42.6 

none 

0.85 

69.7 

27.4 

none 

0.83 

99.4 

49.3 

none 

0.84 

6.5 

30.0 

none 

1.56 

107.0 

69.3 

none 

0.93 

10.0 

244.8 

none 

1.08 

97.2 

41.3 

none 

0.73 

9.8 

60.7 

none 

1.32 

108.2 

34.4 

none 

0.71 

627.3 

33.4 

none 

0.66 

14.5 

42.2 

none 

1.00 

Designed  to  fill  individual  investment  needs 

AMERICAN  BIRTHRIGHT  TRUST      •  ABT  ARBITRAGE  FUND 
TAX-MANAGED  FUND  FOR  •  ABT  EMERGING  GROWTH 


UTILITY  SHARES 


FUND 


For  a  prospectus  containing  more  complete  information  about  the  ABT  Financial  Services  Family  of 
Funds,  including  charges  and  expenses,  fill  out  and  mail  the  attached  coupon  Read  the  prospectus 
carefully  before  you  invest  or  send  money. 


ABT  FINANCIAL 
SERVICES,  INC. 

450  Australian  Ave.  So. 
Suite  300 
West  Palm  Beach, 
Florida  33401 

F-8/29/83 


Send  me  complete  information  on  the  ABT  Family  of  Funds 


Name 


Address 


City 


State 


Zip 


Phone 


"WE  DIDN'T  KNOW 
WE'D  DO  BETTER 
WITH  A  TAX-FREE 
MONEY  MARKET' 
FUND." 

Vanguard's  Tax-Exempt  Income  Kit 
showed  us  why  a  tax-free  fund  would  make 
more  sense. 

The  Kit  clearly  explains  the  important 
facts  about  short-term,  tax-free  municipal 
bonds.  It  also  contains  details  on  the 
Money  Market  and  Short  Term  Portfolios 
of  the  Vanguard  Municipal  Bond  Fund 
that  offer: 

•  Free  Checkwriting  Over  $500 

•  No  Sales  or  Redemption  Commissions 

•  Stability  of  Principal 

•  Option  to  Reinvest  Monthly  Dividends 

•  Free  Telephone  Exchange  At  Then 
Current  Share  Value  With  Other 
Vanguard  Portfolios 

•  Low  $3000  Minimum  Initial  Investment 

Both  portfolios  provide  income  that  is  100%  free  from  Federal 
income  tax,  but  it  may  be  subject  to  state  and  local  taxes. 


FREE  TAX-EXEMPT  INCOME  KIT: 
CALL  TOLL-FREE  1-800-523-7025* 
OR  MAIL  THIS  COUPON  TODAY 

Vanguard  MBF-MM,  Vanguard  Financial  Center, 
Valley  Forge,  PA  19482 

YES,  please  send  me  your  exclusive  Tax-Exempt 
Income  Kit— including  a  prospectus,  so  I  may  read  it 
carefully  before  I  invest  or  send  money.  I  understand 
that  it  includes  more  complete  information  about  ad- 
visory fees,  distribution  charges  and  other  expenses. 


I  Name_ 


A  MEMBER  Of  THE 


GRCHjrOr^^^P  INVESTMENT  COMPANIES 
OVER  SOYEARS  Of  SERVICE  TO  INVESTORS -OVER  S7  BILLION  IN  ASSETS 


Address. 
City  


-State- 


•IN  PENNSYLVANIA  CALL  1-800-362-0530 

or  visit  our  Philadelphia  Investment  Center 

at  8  Penn  Center,  Suite  1025.  JFK  Blvd.  &  17th  Street. 
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Investment  results 

Average  Latest  12  months 
annual      return  return 

total        from  from   Total  assets   Maximum  Annual 

return      capital       income  6/30/83       %  change       sales  expenses 

1973-83    growth     dividends  (millions)      '83  vs  '82      charge      per  $100 


Standard  &  Poor's  500  stock  average 

8.3% 

53.4% 

4.1% 

Forbes  stock  fund  composite 

10.8% 

63.3% 

2.9% 

Forbes  balanced  fund  composite 

8.8% 

36.4% 

7.3% 

FORBES  bond  and  preferred  stock  fund  composite 

7.6% 

19.8% 

11.4% 

Balanced  funds  (no  load) 

6.3% 

Group  averages 
35.5% 

7.5% 

Not  rated** 

Calvert  Social  Invest— Mgd  Growth  (800-368-2748) 

$  4.6 

none 

NA 

Strong  Investment  Fund  (800-558-1030) 

66.1% 

2.5% 

11.4 

533.3% 

none 

$2.00 

Strong  Total  Return  Fund  (800-558-1030) 

62.3 

3.2 

11.3 

465.0 

none 

2.00 

Unified  Income  Fund  (800-862-7283) 

44.1 

5.8 

6.9 

331.3 

none 

1.86 

USAA  Mutual  Fund-Income  Fund  (800-531-8181) 

15.1 

9.4 

37.8 

137.7 

none 

1.13 

Bond  and  preferred  stock 

Group  averages 

funds  (load) 

7.0% 

21.1% 

11.5% 

Not  rated 

Age  riign  income  tuna  [auu-zz /  -OojUJ 

11  7°/ 
LL.  1  /o 

11 

11.3  /o 

1 A  7  fi  °/ 

/  .  o  /o 

<4  ,UU  /o 

1 1  in 

American  General  Capital  Bond  Fund  (713-522-1111) 

6.7% 

23.9 

10.9 

95.0 

28.2 

8.50 

0.76 

American  General  High  Yield  Invest  (713-522-1111) 

21.7 

12.6 

364.8 

59.0 

6.75 

0.74 

American  National  Bond  Fund  (409-766-6572) 

_. 

13.6 

10.6 

4.4 

41.9 

5.00 

0.94 

Axe-Houghton  Income  Fund  (800-431-1030) 

6.7 

18.1 

10.7 

34.4 

14.3 

8.00 

1.02 

Bond  Fund  of  America  (213-486-9200) 

— * 

19.8 

11.4 

326.8 

63.1 

8.50 

0.65 

Carnegie  Govt  Sees  Tr-Intermed  Ser  (800-321-2321) 

10.3 

1.00 

1.00 

CIGNA  High  Yield  Fund  (800-225-5151) 

25.2 

12.7 

58.3 

41.9 

7.50 

1.10 

Colonial  High  Yield  Securities  (800-225-23651 

6.0 

26.1 

12.8 

74.4 

80.2 

8.50 

1.11 

Colonial  Income  Fund  (800-225-2365) 

6.9 

21.3 

11.8 

168.5 

17.3 

8.50 

0.80 

Dean  Witter  High  Yield  Sees  (212-938-4554) 

27.3 

12.0 

410.8 

118.4 

5.50 

0.69 

Delchester  Bond  Fund  (800-523-1918) 

8.0 

31.3 

11.0 

41.2 

62.9 

8.50 

0.90 

Federated  High  Income  Sees  (800-245-5051) 

21.5 

12.6 

113.5 

57.0 

6.50 

1.15 

First  Investors  Bond  Apprec  Fund  (212-825-7900) 

19.7 

10.1 

71.5 

68.6 

7.25 

1.04 

First  Investors  Fund  for  Income  (212-825-7900) 

9.4 

17.8 

13.6 

789.6 

53.1 

8.50 

0.89 

Franklin  Custodian  US  Govt  Ser  (800-227-6350) 

4.5 

14.4 

10.9 

116.4 

1,193.3 

4.00 

0.99 

Fund  for  U  S  Govt  Securities  (800-245-5051) 

6.4 

23.2 

9.0 

54.9 

8.9 

4.50 

1.39 

John  Hancock  Bond  Fund  (617-421-4506) 

17.7 

11.4 

604.1 

65.3 

8.00 

0.85 

John  Hancock  US  Govt  Sees  Fund  (617  421  4506) 

5.5 

5.0 

11.7 

62.9 

148.6 

8.00 

1.18 

High  Income  Shares  (800-221-5757) 

21.8 

12.9 

64.8 

119.7 

7.25 

1.10 

High  Yield  Securities  (713-626-1919) 

26.8 

11.8 

101.2 

22.1 

6.50 

1.07 

IDS  Bond  Fund  (612-372-3131) 

27.0 

12.1 

1,052.7 

63.8 

3.50 

0.60 

Investment  Quality  Interest  (800-231-4645) 

17.8 

11.4 

69.5 

131.7 

4.50 

1.06 

Investors  Selective  Fund  (612 -372-3131) 

8.4 

29.8 

11.3 

782.9 

44.3 

5.00 

0.60 

JP  Income  Fund  (919-378-2448) 

20.8 

10.4 

22.6 

-16.6 

8.00 

0.70 

Kemper  High  Yield  Fund  (800-621-1048) 

27.8 

12.2 

182.4 

53.5 

6.75 

0.75 

Kemper  Inc  &  Capital  Preserv  Fund  (800-621-1048) 

20.2 

12.1 

97.0 

25.7 

6.00 

0.62 

Kemper  US  Govt  Sees  Fund  (800-621-1048) 

12.7 

11.5 

135.4 

762.4 

4.00 

0.63 

Lord  Abbett  Bond  Debenture  Fund  (212-425-8720) 

10.6 

30.0 

9.6 

211.7 

35.4 

8.50 

0.71 

Mass  Finl  Bond  Fund  (800-343-2829) 

21  1 

11.3 

247.6 

40.8 

7.25 

0.84 

Mass  Finl  High  Income  Tr  (800-343-2829) 

40.3 

11.5 

311.5 

112.8 

7.25 

1.03 

Mass  Finl  Intl  Tr-Bond  Portfolio  (800-343-2829) 

17.6 

8.7 

41.4 

27.8 

7.25 

1.33 

Merrill  Lynch  Corp  Bond  Hi  Income  (800-225  5150) 

21.3 

12.3 

251.9 

26.8 

4.00 

0.85 

'Fund  not  in  operation  for  full  period.    "Funds  that  were  not  offered  to  the 

public 

or  whose  assets 

did  not  exceed  $2  mill 

ion  before  Sep 

t.  21,  1976, 

or  funds 

that  were  not  rated  because  of  a  change  in  investment  policy.    NA:  Not  available 
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Investment  results 

Average 

Latest  12  months 

annual 

return 

return 

total 

from 

from 

Total  assets 

Maximum 

Annua] 

return 

capital  income 

6/30/83 

%  change 

sales 

expense 

1973-83 

growth  dividends 

(millions) 

'83  vs  '82 

charge 

per  ^iui 

Standard  &  Poor's  500  stock  average 

8.3% 

53.4% 

4.1% 

FORBES  stock  fund  composite 

10.8% 

63.3% 

2.9% 

FORBES  balanced  fund  composite 

8.8% 

36.4% 

7.3% 

FORBES  bond  and  preferred  stock  fund  composite 

7.6% 

19.8% 

11.4% 

Bond  and  preferred  stock 

Group  averages 

funds  (load) 

7.0% 

21.1% 

11.5% 

Not  rated 

Merrill  Lynch  Corp  Bond  Hi-Qual  (800-225-5150] 

— * 

13.8% 

12.0% 

$118.8 

97.7% 

4.00% 

$0.85 

Merrill  Lynch  Corp  Bond-Intermed  (800-225-5150) 

— * 

10.9 

12.1 

34.0 

309.6 

2.00 

0.24 

Monthly  Income  Shares  (800-221-5757) 

26.6 

10.8 

41.3 

28.3 

8.50 

0.92 

\;.,,;,  ,„  ,1  J}       A  I.,,.,, J  lonn  111  77C71 

, National  Dona  runa  [ouU-iZo-  /  /j/) 

0.4  /o 

Zz.  1 

13.0 

196.3 

73.4 

7.25 

0.81 

National  Preferred  Fund  (800-223-7757) 

7.9 

25.8 

9.8 

3.5 

25.0 

7.25 

0.88 

Nationwide  Bond  Fund  (800-848-0920) 

15.7 

10.7 

4.8 

220.0 

7.50 

0.84 

NEL  Income  Fund  (617-267-6600) 

14.0 

10.7 

34.9 

30.7 

8.00 

0.90 

Oppenheimer  High  Yield  Fund  (800-525-7048) 

21.6 

13.5 

412.2 

191.3 

6.75 

0.96 

Phoenix  High  Qual  Bond  Fund  Series  (800-243-1574) 

2.5 

7.00 

NA 

Phoenix  High  Yield  Fund25  (800-243-1574) 

19.6 

12.3 

35.8 

132.5 

7.00 

1.43 

Pioneer  Bond  Fund  (800-225-6292) 

18.3 

10.9 

13.7 

39.8 

8.50 

1.00 

Prudential-Bache  Govt  Sees  Intermed  (800-221-7984) 

34.1 

1.00 

0.41 

Prudential-Bache  High  Yield  Fund20  (800-221  7984) 

19.9 

12.6 

213.5 

86.6 

6.75 

0.94 

Prudential-Bache  Quality  Inc  Fund27  (800-221-7984) 

7.7 

10.9 

15.5 

134.9 

6.75 

1.51 

Putnam  High  Yield  Trust  (800-343  0929) 

32.2 

12.1 

540.3 

82.4 

6.75 

0.71 

St  Paul  Income  Fund  (612-738-4000) 

17.8 

10.4 

14.8 

70.1 

6.00 

1.12 

Security  Bond  Fund  (800-255-3557) 

15.1 

12.2 

31.7 

17.4 

4.75 

0.79 

Sentinel  Bond  Fund  (802-229-39001 

5.0 

14.8 

11.6 

13.2 

36.1 

8.50 

0.91 

Shearson  High  Yield  Fund  (212  577  5794) 

23.8 

12.1 

142.6 

124.9 

5.00 

0.95 

Sigma  Income  Shares  (800-441-9490) 

22.9 

10.2 

19.9 

30  1 

8.50 

o:so 

United  Bond  Fund  (816-283-4000) 

6.7 

25.0 

11.7 

309.1 

36.5 

8.50 

0.52 

United  High  Income  Fund  (816-283-4000) 

23.1 

12.5 

476.6 

82.3 

8.50 

0.90 

Venture  Income  (  +  )  Plus  (505-983  4335) 

* 

22.8 

12.8 

20.3 

97.1 

8.50 

1.87 

Bond  and  preferred  stock 

Group  averages 

funds  (no  load) 

7.2% 

16.2% 

10.8% 

Not  rated 

Aetna  Income  Shares  (203-273-4806) 

16.3% 

10.3% 

S126.1 

182.7% 

$0.25 

Alliance  Bond  Fund  (212-269-1500) 

16.3 

11.2 

14.8 

17.5 

none 

1.00 

American  Investors  Income  Fund  (800-243-5353) 

36.5 

10.7 

18.2 

44.4 

none 

1.56 

Babson  (DL)  Income  Trust  (800-821-5591) 

6.2% 

15.0 

11.3 

36.3 

34.0 

none 

0.75 

Boston  Co  Govt  Income  Fund  (800-343-6324) 

10.7 

7.7 

5.3 

82.8 

none 

1.50 

Calif  Fund-Intermed  &  LT  U  S  Govt28  (800-321-0718) 

13.3 

10.0 

4.6 

-4.2 

none 

1.90 

Calvert  Income  Fund  (800-368-2748) 

7.3 

none 

NA 

Capital  Preserv  Treasury  Note  Tr  (800-227-8380) 

7.0 

9.7 

10.3 

32.1 

none 

1.00 

Columbia  Fixed  Income  Sees  Fund  (800-547-1037) 

30.8 

none 

1.06 

Composite  Income  Fund  (800-541-0830) 

28.8 

10.4 

4.3 

34.4 

none 

1.13 

Dreyfus  A  Bonds  Plus  (800-645-6561) 

12.9 

11.4 

109.5 

273.7 

none 

0.95 

Federated  GNMA  Trust  (800-245-4270) 

8.2 

11.7 

148.9 

NM 

none 

0.45 

Federated  Income  Trust  (800-245-4270) 

4.8 

14.0 

147.9 

NM 

none 

0.44 

Federated  Intermediate  Govt  Tr  (800-245-4270) 

16.2 

none 

NA 

Fidelity  Corporate  Bond  Fund  (800-225-6190) 

6.9 

13.9 

11.4 

152.8 

47.5 

none 

0.81 

'Fund  not  in  operation  for  full  period.    +Fund  not  currently  selling  new  shares.    ^Formerly  Phoenix-Chase 

High  Yield  Fund     ^''Formerly  Chancel] 

or  High 

Yield  Fund     "Formerly  Chancellor  Quality  Income  Fund.    :sFormerly  California  Fund  for  Inv  in  US  Govt  Sees.    NA:  Not  available 

NM:  Not  meaningful. 
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1983  Fund  Ratings 


Investment  results 

Average      Latest  12  months 

Performance 

in  in 

x  n  n  1 1  'a  \ 
<.iiiiiii.ii 

total 

return 
from 

return 
from 

Total  assets 

Maximum 

Annual 

I  IP 
markets 

DOWN 
markets 

return 
1973-83 

capital  income 
growth  dividends 

6/30/83 
(millions) 

%  change 
'83  vs  '82 

sales 
charce 

expenses 
per  $100 

Standard  &  Poor's  500  stock  average 

FORBES  stock  fund  composite 

FORBES  balanced  fund  composite 

FORBES  bond  and  preferred  stock  fund  composite 

8.3% 
10.8% 
8.8% 
7.6% 

53.4% 
63.3% 
36.4% 
19.8% 

4.1% 
2.9% 
7.3% 
11.4% 

Bond  and  preferred  stock 
funds  (no  load) 

Group  averages 
7.2%  16.2% 

10.8% 

Not  rated 

Fidelity  Govt  Sees  Fund  Ltd  (800-225-6190) 

Fidelity  High  Income  Fund  (800-225-6190) 

Fidelity  Thrift  Trust  (800-225-6190) 

Financial  Bond  Shares  (800-525-7069) 

Hutton  Investment-Bond  &  Inc  Ser  (212-742  5000) 

10.8% 

27.2 

10.3 

12.9 

11.5 

10.8% 

12.3 

11.1 

11.1 

11.0 

$  82.3 
221.6 
96.7 
8.1 
162.9 

23.8% 
92.7 
56.7 
84.1 
498.9 

none 
none 
none 
none 
none 

$0.91 
0.83 
0.70 
0.00 
1.88 

Keystone  Custodian  Funds-B-1  (800-343-2898) 
Keystone  Custodian  Funds-B-2  (800-343-2898) 
Keystone  Custodian  Funds-B-4  (800-343-2898) 
Lexington  GNMA  Income  Fund  (800-526-4791) 
Liberty  Fund  (800-225-1596) 

7.9% 
9.7 
10.0 

2.2 

24.0 
28.6 
27.4 
10.0 
22.8 

10.3 
10.9 
10.7 
10.7 
7.7 

58.5 
81.9 
431.9 
19.1 
8.6 

25.3 
25.6 
23.1 
247.3 
17.8 

none 
none 
none 
none 
none 

0.74 
0.70 
0.67 
1.59 
1.50 

Midwest  Inc  Tr-Intermed  Govt  Fund  (800-543-04071 

Mutual  of  Omaha  America  Fund  (800-228-9596) 

North  Star  Bond  Fund  (612-371-7780) 

Northeast  Investors  Trust  (800-225-6704) 

T  Rowe  Price  New  Income  Fund  (800-638-5660) 

7.8 

3.4 
-0.7 
18.8 
24.2 

9.6 

10.4 
10.4 
10.4 
11.8 
12.3 

28.3 
20.7 
13.0 
175.2 
687.2 

335.4 
132.6 
49.4 
39.2 
70.1 

none 
none 
none 
none 
none 

1.01 
1.38 
0.90 
0.69 
0.59 

PRO  Income  Fund  (800-523-0864) 
Qualified  Dividend-Portfolio  II  (800  523  7025) 
SAFECO  Special  Bond  Fund  (800-426-6730) 
Steadman  Associated  Fund  (800-424-8570) 

7.2' 

25.7 
19.3 
11.7 
33.3 

9.5 
11.0 
9.0 
7.7 

24.1 
56.7 
2.2 
34.4 

23.0 
112.4 
46.7 
20.3 

none 
none 
none 
none 

1.16 
0.75 
1.00 
1.78 

SteinRoe  Bond  Fund  (800-621-0320) 
Transamerica  New  Income  (800-631-0749) 
20th  Century  US  Governments  (816-531-5575) 
The  Value  Line  Bond  Fund  (800-223-0818) 

6.8 

13.6 
13.9 

17.1 

10.7 
11.1 

10.9 

84.1 
4.7 
15.1 
59.9 

197.2 
30.6 

129.5 

none 
none 
none 
none 

0.79 
1.50 
1.02 
0.83 

Vanguard  Fixed  Income  Secs-GNMA  (800-523-7025) 
Vanguard  Fixed  Income  Secs-Hi  Yield  (800-523-7025) 
Vanguard  Fixed  Income  Secs-Invest  Gr  (800-523-7025 
Vanguard  Fixed  Income  Secs-ST  (800-523-7025) 

12.4 
15.3 
14.1 

12.1 
14.1 
11.8 

123.5 
72.1 
65.2 

157.9 

302.3 
365.2 
67.2 

none 
none 
none 
none 

0.57 
0.71 
0.75 
0.51 

Stock  funds  (closed  end) 

Group  averages 
13.9%  63.8% 

3.3% 

%  prem  ( + ) 
or  disc  (-) 

c 

A 

C 

A  + 
C 

A  + 

C 
A 
B 
F 
A 
D 

The  Adams  Express  Co  (301-752-5900) 
ASA  Limited  (212-754-9375) 
Baker,  Fentress  &  Co  (312-236-9190) 
Central  Securities  (212-688-3011) 
Claremont  Capital  (206-324-0901) 
General  American  Investors  (212-949-2800) 

12.9% 

24.4 

13.5 

14.9 

14.7 

140 

45.2% 
113.0 
63.9 
75.0 
37.7 
73.5 

5.4% 

4.8 

3.0 

2.6 

5.3 

1.6 

$376.2 
642.9 
360.5 
103.7 
41.1 
280.3 

44.3% 
113.0 
61.4 

68.3 
33.0 
70.3 

-13.2% 
+  1.2 

-27.1 

-21.3 

-23.0 
-4.2 

$  0.56 
0.25 
0.46 
0.89 
1.14 
1.53 

B 
D 
B 
A 
B 

A 
A 
D 
F 

C 

Highland  Capital  Corp  (212-832-3112) 
The  Japan  Fund  (212-757-7087) 
The  Lehman  Corp  (800-221-5350) 
Niagara  Share  Corp  (716-856-2600) 
Petroleum  &  Resources  Corp  (301-752-5900) 

15.4 
10.8 
10.7 
11.0 
14.6 

109.9 
33.1 
63.4 
64.7 
32.3 

none 
1.0 
3.7 
2.0 
4.8 

15.9 
238.5 
795.6 
186.6 
266.9 

109.2 
29.1 
58.1 
60.2 
45.9 

+  28.4 
-5.2 

-10.5 
-4.7 
+  0.3 

6.67 
0.71 
0.51 
1.28 
0.59 

'Fund  not  in  operation  for  full  period. 
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Performance 

in  in 

Investment  results 

Average      Latest  12  months 
annual      return  return 
total        from  from 

Total  assets 

Annual 

UP 
markets 

DOWN 
markets 

return     capital  income 
1973-83    growth  dividends 

6/30/83 
millions) 

%  change 
'83  vs  '82 

%  nrptn  /  -+-  \ 

/o  pi  t  111  ^  T  ] 

or  disc  (-) 

expenses 
per  $100 

'iJiiUiiiu  ©c  ruur  s  jimi  >iulfi  d vcidcc 

FORBES  stock  fund  composite 

FORBES  balanced  fund  composite 

FORBES  bond  and  preferred  stock  fund  composite 

8.3% 
10.8% 

8.8% 
7.6% 

53.4% 
63.3% 
36.4% 
19.8% 

4.1% 
2.9% 
7.3% 
11.4% 

Stock  funds  (closed  end) 

13.9% 

Group  averages 
63.8% 

3.3% 

D 

A  + 

C 

C 

A 
F 
F 
D 

Source  Capital  (800-421-4374) 
Spectra  Fund  (800-223-3810] 
Tri-Continental  Corp  (800-221-2450] 
US  &  Foreign  Securities  (212-754-9374) 

20.7% 
10.9 
9.6 
10.1 

42.4% 
93.7 
64.1 
48.9 

6.9% 
none 
3.8% 
3.9 

$256.3 
5.9 
1,078.1 
192.4 

26.5% 
96.7 
57.8 
39.6 

-9.6% 
-54.1 
-15.5 

-6.0 

$0.99 
3.10 
0.58 
1.15 

Not  rated** 

CL  Assets  (800-225-1596) 

Engex  (800-221-4333) 

Equity  Strategies  Fund  (213-613  8656) 

The  Mexico  Fund  (212-692-8177) 

Nautilus  Fund  (617-482-8260) 

NM 
150.0 

49.8 
-39.6 

91.1 

none 
none 
3.2 
14.2 

0.6 

22.0 
27.7 
8.0 
22.6 
28.9 

74.6 
149.6 

50.9 
-39.6 

91.4 

+  125.2 
-38.4 
-18.5 

+  121.2 
+  12.3 

1.60 
0.76 
1.50 
3.29 
1.45 

Balanced  funds  (closed  end) 

15.3% 

Group  averages 
45.5% 

5.0% 

A  + 
A  + 
A 
D 

B 
D 
B 
•F 

American  General  Convertible  Sees  (713-522-1111) 
Bancroft  Convertible  Fund  (212-269  9236) 
Castle  Convertible  Fund  (800  223  3810) 
Cyprus  Corp  (617-482-6500) 

16.4% 

13.2 

16.4 

46.9% 
44.1 
47.5 
43.5 

7.5% 
5.9 
6.6 
none 

$77.9 
48.6 
38.0 
29.2 

43.5% 
46.0 
38.7 
-35.3 

+  7.7% 
-9.6 
-4.2 
NM 

$0.91 
1.60 
1.39 
2.33 

Bond  and  preferred  stock 
funds  (closed  end) 

8.5% 

Group  averages 
22.2% 

11.8% 

Not  rated 

American  General  Bond  Fund  (713  522  1111) 
Bunker  Hill  Income  Securities  (213-613-7054) 
Circle  Income  Shares  (317-639-8177) 
CNA  Income  Shares  (212-952-5000) 
Current  Income  Shares  (213-480-6748) 

7.7% 

23.8% 

20.2 

21.2 

24.8 

27.8 

12.1% 

12.9 

11.1 

12.3 

11.6 

$190.5 
46.1 
29.5 
54.4 
37.4 

24.9% 
20.1 

24.5 
25.6 
27.7 

-7.8% 
-7.4 
+  3.9 
-7.4 
-6.9 

$0.75 
0.94 
0.75 
0.97 
1.00 

Drexel  Bond-Debenture  Trading  Fund  (215-545-4100) 
Excelsior  Income  Shares  (212-425-7120) 
Federated  Income  &  Priv  Placement  (800  245-2423) 
Fort  Dearborn  Income  Securities  (312-346-0676) 
John  Hancock  Income  Securities  (617-421-2909) 

8.0 

9.0 
6.8 

25.3 
20.8 
19.7 
26.6 
25.0 

10.9 
12.0 
13.0 
11.3 
11.8 

45.1 
37.5 
41.7 
85.7 
133.4 

25.3 
21.0 
23.4 
26.6 
25.3 

+  0.2 
-7.7 
-7.9 
-5.5 
-10.0 

1.26 
0.93 
1.55 
0.84 
0.80 

John  Hancock  Investors  (617  421  2909) 
Hatteras  Income  Securities  (704  333-7808) 
INA  Investment  Securities  (203-726-7800) 
Independence  Square  Inc  Sees  (302-792-8800) 
InterCapital  Income  Securities  (212-938-4554) 

8.5 
7.4 

19.8 
23.7 
20.5 
22.3 
24.8 

117 

M.3 
11.8 
12.4 
12.0 

125.1 
45.4 
75.1 
28.4 

173.0 

21.8 
24.0 
23.1 
22.9 
28.7 

-7.8 

-0.1 

-3.6 
-5.3 
-1.9 

0.81 
0.98 
0.95 
1.13 
0.71 

Lincoln  National  Direct  Placement  (219-427-3655) 
MassMutual  Corporate  Investors  (413-788-8411) 
MassMutual  Income  Investors  (413-788-8411) 
Montgomery  St  Income  Securities  |415-982 -8020) 
Mutual  of  Omaha  Interest  Shares  (800-228-9596) 

11.0 
12.5 
8.0 

7.4 

25.9 
24.3  , 
16.6 
24.2 
13.6 

11.4 
11.0 
1 1.7 
11.6 
11.4 

58.0 
108.7 
116.0 
142.6 

80.5 

26.1 
24.4 
18.3 
24.1 
15.7 

-16.5 
-13.9 
+  1.6 
-5.3 
-2.9 

1.02 
1.09 
1.05 
0.71 
0.84 

Pacific  American  Income  Shares  (213-449-0309) 
Paul  Revere  Investors  (617-799-4441) 
St  Paul  Securities  (800-328-1064) 
State  Mutual  Securities  (800-251-4653) 

8.4 

7.8 

22.4 
8.3 
18.9 
19.6 

11.8 
12.0 
11.6 
12.0 

80.4 
39.0 
103.3 
86.1 

22.4 
8.6 
19.8 
19.6 

-12.8 

-5.5 
-5.9 
-5.7 

0.78 
1.39 
0.98 
1.15 

•Fund  rated  for  two  periods  only,  maximum  allowable  rating  A.    *Fund  not  in  operation  for  full  period.    "Funds  that  were  not  offered  to  the  public  or  whose 
assets  did  not  exceed  $2  million  before  Sept.  21,  1976,  or  funds  that  were  not  rated  because  of  a  change  in  investment  policy.    NM:  Not  meaningful. 

Acorn 
Fund 


1983  Fund  Ratings 


ANNUALIZED  COMPOUND  RATE 
OF  TOTAL  RETURN  SINCE  1970* 

Write  for  free  prospectus  for  more  informa- 
tion, including  management  charges  and  ex-  | 
penses.  Read  it  carefully  before  investing.  ■ 


Name 


I 


Address 


Zip 


THE  ACORN  FUND,  INC 
120  S.  LaSalle  St. 
Chicago,  IL  60603 
(312)  621-0630 


F-8-83 


"  From  initial  public  offering  on  6/10/70  through 
6/30/83,  including  reinvestment  of  dividends  and 
distributions.  This  figure  updates  page  4  of  the  Fund's 
prospectus  and  may  not  indicate  future  results 


A  VALUE  ORIENTED 
MUTUAL  FUND 

USING  THE  INVESTMENT  PRINCIPLES 
DEVELOPED  BY 

BENJAMIN  GRAHAM 
&  JAMES  B.REA 

0  INDIVIDUAL  INVESTMENTS 

($1,000  MINIMUM)  and 
0  IRA  ACCOUNTS  ($200  MINIMUM) 

CALL  COLLECT  (213)471-1917 
OR  SEND  COUPON 


REA-GRAHAM  FUND 

10966ChalonRoad.LosAngeles. Calif  90077 


Name  

Address . 
City  


-Zip. 


State  

Send  for  a  free  brochure  and  prospectus  containing  more 
complete  information  including  charges  and  expenses. 
Read  it  carefully  before  deciding  to  invest  Send  no  monev 

F-8'29/83 


Investment  resull 

Average      Latest  12  mon 
annual      return  rel 
total        from  fr 
return      capital  inc 
1973-83    growth  divii 

Standard  &  Poor's  500  stock  average 

FORBES  stock  fund  composite 

FORBES  balanced  fund  composite 

FORBES  bond  and  preferred  stock  fund  composite 

8.3% 
10.8% 
8.8% 
7.6% 

53.4% 
63.3% 
36.4% 

19.8%  1 

Bond  and  preferred  stock 
funds  (closed  end) 

8.5% 

Group  averages 
22.2%  1 

Not  rated 

Transamerica  Income  Shares  (800-631-0749) 
USLIFE  Income  Fund  (212-709-6616) 
Vestaur  Securities  (215-567-2000) 

9.1% 

7.8 

7.8 

30.0%  1 
23.6  1 
25.3  1 

Kind  of 
shares 

Dual  purpose  funds 

7.7% 

Group  averages 
151.2%  1 

Capital 
Income 
Capital 
Income 

Gemini  Fund  (800-523-7025) 
Gemini  Fund  (800-523-7025) 
Hemisphere  Fund  (800-225-1596) 
Hemisphere  Fund  (800-225-1596) 

12.8% 
2.6 

76.2%  nc 

—  1 
226.1  no 

—  1 

Exchange  funds 

7.9% 

Group  averages 

57.5% 

Not  rated 

American  General  Exchange  Fund  (713-522-1111) 
Capital  Exchange  Fund  (617-482-8260) 
Chestnut  St  Exchange  Fund  (302-792-8800) 
Depositors  Fund  of  Boston  (617-482-8260) 
Diversification  Fund  (617-482-8260) 

8.1% 

 * 

7.2 
7.3 

51.5% 

56.6 

60.4 

63.4 

61.8 

Exchange  Fund  of  Boston  (617-482-8260) 
Federated  Exchange  Fund  (800-245-2423) 
Fidelity  Congress  Street  Fund  (800-225-6190) 
Fidelity  Exchange  Fund  (800-225-6190) 
Fiduciary  Exchange  Fund  (617-482-8260) 

8.5 

 * 

5.5 

 * 

10.3 

64.8 
47.8 
39.7 
51.9 
75.2 

Second  Fiduciary  Exchange  Fund  (617-482-8260) 
State  Street  Exchange  Fund  (617-482-3920) 
State  Street  Growth  Fund29  (617-482-3920) 
Vance,  Sanders  Exchange  Fund  (617-482-8260) 

7.7 
8.7 

65.0 
55.2 
54.2 
57.1 

Portfolio 
avg  maturity 
(days) 

Money  market  fundsf 

Date 
started 

These  funds  invest  primarily  in  US  government  and  federa 
agency  obligations 

42 
34 
52 
38 

Active  Assets  Govt  Securities  Trust  (800-221-3778) 
Alliance  Govt  Reserves-US  Govt  (800-223-6300) 
Alliance  Govt  Reserves-US  Treasury  (800-223-6300) 
Alpha  Cash  Mgmt  Fund-Govt  Secs(800-241-1662) 

7/81 
7/79 
11/82 
10/81 

26 
27 
23 
29 

American  Express  Govt  Money  Fund  (800  343-1300) 
Automated  Govt  Money  Trust  (800-245-4270) 
Boston  Co  Govt  Money  Fund  (800-343-6324) 
Alex  Brown  Cash  Res  Fund-Govt  Set  (800-638-4276) 

6/82 
8/82 
5/82 
4/82 

'Fund  not  in  operation  for  full  period.    tMost  funds  are  no  load.  Some  funds  are  offered  as  part 
integrated  financial  services  account  which  has  a  minimum  initial  investment.    "Formerly  Federal 
Fund.    NA:  Not  available. 
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Total  assets 

Annual 

6/30/83 

%  change  %  Prem  ( + ) 

expenses 

(millions) 

'83  vs  '82 

or  disc  (-) 

per  $100 

$103.8 

30.1% 

-3.6% 

$0.71 

50.1 

24.9 

-8.2 

1.32 

72.8 

27.5 

-9.1 

1.10 

1" 

$119.0 

52.4% 

-4.9% 

$0.91 

+  40.1 

25.1 

26.8 

+  13.8 

1.01 

-13.8 

Maximum 

sales 

charge 

$56.6 

38.7% 

none 

$0.73 

67.9 

42.7 

none 

0.70 

130.2 

46.8 

none 

0.66 

60.5 

47.2 

none 

0.76 

63.1 

35.4 

none 

0.75 

59.1 

48.5 

none 

0.76 

93.6 

21.7 

none 

1.09 

44.6 

20.5 

none 

0.84 

126.4 

37.7 

none 

0.66 

54.2 

60.4 

none 

0.77 

70.4 

47.3 

none 

0.72 

131.5 

44.8 

none 

0.58 

244.2 

32.6 

none 

0.55 

151.1 

50.1 

none 

0.72 

Minimum 

initial 

investment 

$111.9 

11.8% 

nonet 

$0.75 

158.8 

-25.3 

none 

0.92 

5.2 

none 

0.92 

2.6 

-46.9 

$1,000 

1.00 

15.7 

55.5 

1,000 

0.75 

47.2 

100,000 

0.75 

29.7 

350.0 

1,000 

0.75 

63.4 

34.9 

1,500 

0.51 

High-tax-bracket  investors: 

This  is  the 
only  kind  of  money 
fund  that  makes 
sense  for  you. 

With  tax-free  money  funds,  you  can  keep  a// of  your  money  market 
earnings,  instead  of  splitting  them  with  the  government.  And  as  a  consistent 
top  performer  among  all  comparable  money  funds*  our  Tax-Exempt 
Money  Fund  can  put  you  even  further  ahead. 

You  also  get  daily  liquidity,  free  checks  for  over  $500,  and  free  exchange 
among  our  Family  often 


no-load  Funds,  via  toll-free 
telephone  or  mail. 

For  the  Fund's  current 
yield,  call  1-800-638-1016. 

For  more  complete 
information,  call  toll  free: 

1-800-638-5660. 


•According  to  the  luly  18. 1983.  Donoghu 
Mono  Fund  Report,  the  Fund  had  the  he 
investment  performance  tor  the  12  month 
May  31.  1983 


Please  send  me  a  free  information  kit  on  the  T  Rowc  Price 
Tax-Exempt  Money  Fund,  including  a  prospectus  with  more 
complete  information  including  management  tee  and  other 
charges  and  expenses  I  v\ill  read  it  carefully  before  I  invest. 
Also  send  me  a  free  information  kit  for:   □  IRA  □  Keogh 


Address  m 


.  Zip_ 


T.  Rowe  Price 


100  East  Putt  Street.  Baltimore,  MD  21202  74AJ 
:  Price  Marketing.  Inc..  Distributor 


T  Ro\ 


The  Leading  Gold  Fund 

INTERNATIONAL 
INVESTORS 
INCORPORATED 

Builds  a  golden  "core"  for  your  investment  needs 
Annual  Compounded  Rate  of  Return 

% 


38.6%  23.9 


for  the  5  years  ended  12731/82 


% 

for  the  lOyearsended  12/31/82 


International  Investors  Inc.  is  number  one  in  performance  for  the  10 
years  ended  December  31,  1982  not  only  among  all  gold  oriented  funds 
but  also  among  all  the  mutual  funds  monitored  by  Upper  Analytical 
Services,  Inc.  While  past  performance  is  no  guarantee  of  future  results, 
Ill's  Management  believes  that  gold  and  gold  mining  shares  are  in  a 
long-term  bull  market. 


CONTACT  YOUR  BROKER  OR  FINANCIAL  PLANNER  OR  MAIL  COUPON 


III  SECURITIES  CORPORATION 

122  East  42nd  Street,  New  York,  N.Y.  10168 

Name 


Address 


City 


State 


Zip 


For  a  free  informative  brochure  &  prospectus  with  more  com- 
plete information,  including  charges  and  expenses,  contact  your 
stock  broker  or  financial  planner,  or  mail  this  coupon.  Read  it 
carefully  before  you  invest.  Send  no  money.  F-8/29/83 


FriBRFC.  AI  JOUST  39  1983 
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1983  Fund  Ratings 


Investment  results 

Latest  12  months 
return  return 

from  from  Total  assets   Minimum  Annual 

Date       capital       income  6/30/83       %  change       initial  expenses 

started      growth     dividends  (millions)      '83  vs  '82   investment   per  $100 


Standard  &  Poor's  500  stock  average  4.1% 

FORBES  stock  fund  composite  2.9% 

FORBES  balanced  fund  composite  7.3% 

FORBES  bond  and  preferred  stock  fund  composite  11.4% 


Money  market  fundsf 


These  funds  invest  primarily  in  US  government  and  federal  agency  obligations 


40 

Calvert  Cash  Res-US  Treas  Portfolio  (800-368-2748) 

11/82 

— 

— • 

$  4.6 

$2,000 

NA 

33 

Capital  Preservation  Fund  (800-227-8380) 

10/72 

— 

7.9% 

1,677.5 

14.6% 

1,000 

$0.81 

3 

Capital  Preservation  Fund  II  (800-227-8380) 

6/80 

— 

8.2 

624.9 

-44.1 

5,000 

0.83 

18 

Cardinal  Govt  Securities  Tr  (800-848-7734) 

9/80 

9.0 

302.1 

-15.1 

1,000 

0.75 

15 

Carnegie  Govt  Sees  Trust-MM  Series  (800-321-2321) 

4/80 

8.5 

169.1 

-17.2 

1,000 

0.70 

40 

Cash  Equiv  Fund-Govt  Sec  Portfolio  (800-621-1048) 

12/81 

— 

8.6 

405.5 

-13.0 

1,000 

0.71 

13 

Centennial  Government  Trust  (800-525 -931 1) 

11/81 

— 

7.6 

9.1 

33.8 

nonet 

1.37 

39 

CMA  Govt  Securities  Fund  (800-262-4636) 

8/81 

8.7 

1,237.3 

26.3 

nonet 

0.55 

16 

Command  Government  Fund  (800-222-4321) 

2/82 

8.3 

52.8 

877.8 

nonet 

0.02 

30 

Composite  US  Govt  Securities  (800-541-0830) 

9/82 

2.7 

1,000 

NA 

40 

Current  Interest-US  Govt  Portfolio  (713  751  2400] 

9/82 

— 

— • 

39.0 

1,000 

NA 

42 

Daily  Cash  Government  Fund  (800-525  9310) 

3/82 

— 

7.9 

59.3 

-  23.4 

500 

0.96 

44 

DBL  Cash  Fund-Govt  Sees  Portfolio  (212-480-4155) 

3/82 

8.7 

174.1 

59.7 

1,000 

0.66 

43 

Dean  Witter/Sears  US  Govt  MM  Tr30  (800-621-2525) 

2/82 

— 

8.1 

325.5 

0.9 

1,000 

1.07 

26 

Delaware  Treasury  Reserves  (800-523-4640) 

4/82 

8.7 

65.9 

260.1 

1,000 

0.80 

.66 

Dreyfus  MM  Instru-Govt  Sec  Series  (800-645-6561) 

5/79 

— 

9.2 

875.0 

32.1 

2,500 

0.62 

45 

Equitable  Govt  Securities  Account  (800  223-0970) 

6/83 

— 

— * 

10.0 

— 

1,000 

NA 

24 

Fidelity  MM  Trust-US  Govt  Port  (800-225-6190) 

5/79 

— 

8.8 

633.5 

-8.4 

250,000 

0.42 

9 

Fidelity  MM  Trust-US  Treasury  Port  (800-225-6190) 

4/81 

8.6 

167.2 

-2.4 

250,000 

0.42 

16 

Fidelity  US  Government  Reserves  (800-225-6190) 

1 1/81 

8.5 

290.3 

-4.5 

1,000 

0.86 

3 

Financial  Planners  Fed  Sees  Fund  (800-424-8570) 

2/80 

— 

8.2 

11.9 

-24.2 

500 

1.10  1 

1 

First  Trust  MM  Fund-Govt  Port"  (800-621  4770) 

11/80 

— 

7.7 

3.5 

-34.0 

none 

1.53 

21 

First  Variable  Rate  Fund  for  Govt  Inc  (800-368-2748) 

12/76 

8.8 

815.7 

-42.0 

2,000 

0.78 

44 

Florida  Mutual  US  Govt  Sec-ST  (305-522-0200) 

10/80 

7.8 

5.3 

^14.2 

1,000 

1.52 

4 

Franklin  Federal  Money  Fund  (800-227-6781) 

5/80 

7.6 

111.5 

-28.3 

500 

0.90 

32 

Fund  for  Government  Investors  (202-861-1800) 

3/75 

— 

8.5 

922.1 

-29.7 

2,500 

0.62 

32 

GEICO  Invest  Ser  Tr-Govt  Sees  Cash  (301  986-2500) 

2/82 

8.8 

73.8 

8.1 

1,000 

0.80 

1 

GIT  Cash  Trust-Govt  MM  Fund  (800-336-3063) 

12/82 

11.3 

1,000 

1.69 

13 

Government  Investors  Trust  (800-336-3063) 

7/79 

9.2 

403.4 

-42.3 

2,000 

0.97 

26 

Government  Money  Instruments  Tr  (412-288-1450) 

6/82 

8.3 

78.6 

NM 

1,000 

0.39 

31 

Gradison  US  Government  Trust  (800-543-1818) 

4/82 

8.2 

21.4 

-2.3 

1,000 

1.00 

1 

Great  Lakes  Money  Fund  (800  862  7283) 

1/82 

8.6 

4.6 

-31.3 

1,000 

1.09 

24 

Hilliard-Lyons  Government  Fund32  (800-626-2023) 

1/81 

8.2 

130.2 

-37A 

3,000 

0.75 

16 

Wayne  Hummer  Money  Fund  Tr-Govt  (800-62 1  4477) 

4/82 

7.4 

2.8 

-76.9 

1,000 

1.00 

30 

Hutton  Government  Fund  (212-742-6003) 

6/82 

9.1 

631.1 

352.1 

10,000 

0.72 

30 

IDS  Govt  Securities  Money  Fund  (800-328-83001 

3/82 

8.5 

17.9 

-44.1 

2,000 

0.74 

40 

Kemper  Govt  MM  Fund  (800-621-1048) 

11/81 

8.4 

83.0 

-20.0 

1,000 

0.89 

19 

Kidder  Peabody  Govt  Money  Fund  (212  635  5081) 

5/83 

23.3 

1,500 

NA 

21 

Lehman  Government  Fund  (800  221-5350) 

10/81 

8.2 

105.9 

-34.3 

2,500 

0.87 

34 

Lexington  Govt  Securities  MM  Fund33  (800-526-479 1 ) 

1/82 

8.1 

20.7 

-25.8 

1,000 

1.08 

38 

Mass  Cash  Mgmt  Tr-Govt  Series  (800-343-2829) 

2/82 

8 : 

16.5 

-9.8 

1,000 

0.71 

41 

Merrill  Lynch  Government  Fund  (800  225  1576) 

9/77 

8.5 

1,538.6 

-2.3 

5,000 

0.45 

38 

Merrill  Lynch  USA  Govt  Reserves  (800-221-7210) 

11/82 

108.1 

5,000 

NA 

16 

Midwest  Inc  Tr-ST  Govt  Fund  (800-543-0407) 

12/74 

8.4 

163.9 

-39.7 

1,000 

0.94 

17 

The  Money  Fund  of  US  Treas  Sees  (800-523-0864) 

3/82 

6.9 

5.9 

9.3 

2,000 

2.00 

Portfolio 
average 
maturity 

(days) 


"Fund  not  in  operation  for  full  period.  +Most  funds  are  no  load.  Some  funds  are  offered  as  part  of  an  integrated  financial  services  account  which  has  a 
minimum  initial  investment.  NA:  Not  available.  30Formerly  Sears  US  Government  Money  Market  Trust.  "Formerly  Principal  Protection  Government 
Investment  Fund     "Formerly  Hilliard-Lyons  Cash  Management.    ^Formerly  ASTA  Government  Securities  Money  Market  Fund.    NM:  Not  meaningful. 
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FORBES,  AUGUST  29,  19SJ 


Investment  results 

Latest  12  months 

Porttoho 

return 

return 

average 

from 

from 

Total  assets 

Minimum 

Annual 

maturity 

Date 

capital 

income 

6/30/83 

%  change 

initial 

expenses 

(days) 

started 

growth 

dividends 

(millions) 

'83  vs  '82 

investment 

per  $100 

Standard  &  Poor's  500  stock  average 

4.1% 

Forbes  stock  fund  composite 

2.9% 

FORBES  balanced  fund  composite 

7.3% 

FORBES  bond  and  preferred  stock  fund  composite 

11.4% 

Money  market  fundsf 

These  funds  invest  primarily  in  DS  government  and  federal  agency  obligations 

40 

Nationwide  IIS  Govt  MM  Fund  1800-848-097(11 

1 1/82 

<t  i  nnn 
&  l  ,uuu 

<c  i  nn 
3)  1  .uu 

42 

NFI  Cash  Met  Tr-IJS  Govt  Series  1800-99 S-76701 

6/82 

8  2% 

ZD.Z 

ftftQ  1°/ 

OU7.Z  /O 

i  nnn 

1,UUU 

n  7^ 

30 

Onnenheimer  IIS  Government  Trust  I800-S9 S-70481 

7/82 

7  ft 

l  nnn 
1  ,uuu 

l  n*i 

1  .Uo 

33 

Paine  Webber  RMA  Money-US  Govt  (800-762-1000) 

10/82 



 * 

68.2 



nonet 

0.50 

40 

T  Rowe  Price  US  Treas  Money  Fund  (800-638-5660] 

6/82 

8.1 

113.2 

2,802.6 

2,000 

0.51 

30 

Prime  Government  Money  Fund  (800-328  4891 1 

10/82 

4.9 

1,000 

0.09 

35 

Prudential-Bache  Govt  Sees  Tr-MM34  (800-221-7984) 

1/82 

8.3 

216.5 

-15.0 

1,000 

0.59 

83 

Renaissance  Assets  Trust-Govt  (800-521-1264) 

7/82 

20.7 

1,000 

0.98 

1 

Reserve  CPA-Govt  Portfolio  (212  246  3550) 

10/82 

14.1 

1,000 

NA 

2 

The  Reserve  Fund-Govt  Portfolio  (800-223-5547) 

10/81 

8.4 

272.2 

-24.7 

1,000 

0.78 

40 

Scudder  Government  Money  Fund  (800-225-2470) 

11/81 

8.2 

141.1 

19.1 

1,000 

0.78 

35 

Selected  MM  Fund-Govt  Port  (800-621  7321) 

5/82 

7.7 

5.4 

125.0 

1,000 

1.04 

29 

Seligman  Cash  Mgmt-Govt  Port  (800-221-2450) 

9/82 

11.4 

1,000 

1.38 

41 

Shearson  FMA  Government  Fund  (800-221-3636) 

2/82 

8.2 

66.8 

588.7 

nonet 

0.75 

42 

Shearson  Govt  and  Agencies  (212-577-5794) 

10/80 

8.8 

908.4 

8.3 

5,000 

0.64 

37 

Short  Term  Inc  Fund-US  Govt  Port(212-370-1240) 

11/82 

33.8 

5,000 

NA 

7 

Sigma  Govt  Securities  Fund  (800-441-9490) 

9/80 

7.7 

3.0 

-25.0 

500 

0.80 

27 

SteinRoe  Government  Reserves  (800-621-0320) 

9/82 

12.3 

2,500 

2.29 

45 

Strategic  Treasury  Positions  (800-527-5027) 

11/81 

7.4 

8.0 

-5.9 

1,000 

1.10 

40 

Tucker  Anthony  Govt  Sees  Fund  (800-225-6258) 

2/82 

8.3 

81.5 

-7.2 

2,500 

0.80 

111 

USAA  Mutual  Fund-Fed  Sees  MM  (800  531-8181) 

1/83 

* 

2.8 

1,000 

NA 

41 

United  Services  Gp-US  Treas  Sees  (800-531-5777) 

2/82 

7.1 

37.6 

623.1 

1,500 

1.64 

33 

Vanguard  Money  Market  Tr-Fed  Port  (800-523-7025) 

7/81 

8.6 

356.2 

-27.9 

1,000 

0.49 

These  funds  invest  primarily  in  obligations  exempt  from  federal  income  tax 

48 

Active  Assets  Tax-Free  Trust  (800-221-3778) 

7/81 

5.3 

183.4 

517.5 

nonet 

0.79 

74 

Alliance  Tax-Exempt  Reserves  (800-223-6300) 

1/83 

68.3 

none 

NA 

30 

D  L  Babson  Tax-Free  Inc  Fund-MM  (800-821-5591) 

2/81 

5.0 

3.2 

23.1 

1,000 

0.75 

76 

Calvert  Tax-Free  Reserves-MM  Port(800-368-2748) 

4/81 

5.6 

126.0 

121.8 

2,000 

0,91 

46 

Carnegie  Tax  Free  Income  Trust  (800-321-2321) 

8/82 

50.1 

5,000 

NA 



79 

Centennial  Tax  Exempt  Trust  (800-525-9310) 

9/81 

5.0 

42.2 

248.8 

nonet 

0.75 

74 

CIGNA  Tax-Exempt  Cash  Fund  (800-225-5151) 

10/82 

9.2 

5,000 

0.86 

41 

CMA  Tax-Exempt  Fund  (800-262-4636) 

1/81 

5.3 

2,536.2 

201.2 

nonet 

0.50 

91 

Command  Tax-Free  Fund  (800-222-4321) 

2/82 

4.9 

116.9 

5,213.6 

nonet 

0.00 

36 

Current  Interest-Tax  Free  Portfolio  (713-751-2400) 

5/83 

* 

21.6 

1,000 

NA 

111 

Daily  Cash  Tax  Exempt  Fund  (303-740-1568) 

1/81 

5.0 

74.9 

172.4 

5,000 

0.88 

62 

Daily  Tax  Free  Income  Fund  (212-370-1240) 

11/82 

214.1 

5,000 

0.76 

66 

DBL  Tx-Fr  Cash  Fund  (800-272-2700) 

4/83 

38.5 

1,000 

NA 

49 

Dean  Witter/Sears  Tx-Fr  Daily55  (800  221-2685) 

2/81 

5.7 

263.1 

83.3 

5,000 

0.67 

97 

Delaware  Tax-Free  Money  Fund  (800-523-4640) 

9/81 

5.4 

34.0 

123.7 

5,000 

0.81 

82 

Dreyfus  Tax  Exempt  MM  Fund  (800-223-5255) 

8/80 

5.6 

1,512.2 

121.4 

5,000 

0.58 

66 

Eaton  Vance  Tax  Free  Reserves  (800-225-6265) 

12/82 

15.1 

1,000 

NA 

24 

Equitable  Tax-Free  Account  (800-223  0970) 

6/83 

* 

10.2 

1,000 

NA 

57 

Federated  Tax-Free  Trust  (800-245-4270) 

3/79 

5.3 

3,098.2 

21.4 

25,000 

0.45 

74 

Fidelity  Tax-Exempt  MM  Tr  (800-225-6190) 

1/80 

5.5 

1,955.1 

57.9 

10,000 

0.37 

52  ' 

Franklin  Tax-Exempt  Money  Fund  (800-227-6781) 

2/82 

5.3 

62.8 

287.7 

500 

0.80 

'Fund  not  in 

operation  for  full  period.    tMost  funds  are  no  load.  Some  funds  are 

offered  as 

sart  of  an  in 

egrated  financial  services 

account  which  has  a 

minimum  initial  investment.    "Formerly  Chancellor  Government  Securities  Trust.    '^Formerly  InterCapital  Tax-Free  Daily  Income  Fund.    NA:  Not 

available 

1983  Fund  Ratings 


Portfolio 
average 
maturity 
(days) 


Date 
started 


Investment  results 

Latest  12  months 
return 
from 
capital 
growth 


return 
from 
income 
dividends 


Total  assets 


6/30/83 
(millions) 


Minimum 
initial 


Annual 


%  change  initial  expenses 
'83  vs  '82   investment   per  $100 


Standard  &  Poor's  500  stock  average  4.1% 

FORBES  stock  fund  composite  2.9% 

FORBES  balanced  fund  composite  7.3% 

FORBES  bond  and  preferred  stock  fund  composite  11.4% 


Money  market  funds! 


These  funds  invest  primarily  in  obligations  exempt  from  federal  income  tax 


84 

GIT  Tax-Free  Trust  MM  (800-336-3063] 

12/82 

$  8.9 

$2,000 

NA 

77 

IDS  Tax-Free  Money  Fund  (800-328-8300) 

8/80 

— 

5.6% 

61.6 

102.6% 

2,000 

$0.64 

36 

Lehman  Tax-Free  Money  Mkt  Fund  (800-22 1-5350) 

10/82 

— 

— * 

102.2 

— 

2,500 

0.44 

85 

Lexington  Tax  Free  Money  Fund36  (800-526-4791) 

10/77 

— 

5.7 

50.8 

183.8 

1,000 

1.09 

85 

MFS  Muni  Working  Capital  Tr37  (800-343-2829) 

3/80 

— 

5.0 

8.3 

72.9 

1,000 

1.00 

'  51 

V1     1 ......  >  C  n  T-»v  I  ......  TV  M  M  Dnr*^&  1 Q nn  C.A1  Q  70  1  1 

iviiuwest  \jp  lax  free  i r-ivi/vi  rort  (oUU-D4o-o/Zij 

Q/fi  1 
V/O  1 

j.L 

1  1  A 
Li  .0 

LA 

n  di 

87 

Municipal  Cash  Reserve  Mgmt  (212-742-6003) 

5/81 

5.7 

691.5 

203.0 

10,000 

0.61 

59 

MuniFund  (800-221-8120) 

2/80 

5.2 

1,094.8 

7.0 

5,000 

0.36 

.'.71 

NEL  Tax  Exempt  MM  Trust  (800-225-7670) 

4/83 

6.7 

1,000 

NA 

40 

Nuveen  Tax-Exempt  MM  Fund  (800-621-2431) 

4/81 

5.6 

905.3 

160.9 

25,000 

0.45 

65 

Nuveen  Tax-Free  Reserves  (800-621-7210) 

11/82 

53.2 

1,000 

NA 

51 

Paine  Webber  RMA  Tax-Free  Fund  (800-762-1000) 

10/82 

* 

110.8 

nonet 

NA 

61 

Parkway  Tax-Free  Reserves3*  (800-441-7786) 

3/81 

5.0 

29.6 

52.6 

1,000 

1.00 

93 

T  Rowe  Price  Tax-Exempt  Money  Fd  (800-638-5660) 

4/81 

5.9 

636.4 

306.4 

2,000 

0.70 

108 

Prudential-Bache  Tax-Free  Money40  (800-528-6166) 

8/79 

5.3 

143.9 

88.1 

2,500 

0.73 

88 

Scudder  Tax  Free  Money  Fund  (800-225  2470) 

1/80 

5.0 

149.6 

13.4 

1,000 

0.67 

58 

Shearson  Daily  Tax-Free  Dividend  (212-577-5794) 

10/82 

79.2 

5,000 

0.75 

63 

Shearson  FMA  Municipal  Fund  (800-221-3636) 

3/82 

4.9 

131.4 

63.2 

nonet 

0.75 

32 

SteinRoe  Tax-Exempt  Money  Fund  (800-621-0320) 

3/83 

65.8 

2,500 

NA 

98 

Tax-Exempt  Money  Market  Fund  (800-621-1048) 

7/82 

145.8 

1,000 

0.74 

53 

Tax  Free  Cash  Reserve-Gen  Ser  (800-638-4276) 

3/83 

31.7 

10,000 

0.35 

30 

Tax-Free  Instruments  Trust  (800-245-5048) 

12/82 

71.2 

1,000 

NA 

65 

The  Tax  Free  Money  Fund  (800-522-7405) 

4/81 

5.2 

225.7 

137.6 

5,000 

0.58 

106 

Tucker  Anthony  Tax  Exempt  Money  (800-225-6258) 

12/82 

31.4 

2,500 

0.28 

70 

Vanguard  Muni  Bond-Money  Market  (800  523-7025) 

5/80 

5.6 

281.9 

124.1 

3,000 

0.48 

345 

Vanguard  Muni  Bond-Short  Term  (800-523-7025) 

9/77 

6.7 

327.2 

102.5 

3,000 

0.48 

These  funds  invest  in  various  types  of  money  market  instruments 

42 

Active  Assets  Money  Trust  (800-221-3778) 

7/81 

9.4 

1,272.3 

68.6 

nonet 

0.59 

46 

Alliance  Capital  Reserves  (800-221-5672) 

7/78 

8.9 

862.2 

-42.7 

none 

0.79 

40 

Alpha  Cash  Mgmt  Fund-MM  Portfolio  (800-241-1662) 

10/81 

8.4 

2.2 

-82.4 

1,000 

1.00 

22 

American  Express  Money  Fund  (800-343-1300) 

6/82 

9.3 

27.4 

171.3 

1,000 

0.75' 

16 

American  General  Reserve  Fund  (713-522-1111) 

7/74 

9.5 

260.9 

-36.9 

1,000 

0.87 

78 

American  National  Money  Market  Fund 

12/81 

9.7 

15.6 

25.8 

2,000 

0.76 

24 

Automated  Cash  Management  Trust  (800-245-4270) 

5/82 

8.7 

71.9 

382.6 

100,000 

0.87 

22 

Axe-Houghton  Money  Market  Fund  (800-526-3187) 

9/81 

8.7 

34.3 

172.2 

1,000 

0.75 

32 

DL  Babson  MM  Fund-Prime  Portfolio  (800-821  5591) 

3/80 

9.3 

70.4 

-18.4 

1,000 

0.75 

22 

Birr,  Wilson  Money  Fund  (415-983-7700) 

3/81 

8.7 

74.2 

-37.2 

1,000 

0.90 

20 

BLC  Cash  Management  Fund  (800-247-4123) 

2/83 

'  7.8 

1,000 

0.50 

27 

Boston  Co  Cash  Mgmt  Fund  (800-343-6324) 

8/79 

9.6 

268.4 

-5.4 

1,000 

0.73 

30 

Alex  Brown  Cash  Res  Fund-Prime  Ser  (800-638-4276) 

8/81 

9.4 

572.0 

-5.8 

1,500 

0.58 

13 

RC  Brown  Money  Market  Fund  (212-248-5987) 

6/82 

8.0 

15.1 

125.4 

100 

1.00 

24 

Calvert  Cash  Reserves-Prime  Port  (800-368-2748) 

11/82 

12.3 

2,000 

NA 

23 

Calvert  Social  Invest  Fund-MM  Port(800-368 -2748) 

11/82 

15.5 

1,000 

NA 

17 

CAM  Fund41  (800-423-2345) 

10/81 

8.6 

11.8 

40.5 

500 

1.18 

18 

Capital  Cash  Management  Trust  (212-697-6666) 

7/74 

9.1 

135.1 

-13.6 

1,000 

0.67 

36 

Cash  Equiv  Fund-MM  Portfolio  1800-621-1048] 

3/79 

9.9 

4,117.5 

0.6 

1,000 

0.62 

"Fund  not  in  operation  for  full  period.  tMost  funds  are  no  load.  Some  funds  are  offered  as  part  of  an  integrated  financial  service  account  which  has  a 
minimum  initial  investment.  36Formerly  Lexington  Tax  Free  Daily  Income  Fund.  "Formerly  MFS  Tax-Exempt  Money  Market  Trust.  '"Formerly  Fourth 
St  Tax  Free  Inc  Tust-Money  Mkt  Portfolio.    39Formerly  INA  Tax-Free  Reserves.    '"Formerly  Chancellor  Tax-Free  Money  Fund.    "Formerly  Pennsylvania 

Money  Fund.    NA:  Not  available. 


FORBES,  AUGUST  29,  198. 


Investment  results 

Latest  12  months 

Portfolio 

return 

return 

average 

from 

from 

Total  assets 

Minimum 

Annual 

maturity 

Date 

capital 

income 

6/30/83 

%  change 

initial 

expenses 

(days) 

started 

growth 

dividends 

(millions) 

'83  vs  '82 

investment 

per  $100 

Standard  &  Poor's  500  stock  average 

4.1% 

Forbes  stock  fund  composite 

2.9% 

FORBES  balanced  fund  composite 

7.3% 

FORBES  bond  and  preferred  stock  fund  composite 

11.4% 

Money  market  fundsf 

These  funds  invest  in  various  types  of  money  market  instruments 

1  Q 
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y.o  /o 

trie  c 
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30,UUU 

$0.54 

34 

Cash  Reserve  Management  (212-742-60031 

1/77 

9.6 

4,783.4 

-33.6 

10,000 

0.42 

26 

Centennial  Money  Market  Trust  (800-525-9310) 

11/81 

9.0 

148.8 

313.3 

nonet 

1.07 

20 

Chancellor  Cash  Fund  (800-528-6166) 

4/82 

9.2 

18.9 

190.8 

1,000 

0.60 

26 

CIGNA  Cash  Fund  (800-225-5151) 

10/82 

22.7 

5,000 

0.78 

Zo 

C\C^  \I  A    MnnPV    M  irL'i'l    FlinH42  1  ft  Of!    1  1  ^    S  1  ^  1  1 
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n  Q£ 

39 

CMA  Money  Fund  (800-262-4636) 

9/77 

9.4 

11,900.0 

-14.4 

nonet 

0.44 

30 

Colonial  Money  Market  Trust  (800-225-23651 

1/81 

9.0 

10.5 

-23.9 

3,000 

1.07 

29 

Columbia  Daily  Income  Co  (800-547-1037) 

11/74 

8.7 

451.3 

-52.1 

1,000 

0.74 

31 

Command  Money  Fund  (800-222-4321) 

2/82 

9.J 

441.9 

1,223.1 

nonet 

0.50 

OA 

zo 
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n  o  l 

33 

Connecticut  Mutual  Liquid  Acct  (800-243-0064) 

3/82 

9.1 

49.8 

43.9 

1,000 

1.00 

18 

Country  Capital  MM  Fund  (309  557-2444) 

10/81 

8.8 

22.1 

18.8 

1,000 

0.96 

34 

Current  Interest-MM  Portfolio  (800-231-4645) 

6/74 

9.2 

1,157.8 

-25.4 

1,000 

.  0.62 

24 

Daily  Cash  Accumulation  (800-525-9310) 

7/78 

9.1 

3,294.4 

-39.4 

500 

0.59 

OA 
ZO 

Dally  DOHaT  KcScrVcS  |fSUU-ZZ  1  -ou  '  J J 

A/8  5 

zo.y 

3,UUU 

M  A 

33 

Daily  Income  Fund  (212-370-12401 

7/74 

9.0 

496.5 

-36.9 

5,000 

0.70 

31 

Daiwa  Money  Fund43  (800-221-4099) 

12/81 

9.5 

30.4 

39.5 

2,500 

0.94 

48 

DBL  Cash  Fund-MM  Portfolio  (212-480-4155) 

2/81 

9.5 

907.8 

-8.2 

1,000 

0.66 

40 

Dean  Witter/Sears  Liquid  Asset  Fund  (800  221  2685) 

9/75 

9.5 

6,062.6 

-35.5 

5,000 

0.50 

40 

IJelaware  Cash  Reserve  (oUU-32ci-4o4U) 

6/78 

9.7 

i  ion  i 

20  7 

1,000 

n  70 

U.  /O 

15 

Dollar  Reserves  (800-431-6060) 

6/80 

9.2 

103.1 

-8.6 

1,000 

1.04 

51 

Dreyfus  Liquid  Assets  (800-645-6561) 

1/74 

9.8 

8,039.1 

-19.5 

2,500 

0.67 

60 

Dreyfus  MM  Instru-MM  Series  (800-645-6561) 

4/75 

9.5 

1,137.4 

-53.3 

50,000 

0.50 

27  , 

Eaton  Vance  Cash  Mgmt  Fund44  (617-482-8260) 

1/75 

9.1 

178.8 

-35.6 

1,000 

0.69 

2  1 

Ltj I  money  market  trust  loUU-Z4:)oU4ttj 

A  tQ  1 
4/0  1 

O  1 

y.  i 

GO  A 

— oy.  / 

c  nnn 
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34 

Equitable  Money  Market  Account  (800-223-0970) 

10/80 

9.3 

278.1 

-26.9 

1,000 

0.85 

36 

Fahnestock  Daily  Income  Fund  (212-668-81781 

6/81 

9.1 

137.6 

-12.8 

1,000 

0.77 

22 

FBL  Money  Market  Fund  (800-247-4170) 

3/81 

8.7 

38.5 

-31.1 

1,500 

0.96 

38 

Fidelity  Cash  Reserves  (800-225-6190) 

5/79 

9.6 

3,260.9 

-15.7 

1,000 

0.87 

35 

Fidelity  Daily  Income  Trust  (800-225-6190) 

5/74 

9.6 

2,631.9 

-29.1 

10,000 

0.54 

31 

Fidelity  MM  Tr  Domestic  Port  (800-225-6190) 

5/79 

9.4 

1,479.1 

20.4 

250,000 

0.42 

22 

Financial  Daily  Income  Shares  (800-525-7069) 

3/76 

9.3 

196.8 

-36.3 

1,000 

0.56 

27 

First  American  Money  Fund  (800-328-6020) 

4/82 

9.5 

37.6 

67.1 

1,000 

0.80 

22 

First  Investors  Cash  Mgmt  Fund  (212-825-7900) 

10/78 

9-.1 

377.7 

-40.3 

1,000 

0.85 

17 

Founders  Money  Market  Fund  (800-525-2440) 

7/81 

8  1 

16.7 

38.0 

1,000 

0.80 

35 

Franklin  Money  Fund  (800-227-6781) 

1/76 

8.6 

797.5 

-34.6 

500 

0.79 

46 

General  Money  Market  Fund  (800-223-5682) 

2/82 

9.4 

189.0 

126.9 

2,500 

1.01 

17 

GIT  Cash  Trust-Regular  MM  Fund  (800  336  3063) 

12/82 

10.8 

1,000 

NA 

33 

Gradison  Cash  Reserves  Trust  (800-543-1818) 

5/76 

9.1 

455.8 

-36.7 

1,000 

0.80 

24 

The  Guardian  Cash  Management  Tr  (800-221-3253) 

9/82 

6  2 

1,000 

NA 

48 

John  Hancock  Cash  Management  Tr  (617  421-2909) 

10/79 

8.8 

441.1 

-39.7 

1,000 

0.78 

32 

Home  Life  Money  Management  Fund  (800-221-5733) 

5/82 

9.2 

10.0 

75.4 

1,000 

0.75 

21 

Wayne  Hummer  Money  Fund  Tr-MM  (800  621  4477) 

4/82 

8.8 

56.8 

8.6 

1,000 

0.97 

21 

Hutton  AMA  Cash  Fund  (800-334-4636) 

3/82 

9.5 

173.8 

1,831.1 

nonet 

0.92 

'Fund  not  in  operation  for  full  period.    tMost  funds  are  no  load.  Some  funds  are 

offered  as  part  of  an  integrated  financial  service 

account  whic 

h  has  a 

minimum  initial  investment.    J:Formerly  CG  Money  Market  Fund     "Formerly  D  &  D  Money  Fund.  ' 

Formerly  Eaton  &  Howard  Cash  Management 

Fund.  NA: 

Not  available. 

1983  Fund  Ratings 


Investment  results 

Latest  12  months 

Porttolio 

return 

return 

'a  vera 

from 

from 

Total  assets 

A^inim  u  m 

Annual 

maturity 

Date 

capital 

income 

6/30/83 

%  change 

initial 

expenses 

(days) 

started 

growth 

dividends 

(millions) 

'83  vs  '82 

investment 

per  $100 

Standard  &  Poor's  500  stock  average 

4.1% 

Forbes  stock  fund  composite 

2.9% 

FORBES  balanced  fund  composite 

7.3% 

FORBES  bond  and  preferred  stock  fund  composite 

11.4% 

Money  market  funds! 

These  funds  invest  in  various  types  of  money  market  instruments 

34 

Hutton  Invest-Short  Term  Invest  Set  (212-742-5000) 

1/82 

- 

8.3% 

$  66.4 

47.2% 

$  500 

$2.12 

44 

IDS  Cash  Management  Fund  (800-328-8300) 

10/75 



9.6 

902.4 

-29.6 

2,000 

0.59 
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7/75 

9.0 

239  5 

-37  7 

i  nnn 

0  94 

29 

Legg  Mason  Cash  Reserve  Trust  (800-245-5048) 

10/78 

- 

8.9 

213.0 

-36.9 

5,000 

0.82 

24 

Lehman  Cash  Management  Fund  (800-221-5350) 

1/81 



9.3 

660.0 

•  29.9 

2,500 

0.70 
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36 

Liquid  Green  Trust  (800-862-7283) 

11/80 

9  2 

122.3 

-9.3 

1,000 

0.93 

32 

Lord  Abbett  Cash  Reserve  Fund  (800-221-9995) 

7/79 

— 

8.9 

228.1 

-40.7 

1,000 

0.86 
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.  32 

McDonald  Money  Market  Fund  (212-715-6213) 

5/81 

— 

8.9 

141.3 

-32.0 

5,000 

0.71 

29 

Merrill  Lynch  Institutional  Fund  (800-225-1576) 

12/74 

— 

9.2 

1,042.1 

-10.8 

25,000 

0.53 

38 
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27 

Money  Market  Instruments  Trust  (800-245-0242) 

3/82 

— 

9.0 

147.1 

9.0 

1,000 

0.83 

28 

Money  Market  Management  (800 -245-2423) 

1/74 

— 

9.1 

292.5 

-44.2 

1,000 

0.95 

18 
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29 

Mutual  of  Omaha  Cash  Reserve  Fund  (800  228-9596) 

3/81 



8.6 

20.7 

-13.0 

nonet 

1.19 

35 

Mutual  of  Omaha  MM  Account  (800-228-9596) 

7/79 

- 

9.1 

312.6 

-36.5 

1,000 

0.76 

47 

National  Cash  Reserves  (800-223-7757) 

4/82 

9.3 

31.0 

18.8 

1,000 

0.57 

36 

National  Liquid  Reserves  (800-221-2990) 

8/74 

9.6 

1,537.4 

-20.9 

1,000 

0.60 

35 

Nationwide  Money  Market  Fund46  (800-848-0920) 

3/80 

9.3 

395.1 

-12.7 

1,000 

0.74 

39 

NEL  Cash  Mgmt  Tr-MM  Series  (800-225-7670) 

7/78 

9.5 

688.2 

-12.4 

1,000 

0.55 

40 

Newton  Money  Fund  Portfolio  (414-347-1141) 

10/81 

8.9 

11.1 

26.1 

1,000 

1.00 

27 

Nuveen  Cash  Reserves  (800-621-7227) 

11/82 

6.6 

1,000 

NA 

23 

Offerman  Money  Market  Fund  (612-541  8952) 

6/81 

8.9 

8.4 

-38.2 

2,000 

0.81 

24 

Oppenheimer  Money  Market  Fund  (800  525-7048) 

4/74 

9.3 

1,064.8 

-35.1 

1,000 

0.64 

15 

Oxford  Cash  Management  Fund  (800-441-7764) 

2/83 

99.5 

1,000 

NA 

32 

Paine  Webber  CASHFUND  (212-437-5306) 

5/78 

9.2 

4,386.6 

-31.6 

5,000 

0.49 

35 

Paine  Webber  RMA  Money-MM  Port  (800-762-1000) 

10/82 

222.4 

nonet 

0.49 

29 

Parkway  Cash  Fund47  (800-441-7786) 

11/79 

9.2 

442.6 

^0.9 

1,000 

0.81  ' 

25 

Phoenix  Money  Market  Fund  Series48  (800-243-1574) 

7/80 

9.2 

39.1 

-35.3 

1,000 

0.75 

31 

Plimoney  Fund  (713-757-56561 

3/80 

8.8 

45.2 

-32.1 

1,000 

1.00 

43 

T  Rowe  Price  Prime  Reserve  Fund  (800-638-1527) 

3/76 

9.6 

2,530.6 

-27.0 

2,000 

0.67 

24 

Prime  Cash  Fund  (800-437-1000) 

4/83 

94.9 

1,000 

NA 

29 

Putnam  Daily  Dividend  Trust  (800-343-0929) 

9/76 

9.6 

300.6 

-18.7 

1,000 

0.78 

12 

Renaissance  Assets  Tr-MM  Port  (800-521-1264) 

7/82 

39.7 

1,000 

1.01 

29 

The  Reserve  Fund-Prime  Portfolio  (800-223-5547) 

11/71 

9.5 

2,010.7 

-31.3 

1,000 

0.75 

'Fund  not  in  operation  for  full  period.  tMost  funds  are  no  load  Some  funds  are  offered  as  part  of  an  integrated  financial  service  account  which  has  a 
minimum  initial  investment.    4,Formerly  American  Liquid  Trust.    "Formerly  MIF  Nationwide  Money  Market  Fund.    4,Formerly  INA  Cash  Fund. 

""Formerly  Phoenix-Chase  Money  Market  Fund.    NA:  Not  available. 
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Investment  results 

Latest  12  months 

return 

return 

from 

from 

Total  assets 

Minimum 

Annual 

Date 

capital 

income 

6/30/83 

%  change 

initial 

expenses 

started 

growth 

dividends 

(millions) 

'83  vs  '82 

investment 

per  $100 

Standard  &  Poor's  500  stock  average 

53.4% 

4.1% 

Forbes  stock  fund  composite 

63.3% 

2.9% 

FORBES  balanced  fund  composite 

36.4% 

7.3% 

FORBES  bond  and  preferred  stock  fund  composite 

19.8% 

11.4% 

Money  market  fundsf 

These  funds  invest  in  various  types  of  money  market  instruments 

LI 

Lr  Kotnscnild  Earnings  ana  Liquidity  iziz-420-ooUU) 

9.2% 

$360.2 

43.2% 

$2,500 

$0.77 

22 

SAFECO  Money  Market  Mutual  Fund  (800-426-6730) 

4/82 

9.6 

16.6 

133.8 

1,000 

0.51 

19 

St  Paul  Money  Fund  (800-328-1064) 

11/79 

8.9 

97.0 

-48.8 

1,000 

0.74 

15 

Santa  Fe  Cash  Reserves  (800-545-2098) 

2/82 

8.3 

5.3 

-55.8 

1,000 

1.34 

35 

Scudder  Cash  Investment  Trust  (800-225-2470) 

7/76 

9.0 

896.5 

-30.8 

1,000 

0.65 

aecunty  casn  runa  (ouu-zoivoDUyj 

lU/oU 

O  *7 

3/.U 

—42.3 

1,000 

0.94 

28 

Selected  MM  Fund-General  Port  (800-621-7321) 

10/77 

8.8 

36.6 

-47.6 

1,000 

1.03 

28 

Seligman  Cash  Mgmt  Fd-Prime  Port  (800-221-2450) 

1/77 

9.1 

408.3 

-52.7 

1,000 

1.06 

39 

Sentinel  Cash  Management  Fund  (800-526-3032) 

10/81 

9.0 

29.5 

13.9 

1,000 

0.75 

27 

Sentry  Cash  Management  Fund  (800-826-0266) 

6/81 

9.1 

33.0 

-35.9 

1,000 

0.86 

36 

Shearson  Daily  Dividend  (212-577-5794) 

6/79 

— 

9.3 

4,335.9 

-25.6 

5,000 

0.65 

■57 

shearson  rirlA  Lash  fund  |oUU-ZZl-oooo) 

lltSL 

y.l 

451.0 

0.5 

nonet 

0.75 

1C 
OD 
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c  r\r\n 
3,IAJU 

U./D 

9 

Short-Term  Yield  Securities  (713-626-1919) 

5/78 

8.7 

22.2 

-51.7 

1,250 

1.00 

13 

Sigma  Money  Market  Fund  (800-441-9490) 

9/80 

— 

8.4 

8.4 

-43.2 

500 

0.94 

33 

Standby  Reserve  Fund  (212-460-0680) 

11/81 

9.2 

204.8 

-2.1 

2,000 

0.64 

15 

State  Bond  Cash  Mgmt  Fund  (507-354-2144) 

2/82 

8.4 

4.1 

-6.8 

1,000 

1.00 

27 

SteinRoe  Cash  Reserves  (800-621-0320) 

10/76 

9.3 

714.6 

-21.9 

2,500 

0.67 

29 

Summit  Cash  Reserves  Fund  (800  221-7210) 

12/82 

 * 

478.3 

5,000 

0.77 

27 

SUTRO  Money  Market  Fund  (800-652-1030) 

2/82 

— 

9.1 

100.5 

-32.1 

5,000 

1.00 

36 

Transamerica  Cash  Reserve  (800-343-6840) 

8/80 

9.4 

266.0 

-24.8 

500 

0,55 

16 

Trinity  Liquid  Assets  Trust  (800-441-7763) 

1/83 

 * 

147.8 

1,000 

NA 

27 

Trust  for  Cash  Reserves  (800-245-5048) 

2/80 

9.0 

165.3 

-25.3 

1,000 

0.92 

48 

Tucker  Anthony  Cash  Mgmt  Fund  (800-225-6258) 

4/81 

9.0 

334.8 

-7.0 

2,500 

0.86 

37 

United  Cash  Management  (800-821-5664) 

8/79 

9.3 

347.3 

-36.3 

1,000 

1.03 

26 

UaAA  Mutual  rund-iYlM  rund  (oUU-5cJl-olol| 

2/81 

9.1 

1 13.7 

—27.9 

1,000 

0.96 

26 

The  Value  Line  Cash  Fund  (800-847-4143) 

4/79 

— 

9.6 

468.9 

-25.9 

1,000 

0.64 

11 

Vanguard  MM  Tr-Insured  Portfolio  (800  523  7025) 

2/83 

10.3 

1,000 

NA 

35 

Vanguard  MM  Tr-Prime  Portfolio  (800-523-7025) 

6/75 

9.5 

935.4 

-22.4 

1,000 

0.49 

29 

Webster  Cash  Reserve  (212-635-5055) 

8/79 

9.3 

1,151.4 

-16.7 

1,500 

0.64 

14 

Ziegler  Money  Market  Trust  (800-245-5048) 

4/81 

8.9 

77.8 

^14.3 

3,000 

1.06 

Municipal  bond  funds 

Maximum 

sales 

charge 

American  General  Muni  Bond  Fund  (713-522-1111) 

11/76 

23.6% 

8.8% 

$  52.8 

126.6% 

4.75% 

$0.80 

D  L  Babson  Tax-Free  Inc  Fund-LT  (800  821  5591) 

2/80 

19.6 

9.0 

10.6 

202.9 

none 

0.75 

D  L  Babson  Tax-Free  Inc  Fund-ST  (800  821-5591) 

2/80 

6.7 

6.9 

5.1 

121.7 

none 

0.75 

Bullock  Tax-Free  Shares  (800-221-5757) 

2/77 

21.9 

8.7 

44.6 

91.4 

4.75 

0.98 

Calif  Tax  Exempt  Bonds  (800-223-7757) 

5/83 

12.3 

5.25 

NA 

Calvert  Tax-Free  Reserves-Ltd  Term  (800-368  2748) 

4/81 

4.6 

6.8 

53.7 

471.3 

none 

1.00 

CIGNA  Municipal  Bond  Fund49  (800-225  5151) 

3/77 

15.9 

9.7 

135.1 

94.4 

7.50 

0.68 

Composite  Tax-Exempt  Bond  Fund  (800-541-0830) 

1/77 

17.4 

9.4 

63.2 

3,226.3 

none 

0.32 

Country  Cap  Tax  Exempt  Bond  Fund  (309-557-2444) 

11/78 

22.5 

6.7 

3.6 

100.0 

5.00 

1.50 

Dean  Witter  Tax  Exempt  Secsso  (800-221-2685) 

3/80 

21.7 

8.4 

113.1 

148.6 

4.00 

0.70 

DMC  Tax-Free  Income  Tr-Penn  (800-523-1918) 

3/77 

22.9 

8.7 

44.5 

87.8 

4.50 

0.81 

•Fund  not 

in  operation  for  full  period.    tMost  funds  are  no  load.  Some  funds  are 

offered  as 

part  of  an  ir 

tegrated  financial  service 

account  which  has  a 

minimum  initial  investment.    49Formerly  CG  Municipal  Bond  Fund.  50 

Formerly  InterCapital  Tax  Exempt  Securities. 

NA:  Not  available. 
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Investment  results 


Latest  12  months 

return 

return 

from 

from 

Total  assets 

Maximum 

Annual 

Date 

capital 

income 

6/30/83 

%  change 

sales 

expenses 

started 

growth 

dividends 

(millions) 

'83  vs  '82 

charge 

per  $100 

Standard  &  Poor's  500  stock  average 

53.4% 

4.1% 

Forbes  stock  fund  composite 

63.3% 

2.9% 

FORBES  balanced  fund  composite 

36.4% 

7.3% 

FORBES  bond  and  preferred  stock  fund  composite 

19.8% 

11.4% 

Municipal  bond  funds 

Dreyfus  Tax  Exempt  Bond  Fund  (800-645-6561) 

10/76 

20.5% 

9.0% 

$1,750.1 

105.4% 

none 

$0.75 

Eaton  Vance  Municipal  Bond  Fund51  (800  225-6265] 

3/78 

25.0 

8.0 

12.7 

71.6 

3.75% 

0.63 

Federated  Tax-Free  Income  Fund  (800  245-5051) 

10/76 

26.5 

7.8 

49.0 

35.7 

4.50 

1.60 

Fidelity  High  Yield  Munis  (800-225-6190) 

12/77 

19.0 

9.6 

639.9 

210.6 

none 

0.64 

Fidelity  Limited  Term  Munis  (800-225-6190) 

4/77 

13.4 

8.1 

168.7 

207.9 

none 

0.99 

Fidelity  Municipal  Bond  Fund  (800-225-6190) 

8/76 

20.3 

8.7 

662.7 

65.3 

none 

0.62 

Financial  Tax-Free  Inc  Shares  (800-525-9831) 

8/81 

17.3 

9.0 

61.7 

189.7 

none 

0.56 

First  Investors  Tax  Exempt  Fund  (800-223-6300) 

8/77 

22.5 

8.3 

189.5 

209.1 

7.25 

1.29 

Franklin  Calif  Tax-Free  Inc  Fund52  (800  227-6350) 

2/77 

10.8 

10.1 

1,338.0 

1,774.0 

4.00 

0.75 

Franklin  NY  Tax-Free  Income  Fund  (800-227-6781) 

9/82 

— 

— 

43.8 

— 

4.00 

NA 

GIT  Tax-Free  Tr-High  Yield  Fund  (800-336-3063) 

12/82 

22.5 

none 

NA 

John  Hancock  Tax-Exempt  Inc  Tr  (617-421-4506) 

1/77 

14.4 

8.7 

127.3 

265.8 

8.00 

0.84 

IDS  High  Yield  Tax-Exempt  Fund  (800-328-3800) 

5/79 

22.4 

9.4 

1,070.4 

180.8 

5.00 

0.64 

IDS  Tax-Exempt  Bond  Fund  (800-328-3800) 

12/76 

23.6 

8.9 

384.2 

104.6 

5.00 

0.65 

Kemper  Calif  Tax-Free  Inc  Fund  (800-621-1048) 

1/83 

— 

— 

26.3 

— 

4.50 

NA 

Kemper  Municipal  Bond  Fund  (800-621-1048) 

4/76 

24.3 

9.4 

328.3 

97.7 

4.75 

0.56 

Keystone  Tax  Free  Fund  (800-225-2618) 

1/78 

21.5 

8.7 

51.3 

136.4 

none 

1.15 

Merrill  Lynch  Muni  Bd  Fd-High  Yield  (212-692-2939) 

11/79 

19.5 

10.0 

292.9 

233.6 

4.00 

0.75 

Merrill  Lynch  Muni  Bd  Fd-Insured  (212 -692 -2939) 

1 1/77 

19.3 

9.5 

540.9 

412.2 

4.00 

0.91 

Merrill  Lynch  Muni  Bd  Fd-Ltd  Mty  (212-692-2939) 

11/79 

0.8 

7.5 

460.4 

137.3 

1.00 

0.54 

MFS  Managed  Municipal  Bond  Trust  (800-343-2829) 

10/76 

25.6 

8.8 

213.6 

104.6 

4.75 

0.84 

Midwest  Gp  Tax  Free  Tr-Ltd  Term53  (800-543-8721) 

9/81 

2.5 

6.5 

13.7 

234.2 

none 

0.90 

Mut  of  Omaha  Tax-Free  Inc  Fund  (800-228-9596) 

1/77 

14.7 

9.0 

86.3 

133.2 

8.00 

0.84 

National  Sees  Tax  Exempt  Bonds  (800-225-7670) 

11/76 

21.8 

8.5 

32.0 

91.6 

5.25 

0.99 

NEL  Tax  Exempt  Bond  Fund  (800-225  7670) 

5/77 

23.0 

9.7 

57.5 

188.9 

4.50 

0.82 

New  York  Muni  Fund  (800-?3  1  -79901 

4/81 

12.6 

8.0 

55.6 

705.8 

1.92 

Nuveen  Municipal  Bond  Fund  (800-621-7227) 

11/76 

20.1 

7.9 

255.4 

65.0 

0.74 

Oppenheimer  Tax-Free  Bond  Fund  (800-525-7048) 

10/76 

27.2 

8.5 

54.6 

90.9 

4.50 

0.92 

T  Rowe  Price  Tax-Free  Inc  Fund  (800-638-5660) 

11/76 

19.9 

8.9 

972.6 

193.8 

none 

0.65 

Prudential-Bache  High  Yield  Muni54  (800-221-7984) 

6/80 

19.7 

9.2 

180.5 

215.0 

4.50 

0.72 

Putnam  Calif  Tax  Exempt  Income  (800-343-0929) 

6/83 

248.7 

4.75 

NA 

Putnam  Tax  Exempt  Income  Fund  (800-343-0929) 

11/76 

31.9 

8.5 

82.4 

120.9 

4.75 

0.75 

SAFECO  Municipal  Bond  Fund  (800-426-6730) 

11/81 

22.5 

8.9 

30.8 

413.3 

none 

0.72 

Scudder  Managed  Municipal  Bonds  (800-225-2470) 

10/76 

22.8 

9.4 

450.5 

192.9 

none 

0.65 

Selected  Tax-Exempt  Bond  Fund  (800-621-7321) 

10/77 

17.1 

7.8 

4.2 

90.9 

none 

0.54 

Shearson  Managed  Municipals  (212-577-5794) 

3/81 

21.0 

9.0 

160.3 

215.6 

5.00 

0.88 

Sigma  Tax-Free  Bond  Fund  (800-441-9490) 

8/79 

24.0 

7.4 

5.5 

161.9 

4.75 

1.52 

SteinRoe  Tax-Exempt  Bond  Fund  (800-621-0320) 

2/77 

25.8 

8.4 

194.3 

186.2 

none 

0.74 

Tax-Exempt  Bond  Fund  of  Amer  (800-421-0180) 

10/79 

22.1 

8.1 

90.7 

297.8 

4.75 

0.95 

United  Municipal  Bond  Fund  (800-821-5664) 

11/76 

17.0 

8.8 

177.8 

139.6 

4.00 

0.76 

USAA  Tax-Exempt  Fund-High  Yield  (800-531-8181) 

3/82 

15.0 

9.0 

80.2 

1,062.3 

none 

1.09 

USAA  Tax-Exempt  Fund-Intermed  (800-531-8181) 

3/82 

11.2 

8.8 

45.7 

872.3 

none 

1.18 

USAA  Tax-Exempt  Fund-Short  Term  (800-531-8181) 

3/82 

1.4 

7.2 

35.9 

248.5 

none 

1.15 

Vanguard  Muni  Bond-High  Yield  (800-523-7025) 

12/78 

18.8 

9.2 

149.9 

190.5 

none 

0.48 

Vanguard  Muni  Bond-Intermediate  (800-523-7025) 

9/77 

13.7 

8.1 

140.0 

287.8 

none 

0.48 

Vanguard  Muni  Bond-Long  Term  (800 -523-7025) 

9/77 

18.1 

8.9 

225.4 

154.1 

none 

0.48 

*Fund  not  in  operation  tor  full  period.  ^'Formerly  Vance,  Sanders  Municipal  Bond  Fund.  s2Formerly  Franklin  Tax-Free  Income  Fund.  ^'Formerly  Fourth  St 
Tax  Free  Trust-Ltd  Term  Portfolio.    54Formerly  Chancellor  High  Yield  Municipals.    NA:  Not  available. 
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0  A  carat  or  more,  .y  r 

necause  you  were  never  very  good  at  tractions. 


^^v^^Noui  fcvyeirr  can  show  yon  many  diamond  solitaires  ol  a  c 


1  s 


ires  ol  a  carat  or  more.  This  necklace  features  a  1.14  carat  diamond.. 


A  carat  or  more -one  in  a  million. 

Every-  diamond  is  rare. 
But  of  all  diamonds  found,  a  solitaire  of 
a  carat  or  more  is  only  one  in  a  million. 

And,  like  love,  becomes  more  precious 
with  time. 

A  miracle  among  miracles. 
Born  from  the  earth.  Reborn  on  a  woman. 

The  extraordinary  diamond 
of  a  carat  or  more. 

Show  the  world  you  couldn't  have  made 
it  without  her. 

A  diamond  is  forever.  De  Beers 


Bud  Hunter  and  Dan  Hillenbrand  want 
your  body  in  their  hospital  beds.  But,  just 
in  case,  they  sell  coffins,  too. 


Till  death  do 
us  part 


in  Springfield,  111. — Lincoln  land — 
there's  upstart  Amedco  Inc.,  up  from 
nothing  to  number  two  in  beds  and 
caskets  in  just  13  months. 

This  is  only  the  beginning,  vows 
the  catch-up  kid,  Amedco's  chairman, 
president  and  chief  executive,  B.D. 
(Bud)  Hunter. 

Hunter,  53,  and  Dan  Hillenbrand, 
60,  chairman  and  son  of  his  com- 
pany's founder,  knew  each  other  long 
before  they  became  competitors.  As  a 
consultant  for  nearly  two  decades  to 
some  of  Hillenbrand's  best  casket 
customers,    the    funeral  directors, 


By  Jill  Bettner 


T|hese  two  Midwestern  com- 
petitors are  determined  to  get 
you  one  way  or  the  other,  com- 
ing or  going.  Down  in  Batesville,  Ind., 
4,100  souls  and  20  minutes  through 
the  hills  from  the  banks  of  the  Ohio, 
there's  Hillenbrand  Industries,  100 
years  old,  $400  million-plus  sales,  the 
biggest  maker  of  electric  hospital 
beds,  the  biggest  casketmaker  and — 
the  Hillenbrands  don't  miss  many 
tricks — the  owner  of  American  Tour- 
ister  luggage.  About  275  miles  away, 


Hunter  used  to  be  invited  to  the  com- 
pany's southern  Indiana  farm  for  lav- 
ish parties.  "We  haven't  exactly  had 
tea  together  lately,"  Hunter  says. 

Hunter  lifted  Amedco  out  of  near- 
obscurity  with  two  big  acquisitions 
over  the  past  13  months:  a  stretch 
financially,  but  they  pushed  sales  up 
50%  last  year,  to  $120  million,  while 
earnings  went  up  43%,  to  $4.5  million 
or  $1.30  a  share.  As  a  result,  these  are 
heady  days  for  Amedco.  The  stock, 
traded  on  the  Amex,  hit  48  just  before 
a  2-for-l  split  Aug.  1,  following  a  3- 
for-2  split  last  December.  Two  years 
ago  shares  traded  under  $5.  And  Hunt- 
er still  owns  24%  of  Amedco's  4  mil- 
lion shares. 

But  Hillenbrand  is  no  pushover.  It  is 
considered  among  the  best-managed 
smallish  companies,  with  profits  of 
$3 1  million,  $3.09  a  share,  last  year  on 
$389  million  in  sales.  Hunter,  who 
has  side  interests  in  real  estate,  enjoys 
the  chase.  He  chatted  with  Forbes  at 
Amedco's  headquarters,  an  1860s 
mansion  he  bought  and  restored, 
close  to  the  state  capitol  in  downtown 
Springfield.  Outside  the  company,  he 
has  formed  a  limited  partnership  to 
turn  a  nearby  block  of  old  buildings 
into  an  enclosed  promenade  with 
shops  and  restaurants  on  the  order  of 
Boston's  Faneuil  Hall. 

Hunter  and  his  three  division  man- 
agers, who  are  investors  in  that  or 


Amedco's  Bud  Hunter  in  front  of  his  19th-centuty- mansion  headquarters  in  Springfield.  Ill 
"We  haven't  exactly  had  tea  together  lately." 
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other  renovation  projects,  can  use  the 
tax  shelter.  They  draw  no  salary  from 
Amedco.  Instead,  Hunter  takes  5%  of 
the  parent  company's  first  $1  million 
of  pretax  net  for  the  year,  4%  of  its 
second  $1  million,  3%  of  each  $1  mil- 
lion after  that.  His  three  division 
heads  earn  the  same  percentages  of 
the  profits  contributed  by  the  busi- 
nesses they  manage. 

Hunter  formed  Amedco  in  1969 
and,  with  $500,000  of  his  own  money 
and  $2.4  million  from  Houston's 
American  General  Life  Insurance  Co., 
began  buying  hospital  supply  and  cas- 
ket businesses,  also  expanding  into 
steel  processing  for  his  own  caskets 
and  sale  to  other  steel  users. 

In  1972  Hunter  took  Amedco  pub- 
lic, selling  13%  of  its  stock  to  the 
public,  which  paid  14  times  earnings 
and  almost  3  times  book  value  for  the 
shares.  By  1981  he  was  ready  to  do 
battle  with  Hillenbrand  in  earnest. 
First,  he  raised  $5  million  with  a 
stock  offering  twice  as  large  as  Amed- 
co's  initial  one.  Next  he  persuaded 
Borg- Warner  Corp.  to  take  $10  mil- 
lion in  stock  and  a  $1.5  million  note 
for  its  $24  million-sales-a-year  health 
products  division,  the  biggest  com- 
petitor of  Hillenbrand's  Hill-Rom  Co. 
in  hospital  beds. 

The  deal  gave  Borg- Warner  its  24% 
stake  in  Amedco.  Far  from  letting  this 
be  a  source  of  anxiety,  Hunter  makes 
it  a  point  of  pride.  "It  was  a  real  vote 
of  confidence,"  says  the  Missouri 
farmer's  son  who  worked  his  way 
through  Northeast  Missouri  State 
College  in  2Vi  years  pumping  gas. 

Hunter  then  bought  Gulf  &  West- 
ern's casketmaking  operations, 
buying  its  casket  inventory  cheap, 
dumping  the  coffins  on  the  market, 
and  buying  the  rest  of  the  company 
for  $12.6  million  in  cash  and  notes. 

"Amedco  used  the  company's  in- 
ventories to  buy  the  company  itself," 
says  Abraham  Karp,  vice  president  of 
research  at  Gintel  &  Co.,  a  Greenwich, 
Conn,  brokerage  firm.  "Amedco  has 
made  every  $1  do  the  work  of  $5." 

Dan  Hillenbrand  was  not  amused. 
His  highly  automated  plants  make 
him  the  lowest-cost  producer.  But 
having  to  match  Amedco's  giveaways 
on  the  caskets  squeezed  his  margins. 
"We  caught  them  off  guard,"  Hunter 
gloats  now.  Remember,  this  is  a  busi- 
ness undergoing  shakeout.  Cremation 
is  cutting  into  the  burial  business,  and 
nobody  wants  to  lose  market  share. 

Hillenbrand,  though,  still  domi- 
nates the  competition  with  its  new 
robot-  and  computer-equipped  factory 
in  Campbellsville,  Ky.,  and  gets  30% 
of  the  business  for  anything  more 
than  a  pine  box.  Technology  has  kept 


it  king  of  the  hill.  When  Amedco  be- 
gan scoring  heavily  in  the  market 
with  brushed  steel  caskets,  Hillen- 
brand followed  but  sidestepped  the 
costly  hand  steel  finishing  of  its  com- 
petitor with  a  programmable  sander 
for  applying  the  brush  finish.  "We  had 
to  grab  market  share  quickly,"  Dan 
Hillenbrand  says.  "We  elected  to  do  it 
through  automation  or  not  at  all." 

The  company,  which  has  $67  mil- 
lion in  cash  and  marketable  securi- 
ties, and  long-term  debt  equal  to  only 
27%  of  equity,  has  made  only  one 
acquisition  in  its  history,  but  it  is  out 
shopping  now.  How?  By  taking  a  this- 
is-what-we-want  brochure  to  invest- 
ment bankers.  "We  think  it's  the  in- 
telligent way  to  do  it,"  says  Dan  Hil- 
lenbrand. What  does  he  want? 
Something  in  metal  product  manufac- 
turing in  an  industry  "characterized 
by  slow  and  evolutionary  develop- 
ment, not  subject  to  a  high  rate  of 
technological  change."  Hillenbrand's 
profits  in  the  first  half  were  up  only 
4%,  to  $15.2  million,  or  $1.52  a  share, 
on  a  matching  rise  in  sales  to  $207 
million.  Analysts  see  full-year  earn- 
ings of  $3.50  for  the  family-dominat- 
ed firm.  (Family  members  hold  63% 
of  the  shares,  and  Dan's  nephew  Gus, 
42,  is  president  and  heir  apparent.) 
Karp  expects  Amedco's  full-year  earn- 
ings to  be  about  $1.75  a  share. 

But  there  are  problems  in  Hillen- 
brand's hospital  bed  business,  which 
accounts  for  27%  of  its  total  volume. 
Two  children  died  after  becoming 
trapped  in  the  mechanical  underpin- 
nings. Although  the  bed  controls  have 
been  changed,  there  still  are  the  law- 
suits and  publicity. 

Meanwhile,  back  at  Amedco,  Hunt- 
er just  raised  $15  million  in  fresh  cash 
in  the  Eurodollar  market  with  long- 
term  convertible  bonds — pushing  the 
company's  long-term  debt  to  70%  of 
equity.  Another  stock  offering  is 
planned  for  early  next  year.  No  slow- 
moving  metal  product  acquisition  for 
Bud  Hunter.  He  plans  to  go  into  "life- 
care"  centers,  retirement  villages  that 
offer  skilled  nursing.  Amedco's  Medi- 
cal Facilities,  Inc.  has  built  about  a 
dozen  of  them  for  church  groups.  Now 
Hunter  intends  to  become  owner  and 
operator  of  a  bunch  of  his  own — de- 
spite the  bankruptcies  and  lawsuits  in 
some  such  projects  (see  story,  p.  58). 
"We're  on  the  leading  edge  of  a  boom 
with  these,"  he  says,  confidently  pre- 
dicting that  Amedco's  total  sales  will 
top  $500  million  by  1987. 

These  companies  have  a  bit  of  Ae- 
sop's tortoise  and  hare  about  them, 
and  right  now  Bud  Hunter's  hare  is 
leaping  forward.  But  every  tortoise 
has  his  day.  ■ 


Business  Credit 


An  affiliate  of 


ftS  BARCLAYS 
Bank 


Loan  applications  from 
real  estate  developers  get 
streamlined  service  at 
Barclays  American /Business 
Credit.  After  all,  your  loan 
officer  is  your  advocate  in 
the  credit  committee.  For 
competitive  business  financing 
from  a  different  perspective 
remember  our  name 


Call  our  Real  Estate  Activity  at 
1-800-243-LOAN. 


Life  on  the  dole:  A  humane  society  protects 
the  helpless  and,  alas,  creates  them,  too. 


Benign 
unemployment 


By  Rosemary  Brady 


Beer  flows  fast  and  cheap  inside 
the  Jubilee  workingmen's  club 
along  the  River  Tyne.  On  what 
is  supposed  to  be  a  quiet  Monday 
night  a  couple  hundred  men  and 
wives  and  girl  friends  crowd  into  the 
c  icert  room  to  hear  The  Midas 
Touch,  a  local  country-west- 
ern band.  In  the  bar,  nwybe  50 
drinkers  play  bingo.  Men  hang 
about  the  game  room,  spend- 
ing, laughing. 

Is  this  a  boom  town?  Far 
from  it.  It  is  northeast  En- 
gland, where  the  traditional 
coal  mining,  shipbuilding  and 
heavy  engineering  industries 
that  once  made  Britain 
wealthy  are  in  decline.  To 
spend  years  on  the  dole  is  com- 
mon here.  In  Newcastle  (pop. 
283,000),  the  region's  largest 
city,  unemployment  is  18%, 
compared  with  the  national 
rate  of  12.4%.  In  pockets 
around  the  yards  of  British 
Shipbuilders  or  the  factories  of 
Vickers  Defense  Systems, 
30%  to  70%  of  the  men  are 
jobless. 

The  dole  has  become  a  way 
of  life  here,  but  not  altogether 
an  uncomfortable  one.  "Just 
because  the  shipbuilding  in- 
dustry is  in  decline  doesn't  mean  the 
people  have  to  decline.  You  won't  find 
many  miserable  people  here,"  says 
one  Geordie,  as  Newcastle  natives  are 
called,  over  his  pint. 

Meet,  for  example,  Ian  Bell.  For  24 
years  Bell  traveled  across  town  to  his 
job  as  an  import-export  clerk  in  the 
big  Vickers  arms  factory.  A  year  ago 
Vickers  made  him  redundant,  the 
British  word  for  laid  off.  Is  he  de- 
pressed? Not  so  you  would  notice.  "I 


quite  like  the  time  off,"  he  says. 

A  single  man,  Bell,  40,  collects  £25 
a  week — about  $40 — from  the  govern- 
ment and  lives  with  his  mother,  who 
has  an  $80-a-week  pension,  in  a  $48-a- 
week  house  provided  by  the  local 
council.  Someday  he  will  look  for  a 
job,  but  not  yet.  "Today,  we  are  going 
to  the  dogs  [the  dog  races],"  he  says, 


union,"  Marshall  says. 

"I  know  some  that  got  redundancy 
payments  two  or  three  times,"  says 
Stan  Scott,  the  local  boilermakers 
union  representative.  "You  don't  get 
£2,000  in  the  pocket  by  going  to 
work."  Some,  he  says,  buy  cars  or  go 
abroad.  When  the  money  dwindles, 
they  return. 

In  Britain  the  state  pays  unem- 
ployed single  people  over  18  at  least 
$32  a  week.  Youngsters  just  out  of 
school  collect  $24.  The  state  gives 
unemployed  married  couples  $67  plus 
child  support.  People  can  stay  on  the 
dole  forever,  although  the  govern- 
ment trims  a  couple's  benefits  if  one 
partner  finds  a  job. 

Brian  Blackett,  51,  an  unemployed 
father  of  six  children,  says  his  wife 
puts  his  $20  dole  money  and  her  $60 
weekly  earnings  from  a  bar  job  into 
little  jars  in  the  kitchen:  one  for  rent, 
one  for  water  taxes,  one  for  the  phone 
and  the  car.  "We  live  right  on  the 
line,"  says  Blackett.  "If  we  want  to 
buy  clothes,  we  rob  Peter  to  pay  Paul, 
but  we  get  by." 

Yet  no  grass  grows  in  the  streets  of 
Newcastle.  While  unused  cranes  arch 


Nonworking  workers  of  Newcastle 
"There's  no  use  being  depressed. 


glancing  at  his  digital  watch.  "There's 
no  use  being  depressed." 

Mickey  Marshall,  59,  a  former  boil- 
ermaker  for  British  Shipbuilders,  vol- 
unteered for  redundancy  last  February 
after  31  years  of  work.  As  a  reward, 
British  shipbuilders  slipped  him  more 
than  $15,000.  This  is  not  exceptional. 
All  the  6,000  Newcastle  siiipbuilders 
laid  off  since  1979  left  on  a  similar 
basis.  "I  still  lead  a  full  life  working 
for  the  club  and  the  [Boilermakers] 


over  shipyards  on  the  east  side  and  an 
obsolete  Vickers  factory  dominates 
the  west,  the  city  center  is  a  regional 
focus  for  commerce  and  art.  A  new 
120-store  mall  generates  $400  million 
in  revenues  annually.  Theaters  and 
museums  attract  visitors.  "The  town 
is  vibrant  and  alive,"  says  Paul  Sellen, 
deputy  manager  of  the  local  Marks  &. 
Spencer.  And  so  is  his  store:  It  is  the 
chain's  most  profitable  outside  Lon- 
don. "I  don't  know  whether  it  is  the 
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black  market  or  people  spending  their 
dole  money,"  he  confesses. 

If  life  has  been  made  relatively  com- 
fortable for  Newcastle's  chronic  job- 
less, it  is  simply  society's  recognition 
that  most  of  them  are  victims  of  so- 
cial and  economic  change  over  which, 
as  individuals,  they  have  no  control. 
"The  problem,"  says  David  Raw, 
Newcastle  assistant  social  services  di- 
rector, "is  that  we  have  a  large  work 
force  geared  to  a  wartime  economy — 
shipbuilding  and  heavy  industry — in 
what  has  become  a  commercial  and 
market  town." 

Take  Brian  Blackett  and  his  son, 
Peter,  19.  Blackett  was  an  electrical 


engineer  for  C.E.  Parsons  Ltd.  until 
1970.  He  struggled  with  part-time 
jobs  through  the  1970s  and  hasn't 
worked  at  all  since  1979.  Peter,  a  chip 
off  the  old  block,  tried  to  find  an  ap- 
prenticeship in  electrical  engineering 
when  he  left  school  almost  four  years 
ago.  He  took  three  government  train- 
ing courses,  but  few  companies,  he 
says,  offer  apprenticeships  anymore. 
Both  father  and  son  are  on  the  dole. 

A  community  center  in  the  Black- 
etts'  neighborhood  has  started  work- 
shops on  anything  from  guitar  playing 
to  cooking  to  mechanics.  Bill  Mon- 
aghan,  who  runs  them,  says:  "We  are 
looking  at  this  realistically  and  saying 


there  are  no  jobs.  There  may  be  no 
more  jobs."  He  wants  the  unem- 
ployed to  mix  with  each  other  in  a 
community  setting  rather  than  sit 
isolated  in  their  homes.  "We  don't 
want  them  to  feel  second-class  citi- 
zens. We  want  people  to  share  their 
skills  in  a  social  setting,  just  as  they 
shared  their  skills  in  a  work  setting." 

Thus  does  Britain  make  chronic  un- 
employment relatively  comfortable 
and  humane.  But,  in  the  long  run,  that 
isn't  enough.  Breaking  the  habit  of  the 
dole  and  pushing  citizens  back  into 
productive  work  must  be  the  goal. 
And  for  all  the  industrial  countries, 
not  just  Britain.  ■ 


IU  International  has  bad  three  bosses  in 
recent  years,  and  each  has  reshaped  the 
company  in  his  own  image. 


The  chameleon 


By  James  Cook 

Conglomerates,  much  more 
than  most  corporations,  tend 
to  take  on  the  character  of  their 
chief  executives.  In  this  sense,  few 
conglomerates  have  a  character  of 
their  own.  Take  Philadelphia's  IU  In- 
ternational. In  the  Sixties,  its  two  pre- 
decessor companies  reflected  the  as- 
set-oriented attitudes  of  Philadelphia 
stockbroker  Howard  Butcher  III.  In 
the  Seventies,  it  took  on  the  more 
aggressive,  harum-scarum  flair  of  fro- 
zen foods  heir  John  M.  Seabrook. 
These  days  it's  the  creature  of  IU's 
rigidly  precise,  methodically  deter- 
mined chairman,  John  (Jack)  Gilray 
Christy,  51. 

Like  a  lot  of  conglomerators, 
Christy  is  an  ITT  alumnus  who  land- 
ed at  IU  in  1972  as  head  of  the  com- 
pany's basic  trucking  division  and 
took  over  as  chief  executive  when 
Seabrook  relinquished  the  post  three 
years  ago.  If  IU  often  seemed  little 
more  than  a  loose  collection  of  busi- 
nesses and  assets  under  Butcher  and 
Seabrook,  under  Christy  it  is  emerg- 


ing as  a  coherent  business  services 
company  with  three  major  lines  of 
business:  trucking,  distribution  and 
environmental  controls — each  inter- 
esting but  for  different  reasons.  Gone 
are  the  capital-intensive  utility,  ship- 
ping and  manufacturing  businesses 
that  once  made  IU  one  of  the  most 
conglomerate  of  all  conglomerates. 

IU  is  a  smaller  company  than  it 
was:  Last  year's  revenues  were  a  shade 
under  S2.1  billion,  vs.  more  than  $2.6 
billion  a  few  years  back.  But  it  has  a 
far  healthier  balance  sheet  and  a 
much  more  coherent  structure.  And 
its  stock  has  more  than  doubled  from 
the  depressed  levels  of  the  late  1970s. 

Trucking  now  accounts  for  half  of 
revenues  and  another  24%  comes 
from  its  paper  and  food  distribution 
subsidiaries,  Unijax  and  Biggcrs.  An- 
other 13%  comes  from  environmen- 
tal systems — International  Mill  Ser- 
vice, which  reclaims  scrap  for  the 
steel  industry  and  converts  slag  into 
building  materials;  and  Conversion 
Systems,  which  does  the  same  for 
electric  utility  waste. 

Outside  the  emerging  new  struc- 


ture are  two  other  major  holdings.  C. 
Brewer  &  Co.,  a  Hawaiian  sugar  pro- 
ducer, may  not  make  much  in  sugar 
but  is  cleaning  up  in  macadamia  nuts 
and  real  estate,  of  which  it  owns 
97,000  acres  in  the  islands,  an  acre  for 
every  220  shares  of  IU  stock.  Besides 
this,  there  is  IU's  86.6% -owned  Echo 
Bay  Mines,  a  new  and  highly  profit- 
able Canadian  gold  producer,  which 
Christy  decided  to  spin  off  early  this 
month — not  because  it  didn't  fit  IU's 
strategic  plan,  but  because  the  market 
will  value  it  more  highly  on  its  own. 

As  Jack  Christy  explains  it,  the 
company's  new  shape  was  the  result 
of  a  classic  planner's  portfolio  analy- 
sis. "We  wanted  to  concentrate  on  the 
businesses  that  we  thought  had  the 
highest  return  and  the  highest  growth 
potential,  and  it  turns  out  many  of  the 
businesses  meeting  these  goals  were 
similar  businesses,  compatible  ser- 
vice businesses." 

By  eliminating  capital-intensive 
businesses  like  shipping  and  utilities, 
IU  greatly  alleviated  one  of  the  prob- 
lems that  had  tarnished  its  image  on 
Wall  Street,  its  debt-heavy  balance 
sheet.  Most  of  that  debt  was  the  inevi- 
table burden  of  the  electric  utility  and 
shipping  businesses  IU  had  invested 
its  resources  in.  But  the  debt  was  sub- 
sidiary debt,  for  the  most  part,  and  so, 
when  IU  spun  off  its  Gotaas-Larsen 
shipping  subsidiary  in  1979,  it 
shucked  off  $410  million  in  long-term 
debt  in  the  process.  More  recently,  it 
sloughed  off  another  $286  million 
when  it  got  rid  of  its  58%  interest  in 
Canadian  Utilities.  The  latter  move 
also  reduced  IU's  outstanding  com- 
mon stock  since  it  involved  a  swap  of 
IU  shares  for  its  holdings  of  Canadian 
Utilities.  Last  year  it  shifted  another 
$100  million  off  the  balance  sheet  by 
selling  a  50%  interest  in  its  General 
Waterworks  subsidiary  to  a  French 
company.  When  he  was  finished, 
Christy  had  cut  IU's  overall  debt  from 
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Chessie  System  Railroads  and  Seaboard 
System  Railroad  are  units  ot  CSX  Corporation 


CSX  Corporation  is  the 
driving  force  in  intermoda 
traffic  in  this  country  thank 
to  its  new  marketing  concep 
and  service  innovations. 

The  CSX  railroads  have 
developed  express  corrido 
throughout  their  22-state 
territory  By  utilizing  Single- 
System  ServiceSM  over  these 
routes,  piggyback  trains 
move  between  the  nation': 
busiest  markets  with 
unprecedented  speeds. 


CSX  Railroads'  State-Of-The-Ait 
Mechanized  Intermodal  Terminals 
Speed  Shipments  To  Markets  Across 
The  Eastern  Half  Of  The  Country 


And  as  CSX  transforms  its 
ocal  ramps  to  mechanized 
;iub-center  terminals,  the 
efficiency  and  reliability  of 
is  intermodal  operations 
continue  to  show  extraor- 
ilinary  improvements. 

In  key  cities  along  its 
7,000-mile  freight  distribu- 
•  on  network,  CSX  is  adding 
>verhead  cranes  and  side- 
Naders,  expanding  yards, 
tnd  building  new  facilities. 
I  new  Chicago  terminal, 


for  example,  is  being  con- 
structed, complete  with 
computer-assisted  check-in. 

Get  to  know  us.  We 
manage  railroads,  natural 
resources,  aviation  services, 
land  development  and 
resort  properties. 

And  you'll  like  the  way  we 
do  business  at  CSX. 

Write  to:  Corporate 
Communications,  RO.  Box 
C-32222,  Department  B-4G, 
Richmond,  VA  23261. 
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Ill  Chairman  Jack  Christy 

The  debt's  down,  the  opportunity's  up. 


$1.2  billion  in  197?  to  under  $250 
million  this  year. 

Christy,  meanwhile,  was  rebuilding 
the  company,  centering  it  on  its  $1 
billion-a-year  trucking  operation — 
Ryder  Truck  Lines  and  Pacific  Inter- 
mountain  Express,  which  Christy 
merged  as  Ryder/P-I-E  Nationwide 
only  last  month.  IU  had  always  kept 
the  two  companies  separate  with  the 
idea  that  one  would  eventually  be- 
come the  Cadillac  of  the  business,  the 
other  the  Chevrolet,  but  deregulation 
and  the  worst  trucking  industry  price 
war  since  the  Thirties  ended  all  that. 

The  merger  will  create  the  second- 
or  third-largest  trucking  operation  in 
the  U.S  ,  but  what  really  matters, 
Christy  says,  is  that  it  will  create  a 
vastly  more  efficient  and  effective 


^  l 

one.  The  merger  affords  both  operat- 
ing economies  resulting  from  higher 
lane  density  and  consolidation  econo- 
mies— from  reducing  487  terminals  to 
300,  for  example.  As  a  result,  Christy 
expects  to  add  a  couple  of  points  to 
IU's  never  very  wide  trucking  mar- 
gins and  add  $2.5  million  a  month  to 
its  operating  profits. 

As  a  conglomerate,  IU  had  been  one 
of  the  most  successful  in  the  business. 
As  the  1982  Forbes  Report  on  Ameri- 
can Industry  makes  clear,  IU  has  aver- 
aged a  23.1%  return  on  equity  over 
the  past  five  years  and  posted  a  17.1% 
annual  average  increase  in  earnings 
per  share.  But  the  winning  streak  end- 
ed abruptly  last  year  with  a  49%  de- 
cline in  IU's  earnings. 

Does  this  mean  that  Christy's  re- 


structuring was  in  vain?  Not  at  all. 
Much  of  the  decline  stemmed  from 
the  chaos  in  trucking.  Christy  esti- 
mates 230  trucking  companies  have 
gone  out  of  business  since  the  indus- 
try was  deregulated  in  mid- 1980.  But 
IU  is  still  there,  and  when  the  shake- 
out  is  over  Christy  expects  IU  will 
emerge  as  one  of  the  four  or  five  na- 
tionwide carriers  remaining  in  busi- 
ness. Christy  concedes  it  may  be  1985 
before  the  industry  fully  recovers,  but 
he  thinks  the  recovery  will  be  dramat- 
ic. "We're  going  to  have  a  real  turn  in 
trucking,"  he  says.  "There's  no  doubt 
about  that."  For  a  start,  IU's  first-half 
trucking  operating  profits  swung  from 
last  year's  $900,000  loss  to  a  $16.5 
million  operating  profit,  and  that's  be- 
fore the  effects  of  the  Ryder/P-I-E 
merger  have  made  themselves  felt. 

And  so,  as  the  economy  pulls  out  of 
the  recession,  IU  seems  set  for  a  major 
turnaround  in  both  trucking  and  envi- 
ronmental systems.  Most  analysts  are 
predicting  IU  will  earn  something 
like  $2  a  share  this  year,  up  from 
$1.49  in  1982.  "This  year  we  will  earn 
15%  to  16%  on  our  equity,"  Christy 
says.  "As  a  corporation  wc  think 
we're  capable  of  earning  over  20%,  as 
we  did  in  1979,  1980  and  1981." 

The  intriguing  question  is  how 
Christy  plans  to  exploit  IU's  greatly 
improved  balance  sheet.  There's  no 
question  that  for  the  first  time  in 
years  IU  is  in  a  position  to  make  a 
major  acquisition.  Its  debt  has  been 
reduced  from  53%  to  30%  of  its  cap- 
italization, its  cash  reserves  now  run 
somewhere  in  excess  of  $150  million, 
its  common  stock  is  selling  at  13 
times  this  year's  probable  earnings. 
Then,  of  course,  there  is  Brewer,  the 
last  major  holding  that  doesn't  quite 
fit  into  the  new  IU.  And  that  could  be 
sold  in  the  future  for  lots  of  cash. 

There  have  been  rumors  that 
Christy  has  his  eye  on  Conrail,  the 
descendant  of  what  was  once  one  of 
IU's  most  ambitious  investments,  the 
Penn  Central  railroad.  Conrail  is  once 
again  making  money  and  looking  for  a 
private  sector  buyer.  Would  IU  con- 
sider such  a  move?  Christy  turns  coy. 
He  says-briskly:  "No  comment."  And 
when  you  broach  the  subject  again: 
"Don't  ask  me  about  that."  That 
probably  translates  as:  Why  wouldn't 
we  be  interested? 

There's  no  question  but  that  Con- 
rail accords  with  what  Christy  thinks 
of  as  IU's  management  strengths. 
With  Conrail  in  tow,  IU  would  be 
transformed  once  again.  And  if 
Christy  is  looking  for  a  high-risk  and 
exhilarating  opportunity  to  put  his 
mark  on  the  company,  Conrail  would 
seem  to  offer  that  in  abundance.  ■ 
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Taxing  Matters 


"Individuals  will  suddenly  get  a  notice 
from  the  IRS:  This  is  your  share  of  the 
increase.  Please  remit. 


Partnerships 
under  attack 


By  Janet  Bamford 


If  you  report  partnership  income 
on  your  tax  return,  watch  out.  IRS 
agents  have  a  new  weapon,  and 
they  would  be  happy  to  use  it. 

Partnerships,  of  course,  don't  have 
to  pay  taxes  themselves.  But  they  file 
returns  for  informational  purposes, 
and  each  partner  then  reports  his 
share  of  the  income.  Until  now,  if  the 
IRS  had  problems  with  a  partnership 
return,  it  had  to  deal  with  each 
partner  individually.  Even  if  the 
government  won  in  Tax  Court, 
the  ruling  couldn't  be  applied  to 
other  partners.  Result:  Partner- 
ship audits  were  time-consum- 
ing and  costly — something  that 
shielded  many  people  from  IRS 
scrutiny. 

But  a  little-noticed  provision 
of  last  year's  tax  reform  legisla- 
tion changes  all  this.  Effective 
last  September,  every  partner- 
ship of  more  than  ten  members 
is  required  to  designate  one  per- 
son as  the  "tax  matters  part- 
ner." The  IRS  deals  with  him, 
and  in  general  all  decisions  or 
settlements  are  binding  on  the 
group.  "This  is  a  way  of  getting 
issues  resolved  once  and  for 
all,"  says  an  IRS  spokesman. 

The  objective  is  to  crack  down  on 
abusive  tax  shelters,  which  can  have 
thousands  of  partners  scattered 
throughout  the  country.  "What  often 
happened  was  that  the  IRS  would  sin- 
gle out  the  guy  who  put  in  the  most 
money  and  had  the  most  to  lose," 
explains  Elizabeth  Rockwell  Brown,  a 
tax  attorney  with  Perkins,  Coie, 
Stone,  Olsen  &  Williams  in  Seattle. 
"If  the  IRS  won,  they'd  try  to  get  other 


partners  to  settle." 

Tax  shelter  syndicators,  however, 
are  ever  optimistic.  Many  profess  to 
like  the  new  rule.  They  say  it  will 
allow  them  to  fight  the  IRS  on  behalf 
of  their  investors,  something  that 
could  actually  help  sales. 

In  fact,  the  biggest  jolt  might  be  felt 
by  professional  people — accountants, 
doctors  and  lawyers,  who  typically 
work  in  partnerships.  "There  could  be 
lots  of  partnerships  that  don't  even 


notify  anybody  of  a  problem,"  says 
Brown.  "Individuals  will  suddenly  get 
a  notice  from  the  IRS  and  it'll  say,  'We 
just  audited  the  partnership  return, 
and  this  is  your  share  of  the  increase. 
Please  remit.'  " 

The  IRS  won't  begin  to  audit  re- 
turns under  the  new  rules  until  later 
this  year,  but  there's  tension  in  the 
air.  "We're  worried  about  it  as  far  as 
our  law  firm  goes,"  admits  Brown. 


"At  this  stage  all  we've  done  is  desig- 
nate a  tax  matters  partner.  Nobody 
knows  how  deadly  this  might  be." 

Biting  back 

Possibly  the  most  controversial  as- 
pect of  the  new  law  raising  some 
$30  billion  for  the  ailing  Social  Securi- 
ty system  is  a  tax  on  Social  Security 
benefits.  Beginning  next  year  taxpay- 
ers whose  incomes  exceed  $32,000  for 
a  joint  return  or  $25,000  for  an  indi- 
vidual must  pay  income  taxes  on  up 
to  half  the  Social  Security  benefits 
they  receive.  Smart  accountants, 
however,  already  are  scouting  for 
ways  to  lessen  the  burden. 

The  biggest  concern  for  people  try- 
ing to  avoid  the  tax  involves  munici- 
pal bonds.  Normally,  this  interest  is 
nontaxable.  But  if  you  get  Social  Secu- 
rity, tax-exempt  interest  is  used  in 
determining  when  you  are  subject  to 
the  new  law.  The  result:  Even  an  indi- 
vidual whose  sole  income  is  $25,000 
in  municipal  bond  interest  will  be 
taxed  on  his  Social  Security  receipts. 

Folks  who  think  putting  all  their 
money  into  municipal  bonds  makes 
them  invulnerable  to  taxes  could  be 
in  for  a  big  surprise.  The  calculations 
vary  from  case  to  case.  But  it  could 
turn  out  that  the  higher  interest 
rates  paid  on  taxable  invest- 
ments will  leave  more  money  in 
your  pocket  than  untaxed  mu- 
nicipal bonds. 

Unfortunately,  there  is  little 
Social  Security  recipients  can 
do  to  avoid  the  new  tax.  But 
there  are  timing  considerations 
to  keep  in  mind.  Here  are  a  few 
tips  from  Barry  Salzberg,  direc- 
tor of  personal  tax  services  at 
Deloitte  Haskins  &  Sells: 

•  Take  as  much  income  as 
possible  in  1983,  before  the  tax 
starts.  For  example,  pension 
plans  sometimes  allow  you  to 
take  a  lump  sum  or  install- 
ments. If  taking  the  payment  in 
installments  will  push  your  to- 
tal income  above  the  untaxed 
base,  you  may  prefer  to  take  the 
lump  sum  in  1983. 

•  The  flip  side,  of  course,  is  that  you 
should  try  to  defer  tax-deductible  ex- 
penses to  1984  in  order  to  lessen  tax- 
able income  that  year. 

•  Beware  of  Treasury  bills  or  CDs 
that  come  due  next  year.  If  you  are 
able  to  transfer  your  investment  to 
one  that  matures  this  year,  you  will 
be  better  off. — Walccia  Ron  rail 
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Unanticipated  bad  news  brings  down  a 
highflyer  fast.  But  shouldn't  Reeves  Com- 
munications have  anticipated  it? 


An  innocent 
abroad 


By  Subrata  N.  Cbakravarty 

F|  or  seven  years  Wall  Street 
cheered  while  Reeves  Commu- 
nications ran  up  one  of  the  most 
dazzling  growth  records  around 
(Forbes,  May  26,  1980).  Sales  grew 
nearly  a  hundredfold,  from  $2.6  mil- 
lion in  the  fiscal  year  ended  June  1976 
to  $231.1  million  in  the  year  ended 
June  1982.  Earnings  rose  from 
$194,000  to  $24.4  million  over  the 
same  period  and,  adjusted  for 
splits,  the  stock  ran  up  from  65 
cents  a  share  to  more  than  $28 
by  last  December. 

But  on  Dec.  13  Chairman 
Marvin  H.  Green  Jr.  disclosed 
that,  despite  the  optimism  of 
earlier  statements,  earnings 
would  be  flat  for  fiscal  1983.  If 
there's  one  thing  Wall  Street 
won't  tolerate,  it's  a  growth 
company  that  fails  to  grow.  In 
two  days  Reeves  lost  nearly 
one-third  its  market  value,  a 
sure  sign  that  investors  were 
surprised.  Green's  own  holdings 
shrank  by  $13.8  million. 

Worse  was  to  come.  In  late 
June,  only  a  week  before  the  end 
of  the  1983  fiscal  year,  Reeves 
announced  that  per-share  earnings 
would  fall  to  about  86  cents,  vs.  $2  for 
fiscal  1982,  and  that  Reeves  would 
run  at  a  loss  in  the  final  fiscal  quarter. 
The  stock  has  fallen  another  23%,  to 
around  $13  a  share,  knocking  an  addi- 
tional $7  million  off  the  value  of 
Green's  stock. 

For  a  market  that  has  remained  gen- 
erally kind  to  entertainers,  communi- 
cators and  publishers,  the  losses  are 
enormous.  So  what  went  wrong  at 
Reeves?  The  answer  lies  in  its  1981 
acquisition  of  $200  million  (sales) 
Musexport,  a  Switzerland-based  di- 
rect-mail marketer  of  books  and  other 


goods,  mainly  in  Europe  and  Japan. 
Until  then  Reeves  had  prospered 
through  domestic  acquisitions  in  tele- 
vision and  movie  production  and  con- 
sulting. Its  best-known  TV  programs 
are  That's  Incredible.'  and ,  Gimme  a 
Break!,  produced  by  its  Alan  Lands- 
burg  Productions  subsidiary,  which 
also  owns  interests  in  the  movies  Jaws 
3-D  and  Porky's  II:  The  Next  Day.  But 
Reeves'  rapid  growth  and  prosperity 
failed   to   satisfy   Green.  "Marvin 


Reeves  Chairman  Marvin  H.  Green  J r 
in  the  short  term,  clearly  a  disaster. 


wants  to  be  a  huge  industrialist,"  says 
a  former  Reeves  executive,  "and  he 
doesn't  care  what  industry  he's  in.  At 
one  time  he  even  talked  about  buying 
a  greeting  card  company." 

For  Musexport,  almost  five  times 
Reeves'  size  and  which  had  been  on 
the  block  for  at  least  three  years  with 
no  takers,  Reeves  says  it  paid  $72  mil- 
lion, a  figure  that  includes  the  present 
value  of  future  payments  as  well  as 
the  cash  and  stock  paid  on  closing  the 
deal.  The  cash  alone,  nearly  $45  mil- 
lion, exceeded  Reeves'  entire  fiscal 
1980  sales  of  $44.4  million. 

The  acquisition  thrust  Reeves  into 


publishing  and  marketing  in  strange 
lands  where  currencies  don't  always 
hold  their  value.  Green  thought  he 
had  it  all  figured  out,  though.  In  a  self- 
congratulatory  letter  to  shareholders 
in  the  1982  annual  report,  he  correctly 
observed  that  a  small  domestic  com- 
pany faces  "a  formidable  challenge" 
in  striking  out  abroad  on  so  large  a 
scale.  But,  he  said,  Reeves  had  met  the 
challenge,  and  he  said  so  even  as  the 
world  recession  deepened  and  the  dol- 
lar kept  climbing  in  value.  From  fiscal 

1981  to  1982  the  dollar  value  of  Mus- 
export's  sales  had  fallen  by  15%,  to 
$165  million.  For  fiscal  1983  there 
will  be  another  sharp  shrinkage  in 
dollar  value.  Says  Barry  Kaplan,  an 
analyst  at  A.G.  Becker  Paribas:  "In  the 
short  term,  the  Musexport  acquisi- 
tion has  clearly  been  a  disaster  for 
them." 

Green  says  that  in  1980  no  one 
could  have  foretold  the  depth  and 
length  of  the  recession  or  the  strength 
of  the  dollar.  Still,  as  late  as  October 
1982,  even  in  the  depth  of  the  reces- 
sion, Green  failed  to  anticipate  the 
damage  that  would  be  done  to  fiscal 
1983  sales  and  earnings.  Reeves'  fiscal 

1982  annual  report  went  to  press  in 
October.  The  report  did  observe  that 
dollar  revenues  fell  from  198 1  's  pro 

forma  sales  and  that  sales  in  lo- 
cal currencies  were  flat.  But  the 
nod  at  the  real  world  was  a 
slight  one.  Otherwise  Reeves' 
report  was  rosy.  In  November 
Green  spoke  to  the  New  York 
Society  of  Security  Analysts.  He 
boasted  that  Musexport  had 
achieved  higher  operating  earn- 
ings in  1982  despite  the  "gener- 
ally poor  economic  conditions 
that  have  prevailed  around  the 
world  and  .  .  .  the  increase  of  al- 
most 40%  in  the  value  of  the 
dollar  against  our  basket  of  cur- 
rencies." Moreover,  Green  said, 
the  September  quarter  "is  a 
weak  quarter  for  both  compa- 
nies, and  we  would  hope  for  bet- 

  ter  things  in  the  remainder  of 

the  year."  That  his  optimism  was 
mistaken  became  clear  in  Decem- 
ber— the  earliest  point,  says  Green, 
that  he  could  have  known  that  several 
of  Musexport's  sales  campaigns  had 
not  performed  as  projected. 

Two  shareholders  clearly  not  so 
sanguine  were  the  Josefowitz  brothers 
of  Switzerland,  Sam  and  David. 
Through  their  Musex  S.A.  holding 
company  the  brothers  owned 
1,224,000  unregistered  shares  of 
Reeves  stock  (adjusted  for  subsequent 
splits),  acquired  when  they  sold  Mus- 
export to  Reeves.  Later  they  sold 
750,000  of  their  shares.  Then,  last  No- 
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vember,  as  Reeves  stock  edged  toward 
its  record  high,  they  sold  off  450,000 
split-adjusted  shares,  all  but  wiping 
out  their  interest  in  Reeves. 

Although  few  other  shareholders 
were  prescient  enough  to  unload, 
Reeves  actually  benefited  from  the 
timing.  Reeves  had  guaranteed  the  Jo- 
sefowitzes  a  minimum  split-adjusted 
price  of  $17.75  a  share  when  they 
chose  to  sell  their  stock.  By  the  time 
the  Josefowitzes  asked  Reeves  to  reg- 
ister the  stock  on  Oct.  15,  so  it  could 
be  sold,  Reeves  stock  was  at  $17.67,  a 
tad  under  the  guarantee  price.  By  the 
time  the  SEC  approved  the  registra- 
tion on  Nov.  17,  the  stock  was  at 
$25.33,  not  far  from  its  eventual  peak 
of  $28  three  weeks  later.  Had  Reeves' 
bad  news  surfaced  in  mid-October 
and  had  the  decline  in  its  stock  price 
approximated  the  32%  decline  that 
followed  Green's  announcement  in 
mid-December,  Reeves  would  have 
been  on  the  hook  to  the  Josefowitz 
brothers  for  around  $2.5  million,  or  20 
cents  a  share — no  small  potatoes  to  a 
company  that  size  in  a  down  year. 

Where  Reeves  goes  from  here  is  un- 
clear. Becker's  Kaplan  thinks  Green 
should  dump  Reeves  International  (as 
Musexport  is  now  known)  by  spin- 
ning it  off.  "I  believe  they  are  consid- 
ering it,  and  I  really  wish  they 
would,"  he  says.  William  Wetzel, 
Reeves'  executive  vice  president  and 
chief  administrative  officer,  says  care- 
fully that  Reeves  has  no  present  plans 
to  do  so.  Others  think  Reeves  will 
recoup  with  another,  more  promising 
acquisition.  In  fact,  another  acquisi- 
tion is  precisely  what  Green  told  the 
security  analysts  he  is  looking  for. 
"What  they" — the  men  at  Reeves — 
"are  always  looking  for  is  the  next 
deal,"  says  one  observer  who  knows 
Reeves  well.  "It's  not  an  exciting 
company.  Its  upside  has  always  been 
that  'Marvin's  going  to  make  another 
buy.'  The  knowledgeable  are  betting 
on  Marvin,  not  on  the  company." 

That  may  be  why,  despite  Reeves' 
earnings  slump,  its  shares  still  fetch  a 
price  of  around  15  times  earnings. 

Green  sees  his  biggest  mistake  as 
acquiring  Musexport  even  though  he 
knew  its  principal  executive  would 
retire.  "I  will  never  do  it  again," 
Green  says.  It's  clear  also  that  Reeves' 
most  successful  operation,  Alan 
Landsburg  Productions,  has  succeed- 
ed because  Landsburg  and  ALP  Presi- 
dent Howard  Lipstone  have  been  left 
alone  to  run  it. 

One  other  thing  is  clear:  For  all 
Marvin  Green's  reputation  as  a  deal- 
maker,  he  has  still  to  show  that  he 
can  run  a  company.  Sooner  or  later  he 
must  do  so.  ■ 


The  seamless  connection: 
Bank  of  Tokyo 


Bank  of  Tokyo 
provides  the  seamless 
connection  between  your 
local  and  international  banking 
needs.  Bank  of  Tokyo  does  this 
with  superior  services  at  both  local 
and  worldwide  levels  with  a 
network  more  extensive  than  that 
of  any  other  Japanese  bank.  Over 
240  offices,  representative  offices  and 
subsidiaries  with  their  offices  and 
1,900  correspondent  banks  become 
powerful  assets  on  your  side  in  today's 
demanding  financial  environment. 

Compare  our  performance.  We 
believe  you  will  find  it  speedier, 
more  reliable  and  more  economical. 
From  organizing  worldwide  syndi- 
cated loans  to  rapid  foreign  remit- 
tances to  considerate  local  services, 
Bank  of  Tokyo  provides  the 
meticulous  concern  you  deserve. 

Leaders  in  international  banking  since  1880  


W  BANK  OF  TOKYO 


Your  legacy:  A  40-acre  ranch  and  a  way  of  life 


As  big  as  all  outdoors,  Forbes  Maga- 
zine is  now  offering  substantial  land 
for  skiers,  hunters,  naturalists  and 
lovers  of  America's  magnificent 
Old  West. 

For  the  pleasure  of  you  and  your 
family  today,  these  minimum  40- 
acre  ranch  estates,  adjacent  to  the 


Forbes  Trinchera  Ranch  in  southern 
Colorado,  will  be  an  important  leg- 
acy in  the  future  of  your  loved  ones. 

Prices  start  at  $25,000  with  down 
payment  as  low  as  1%  and  monthly 
payments  of  $250,  including  inter- 
est at  9%.  For  details  and  color 
brochure  write  or  phone: 


Mr.  Errol  Ryland,  Manager 

FORBES  WAGON  CREEK  RANCH 

Box  303  K  K.  Fort  Garland,  Colorado  81 133  •  (303)  379-3263 

This  is  not  an  offer  to  sell  in  states  where  not  registered 
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On  the  Docket 


Changes  in  the  long-standing  "employ - 
menf-at-will"  doctrine  may  frighten  some 
companies  into  making  big  mistakes. 


Dont  panic 


By  Richard  Greene 


Bosses  who  have  traditionally 
been  able  to  fire  any  employee 
at  any  time  have  been  shocked 
in  the  last  year  or  so  to  find  that  the 
law  has  turned  against  them.  Employ- 
ment-at-will,  the  long-standing  doc- 
trine that  a  worker  keeps  his  job  at  his 
employer's  pleasure,  is  being  eroded. 

A  number  of  court  decisions  now 
hold  that  when  an  employer  provides 
any  kind  of  guarantee  of  job  security, 
he  has  virtually  handed  over  a  signed 
contract.  Such  guarantees  can  range 
from  an  idle  comment  in  the  hiring 


ber-hungry  labor  unions. 

Naturally,  job  security  is  only  one 
issue  that  unions  can  use  to  organize  a 
company;  pay  levels  are  also  a  crucial 
bargaining  point.  But  at  a  time  when 
the  unemployment  rate  is  still  around 
10%,  any  talk  of  the  ability  to  dismiss 
employees  is  serious  business. 

"Unions  today  are  vigorously 
searching  for  opportunities  to  orga- 
nize because  of  their  dire  financial 
straits,"  says  Marvin  Goldstein,  a 
partner  with  Grotta,  Glassman  & 
Hoffman,  a  labor  law  firm.  "A  com- 
pany that  explicitly  seeks  to  protect 
itself  against  the  exceptions  to  the 


I 


process — "Nobody  gets  fired  around 
here  without  a  good  reason" — to  a 
line  in  the  employee  handbook  that 
says,  "You  will  not  be  fired  without 
just  cause." 

As  a  result,  many  companies,  par- 
ticularly small  and  middle-size  firms, 
are  altering  the  written  materials  they 
give  their  employees.  They  are  adding 
language  that  effectively  says,  "Look, 
dear  employee,  we  don't  intend  to 
treat  you  badly.  But  if  we  want  to  fire 
you,  we  can." 

This  may  seem  like  smart  preven- 
tive action,  but  it  isn't.  Employers 
who  panic  and  revise  employment 
manuals  in  a  way  that  appears  indif- 
ferent to  employee  needs  could  be 
sending  a  written  invitation  to  mem- 


employment-at-will  theory  will  not 
only  be  giving  unions  a  leg  up,  it  will 
also  be  doing  work  for  the  unions  that 
they  may  have  been  having  difficulty 
doing  for  themselves — convincing 
employees  that  they  do  not  have  job 
security." 

The  erosion  of  the  employment-at- 
will  doctrine  does  present  an  opportu- 
nity for  companies,  however.  Firms 
that  carefully  rework  employee  guide- 
lines may  even  be  able  to  use  these 
changes  to  their  benefit. 

Listen  to  Stephen  Cabot,  a  senior 
partner  at  Pechner^  Dorfman,  Wolffe, 
Rounick  &  Cabot,  which  generally 
represents  companies  that  want  to 
avoid  union  organization:  "We  were 
working  with  management  at  a  lamp 


manufacturing  business  in  the  North- 
east, and  the  union  said  to  the  em- 
ployees, 'You  need  us  to  protect  your 
jobs.'  We  said,  'There's  nothing  a 
union  can  give  to  you  that  we're  not 
providing.  And,  if  we  fail  to  give  you 
what  we're  promising,  the  law  now 
protects  you.'  The  employees  voted 
the  union  out." 

Who's  discriminating 
against  whom? 

f  an  employee  has  been  with  you 
for  more  than  20  years  and  is  at 
least  55  years  old,  there  are  only 
three  reasons  you  can  fire  him,"  says 
Kalvin  Grove,  a  partner  in  the  labor 
law  firm  of  Fox  &.  Grove.  "Stealing, 
coming  in  late  or  drunk,  or  raping  the 
boss'  wife." 

Grove  is  being  sarcastic,  of  course, 
but  his  point  is  clear.  The  pendulum 
has  swung  so  far  that  it  is  difficult  for 
large  companies  to  win  age  discrimina- 
tion cases.  Grove  thinks  he  knows 
why.  "It's  the  jury  system,"  he  claims. 

What?  That  greatest  of  rights,  the 
guarantee  of  a  fair  hearing  before  12  of 
one's  peers?  Yes,  says  Grove,  agitated- 
ly, leaning  forward  in  his  chair.  The 
problem,  he  says,  is  that  large,  face- 
less corporations  don't  really  have 
any  peers.  The  folks  who  are  sitting 
on  juries  don't  have  a  gray-haired, 
wizened  corporation  sitting  at  home. 
They  do,  however,  have  fathers, 
aunts,  friends  and  acquaintances  who 
are  fearful  of  losing  their  jobs  because 
they  are  getting  older. 

The  flood  of  these  cases  began 
about  four  years  ago,  when  the 
Supreme  Court  decided  that  age 
discrimination  claims  can,  at  the 
plaintiff's  discretion,  be  tried  in 
front  of  a  jury.  This  happens  fre- 
quently, since  plaintiffs  suspect 
that  judges  will  be  more  sympa- 
thetic to  a  company's  plight. 
One  result:  Age  cases  are  the 
fastest-growing  segment  of  discrimi- 
nation litigation — the  largest  category 
of  civil  litigation  now  heard  in  federal 
courts,  "furies  just  don't  believe  em- 
ployers," says  Grove.  "And  people  fre- 
quently take  out  all  their  frustrations 
on  their  own  employers  when  they're 
sitting  on  a  jury." 

Instances  of  people  having  been 
fired  by  companies  just  because  they 
were  easily  replaced  by  younger  em- 
ployees or  because  they  were  ap- 
proaching pension-collection  age  are 
scarcely  unknown.  For  such  people, 
access  to  a  jury  is  good  news.  But  for 
companies  unable  to  fire  longtime 
employees  for  cause  without  sever- 
ance, it's  a  question  of  who  is  really 
being  discriminated  against.  ■ 
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Meeting  those  needs  has  spawned  a 
boom  in  global  construction  that,  de- 
spite a  9%  drop  in  volume  last  year 
because  of  the  recession,  still  brought 
the  world's  contractors  $123.1  billion 
in  new  foreign  orders.  Surprisingly, 
U.S.  firms  still  are  prime  beneficia- 
ries, even  though  they  must  find  pri- 
vate financing  for  the  loan  guarantees 
Third  World  nations  often  require  for 
large  construction  projects.  American 
firms  are  the  top  4  of  5  and  the  top  10 
of  15  in  Engineering  News-Record 's  list 
of  the  top  250  international  contrac- 
tors, and  46  American  contractors 
managed  to  garner  36.5%  of  all  for- 
eign awards  last  year,  for  $44.9  billion 
worth  of  construction. 

Technology  suited  to  the  Third 
World  is  a  principal  competitive  ele- 
ment. Birdair  Structures,  a  division  of 
Chemical  Fabrics  Corp.  of  North  Ben- 


nington, Vt.,  for  example,  used  Tef- 
lon-coated Fiberglas  as  the  roofing 
material  for  Saudi  Arabia's  huge  Haj 
Terminal  at  the  new  King  Abdul  Aziz 
International  Airport  in  Jidda,  which 
is  designed  to  accommodate  the  mil- 
lions of  Muslims  making  the  pilgrim- 
age to  Mecca,  Islam's  holiest  city, 
each  year.  The  terminal  roof,  com- 
pleted in  1981,  spans  105  acres — 
about  80  football  fields — at  a  cost  of 
$180  million,  far  lower  than  the  cost 
of  a  conventional  reinforced  concrete 
structure.  In  addition,  the  tentlike 
fabric  roof  reflects  more  sunlight  (and 
is  thus  cooler)  and  is  easier  to  main- 
tain than  concrete. 

Architerra,  Inc.,  an  architectural  de- 
sign and  consulting  firm  in  Arlington, 
Va.,  has  applied  technology  to  a  cen- 
turies-old form  of  housing  to  come  up 
with  a  novel  solution  to  the  Third 


Architerra  hillside  construction 


A  practical  alternative  to  the  favela. 


World's  urban  housing  crisis.  The 
firm,  founded  by  French  architect  and 
engineer  Henri  Vidal,  uses  a  combina- 
tion of  compressed  earth  and  rein- 
forced steel  beams  to  create  vertically 
stacked  mountainside  housing  much 
like  the  favelas  that  now  surround  so 
many  Third  World  cities.  Architerra's 
houses  are  set  into  hillsides  and  cov- 
ered with  dirt  on  three  sides  and  on 
the  roof,  leaving  a  southern  exposure 
open  behind  a  vertical  glass  wall.  The 
result  is  an  almost  ideal  passive  solar- 
power-heated  structure.  Stacking  the 
units  vertically,  one  on  top  of  the  oth- 
er, simplifies  water  delivery  and  sani- 
tation. The  concept  has  already  been 
proved  in  the  construction  of  resort 
communities  in  France  and  Spain. 

Building  new  cities  would  be  a  use- 
less exercise  if  there  were  no  work  for 
those  who  lived  in  them.  But  here, 
too,  developing  nations  are  making 
progress.  Brazil  already  has  a  flourish- 
ing aircraft  industry,  which  exports 
medium-size  propeller-driven  planes 
to  U.S.  commuter  airlines.  Argentina 
has  developed  a  flourishing  arms  in- 
dustry. Singapore  has  steadily  up- 


The  Haj  Terminal  in  Jidda,  Saudi  Arabia  (photo)  Below,  a  computer  generated 
schematic  of  a  stadium  in  Riyadh.  Both  combine  advanced  Fiberglas/Teflon  material 
with  traditional  tent  design  to  solve  a  critical  construction  problem. 


The  IBM  Personal  Computer  XX 
More  power  to  the  person. 


Plenty  of  muscle.  That's  what  the 
IBM  Personal  Computer  XT  means  to 
a  person  with  heavyweight  data  to  manage. 
Because  one  of  the  XT's  many  strong  points 
is  a  10-million-character  fixed  disk  drive 
that  helps  give  you  the  power  to  pump 
more  productivity  into  your  business. 
What's  so  special  about  a  fixed  disk? 
Exactly  that.  It's  already  fixed  inside 

the  system,  with  the  capacity 
to  store  the  facts,  figures,  names  and 
numbers  you  need  to  work  with. 
(Rather  than  go  from  diskette  to  diskette, 

store  up  to  5 ,000  pages  of  text  or  up  to 
100,000  names  and  addresses  in  one  place.) 
"Vet  there's  more  built  into  the  XT  than 
its  fixed  disk.  Reliability  and  quality 
are  built  in  as  well.  Plus  more  than 
30  years  of  IBM  experience. 
An  exceptional  level  of  price/performance. 
And  a  remarkable  compatibility  of 
both  software  and  hardware  with  the 
original  IBM  Personal  Computer. 
With  the  IBM  Personal  Computer  XT  comes 
a  special  tool  designed  to  help  you  be  more 
productive  in  high-volume  applications. 


WHAT'S  THE  DIFFERENCE? 


Personal 
Computer 


Personal 

Computer 

XT 


BASE  SYSTEM*  BASE  SYSTEM* 

User  Memory  User  Memory 

64KB  (expandable  to  640KB)        128KB  (expandable  to  640KB ) 

Auxiliary  Memory  Auxiliary  Memory 

Up  to  two  5VV  160KB/180KB  or  One  10  megabyte  fixed  disk 
320KB/360KB  diskette  drives  drive  and  one  W  360KB 
optional  diskette  drive  standard 

*An  expansion  unit  tan  also  be  added  to  both  16-bit  (8088)  systems  for  6  more 
system  expansion  slots.  Added  to  the  IBM  Personal  Computer,  it  can  house 
two  10  megabyte  fixed  disk  drives.  Added  to  the  IBM  Personal  Computer  XT, 
it  can  house  one  additional  fixed  disk  drive  for  a  total  ol  20  megabytes. 


Another  tool  for  modern  times  to 

keep  you  going  strong. 
16  find  out  where  you  can  see  the 
IBM  Personal  Computers,  call  800-447-4700. 
In  Alaska  or  Hawaii,  800-447-0890.  f^lf' 


Technology 


graded  its  industrial  base,  so  that  it  is 
now  a  competitor  for  electronics 
firms  looking  not  only  for  low-cost 
labor  but  also  for  high-quality  scien- 
tific and  engineering  support. 

All  through  the  Third  World,  in 
fact,  manufacturing  has  grown  at  an 
impressive  pace.  Once  primarily  agri- 
cultural, many  Third  World  nations 
are  taking  on  the  look  of  developed 
economies  in  the  proportion  of  their 
gross  domestic  product  given  over  to 
industry  and  services.  The  39  nations 


. . .  and  needs  expand 


Economies  grow  . . . 


Despite  the  recession,  developing  nations  have  maintained  consistently 
higher  growth  and  investment  rates  than  the  industrialized  world, 
though  the  risks  are  higher,  the  payoffs  have  also  been  greater. 


Growth,  investment,  and  return  on  investment 
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Opportunity  is  predictable  in  the  Third  World.  Populations  are  steadily 
urbanizing,  so  that  investment  must  go  to  social  infrastructure.  Only 
advanced  technology  will  make  LDC  needs  affordable. 


Number  of  cities  with  populations  of  more  than  one  million 
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that  the  World  Bank  classifies  as 
"lower  middle  income" — among 
them  Kenya,  Senegal,  Bolivia,  Hondu- 
ras, Jordan  and  the  Dominican  Repub- 
lic— now  derive  an  average  of  35%  of 
their  GDP  from  industry  and  43% 
from  services,  while  agriculture's 
share  of  production  has  fallen  to  an 
average  22%.  Even  in  the  poorest 
economies,  the  shift  is  on:  In  nations 
such  as  Bangladesh,  Mozambique  and 
Sudan,  manufacturing  and  services 
account  for  55%  of  GDP,  while  agri- 
culture's share  has  fallen  from  48%  to 
35%  since  1960. 

A  shift  of  that  magnitude,  coupled 
with  a  large  and  rising  GDP,  spells 
opportunity  for  products  tailored  to 
the  needs  of  the  Third  World.  Compa- 
nies such  as  Bausch  &.  Lomb  and 
Quality  Measurement  Systems,  both 
of  Rochester,  N.Y.,  export  digital 
read-out  equipment  to  the  developing 
world,  where  it  is  installed  on  man- 
ually operated  machine  tools.  The  re- 
sult is  a  gain  in  productivity  that, 
while  not  as  high  as  that  of  total  com- 
puter automation,  is  still  substantial. 


More  important,  the  products  pro- 
duced by  DRE-coupled  machine  tools 
are  often  of  high  enough  quality  to 
compete  in  international  markets, 
bringing  in  the  hard  currency  desper- 
ately needed  to  pay  off  all  those  debts. 

Instrument  manufacturers  aren't 
the  only  ones  cashing  in  on  the  Third 
World's  needs.  Pharmaceutical  com- 
panies, such  as  Sterling  Drug  and 
Pfizer,  having  licked  most  of  the  ma- 


jor diseases  of  the  industrialized 
world,  are  tackling  illnesses  all  but 
unknown  in  the  West  with  "shelf- 
stable"  vaccines  that  can  be  shipped 
to  remote  locations  and  stored  with- 
out refrigeration.  Aircraft  manufac- 
turers long  supplied  Africa  and  Latin 
America  with  military  and  civilian 
aircraft  originally  conceived  for  the 
needs  of  the  industrialized  West.  Now 
they  are  working  on  planes  designed 
specifically  for  developing  nations. 

For  example,  Lockheed  Aircraft, 
whose  Hercules  turboprop  is  the  larg- 
est-selling aircraft  in  the  Third  World, 
has  developed  several  prototypes  for 
transport  planes  that  could  carry  bulk 
commodities  at  relatively  low  cost. 
That  could  have  implications  for  the 
developed  world  as  well.  Right  now, 
air  freight  is  really  practical  only  for 
high-value-added  goods  such  as  elec- 
tronic parts,  or  perishable  cargo  such 
as  table  flowers.  Design  a  plane  that 
can  carry  coffee  cheaply,  and  you 
change  the  economics  of  transport  as 
well  as  of  development. 

The  opportunities  are  there.  Now  if 
only  the  nations  could  develop  a 
sound  financial  system  that  would  get 
world  trade  growing  again. 


Life  begins  at  50 

In  information  processing,  the  sur- 
est indication  that  an  industry  is 
about  to  take  off  is  when  somebody 
puts  together  a  directory  of  users.  The 
latest  industry  to  be  anointed:  facsim- 
ile, a  technology  that  has  been  around 
for  over  50  years  and  that  was  nearly 
dead  in  the  water  only  two  or  three 


years  ago. 

Facsimile  machines  translate  a 
printed  page  or  graphics  into  electron- 
ic signals  to  be  transmitted  over  a 
telephone  line  (and,  more  recently, 
via  satellite)  and  reproduced  at  the 


receiving  end.  It  has  become  a  nice 
little  business,  almost  unnoticed, 
growing  more  rapidly  in  recent  years 
than,  for  example,  the  more  familiar 
telex.  Installed  fax  machines  in  the 
U.S.  jumped  to  350,000  units  in  1982, 
from  69,000  in  1975.  That  compares 
with  only  130,000  telexes  installed  to 
date.  For  the  future,  projections  are  for 
a  15%  to  20%  compound  annual  in- 
crease in  facsimile  installations  for 
the  next  decade,  to  1.4  million  units 
by  1992.  Dollar  value,  according  to 
Kenneth  G.  Bosomworth,  president  of 
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25%  of  all  the  oil  and  gas  the  world  uses  comes  through 
our  equipment. 


C-E  equipment  helps  find  it, 
drill  for  it,extract  it,  prepare  it 
for  the  pipeline,  process  it, 
move  it,  and  refine  it. 

All  over  the  world,  Combustion 
Engineering  and  its  companies 
are  helping  to  meet  the  continu- 
ing need  for  oil  and  gas. 

In  dozens  of  countries,  C-E 
Natco  equipment  helps  prepare 
oil  and  gas  for  the  pipeline.  C-E 
Crest  has  designed  systems  that 
produce  10  million  barrels  of  oil 
a  day.  Vetco  Offshore,  another 
C-E  company,  provides  systems 
that  are  found  in  every  offshore 
producing  area  of  the  world. 

For  the  Arabian  American 
Oil  Company  (ARAMCO),  C-E 
Lummus  engineered  and  pro- 
vided overall  project  manage- 
ment for  the  world's  largest 
modular  construction  project: 


over  30  giant  desalting  units 
spread  across  5,000  square 
miles  in  eastern  Saudi  Arabia, 
with  a  total  desalting  capacity  of 
over  six  million  barrels  per  day. 

C-E:  World  leader  in 
energy  technology. 

We're  helping  to  find  and  bring 
in  oil  and  gas.  Upgrading  and 
building  refineries  and  petro- 
chemical plants.  Developing 
cleaner,  more  efficient  ways 
electric  utilities  and  other  indus- 
tries can  use  coal.  Providing 
equipment  and  services  for  nu- 
clear power  generation.  Supply- 
ing a  wide  range  of  mineral-based 
products  to  paper,  steel  and  alum- 
inum producers.  And  leading 
the  way  in  the  development  of 
alternative  fuels. 

For  more  information  about 


our  diverse  lines  of  business, 
and  a  five-year  summary  of  our 
Financial  Highlights,  write  Com- 
bustion Engineering,  Inc. ,  Dept. 
7004-241,  900  Long  Ridge  Road, 
Stamford,  CT,  USA  06902. 


COMBUSTION 
ENGINEERING 


C 

Energy  Technology.  Worldwide 


Technology 


International  Resource  Development, 
will  be  up  nearly  threefold,  to  $837 
million,  by  1992,  from  last  year's  $290 
million  (see  chart). 

What  caused  the  renaissance  of  fax? 
"Everybody  thought  the  computer  in- 
dustry would  come  up  with  a  work 
station  that  combined  voice, 
text  and  image  processing," 
says  Stanley  R.  Greenfield, 
compiler  of  The  Facsimile  Direc- 
tory. "But  the  bandwidth  capac- 
ity required  for  transmission 
and  the  electronics  to  make  it 
all  work  properly  are  just  too 
expensive." 

At  the  same  time,  the  cost  of 
new,  semiconductor-technol- 
ogy-based facsimile  ma- 
chines was  dropping  dra- 
matically. For  example,  a 
comparable  3M  machine 
that  cost  $21,000  six 
years  ago  sells  for  $2,600 
today.  Most  machines 
are  now  manufactured  in  Japan,  even 
though  they  have  American  labels. 
This  has  turned  the  major  American 
fax  manufacturers  into  vendors  and 
prompted  them  to  emphasize  service 
and  reliability  more  than  when  they 
had  captive  markets.  Such  strategies 
helped  office  equipment  maker  Pit- 
ney-Bowes  Inc.  capture  6.4%  of  the 
1982  fax  market  with  a  product  line 
that  it  did  not  introduce  until  last 
September. 

The  Japanese  brought  in  an  elegant 
new  technology  called  Group  3,  for 
third  generation.  In  the  past,  says 
Dennis  Anderson,  national  sales 
manager  of  Panafax,  a  subsidiary  of 
Japan's  giant  Matsushita,  "the  ma- 
chines themselves  were  their  own 
worst  enemies."  They  took  six  min- 
utes to  transmit  a  single  page  and 
required  an  operator  to  dial  the  phone 
number  and  feed  each  page.  The  reso- 
lution was  poor  and  the  paper  quality 
was  worse.  Group  2  machines,  intro- 
duced in  1976,  cut  transmission  time 
in  half,  but  quality  was  still  poor. 
Group  3  machines,  by  contrast,  can 
transmit  a  page  in  about  20  seconds, 
and  telephone  bills  are  cut  propor- 
tionately: $4  per  page  for  an  old 
Group  1  machine,  vs.  less  than  $1  for 
Group  3. 

The  fax  companies  also  adopted  in- 
ternational standards  of  compatibil- 
ity. That  means  the  latest  Group  3 
equipment  can  communicate  not 
only  with  machines  of  its  own  genera- 


Fax  finally  catches  fire  . . . 


Driven  by  improved  Japanese  technology,  falling  price  tags,  and  universal 
compatibility,  the  fax  market  will  nearly  triple  in  value  in  the  next  ten 
years.  Most  new  equipment  will  be  of  the  Group  3  type  while  next 
generation  Group  4  units  will  not  be  much  of  a  factor  in  the  surge.  These 
five-second-per-page  machines  require  a  wider  bandwidth  than  phone 
lines,  the  current  avenue  of  transmission  for  most  traffic. 


Facsimile  equipment  sales  ($  millions) 


The  crowded  field  of  competitors 
and  commoditylike  pricing  make 
for  a  market  place  free-for-all. 

1982 

market  share 

Xerox 
3M 
Exxon 
Burroughs 
Panafax 

Nippon  Electric  Co. 
Teleautograph 
Pitney  Bowes 
Others 

Source:  Internationa]  Data  Corp.,  Framingham  Mass. 


Shipments 


Installed  base 


20.2% 


13.8% 


13.4% 


11.8% 


9.2% 


7.6% 


7.6% 


6.4% 


10.0% 


29.1% 


14.2% 


22.0% 


14.8%  2.9% 
1.6%  1.3% 


6.9% 


7.2% 


tion  but  with  most  of  Group  2  and 
even  Group  1,  which  still  make  up 
half  of  the  installed  base. 

All  this  has  made  the  fax  market  so 
attractive  that  competing  document 
delivery  services  are  getting  into  the 
business.  Next  year  Federal  Express 
Corp.  intends  to  operate  a  new  service 
that  will  use  Japanese-made  equip- 
ment to  send  facsimiles  of  documents 
across  the  country.  Pickups  and  deliv- 
eries will  be  the  same  as  far  as  the 
customer  is  concerned,  but  facsimile 
instead  of  airplanes  will  take  care  of 


the  transmission.  Federal  claims  the 
copies  will  be  of  such  high  quality 
that  it  would  be  a  misnomer  to  call 
them  faxes. 

The  facsimile  vendors  are  not  wor- 
ried. "It's  still  not  as  convenient  as 
having  a  machine  right  next  to  your 
desk,"  says  Doug  Brunson,  senior  vice 
president  of  marketing  for  Exxon's 
Office  Systems  Co.  However  the  bat- 
tle with  the  air  couriers  comes  out, 
it's  a  new  lease  on  life  for  a  middle- 
aged  technology. — Jon  Schriber 
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How  to  get  our 


OCR 

to  handle  wur  mail 

pdq; 

Make  sure  your  business  mail  meets  a  few  simple  standards  set  by  the  USPS.  By  doing 
so,  you'll  be  helping  us  fulfill  our  commitment  to  automation.  And  that  will  mean  not  only 
more  efficiency  for  us.  But  more  stable  postage  rates— more  accurate  sorting— and  more  con 
sistent  delivery— for  you.  Here's  all  we  ask. 

Make  sure  it  all  shows.  Our  Optical  Character 
Reader  (OCR)  can  process  your  mail  instantaneously 
—as  long  as  the  complete  address  is  visible.  If  you  use 
a  window  envelope,  leave  at  least  lk"  margin  under 
the  address  and  on  the  sides.  Avoid  any  printing  other 
than  the  address  on  or  below  the  delivery 
address  line  across  the  entire  face  of  the 


P.O.  BOX  5758 

H1W  YORK,  NY  10163 


Be  n  m  )  &sg=  0  20 

'  r  soons. 


MR.  FEED  BAXTER 

111  EAST  WACKER  DRIVE 

CHICAGO.  IL  60601 


envelope.  And  our  OCR  will  get  a  perfect  view. 

ke  sure  it's  all  clear.  The  OCR  needs  print  that  contrasts  well  with  the 
background.  As  well  as  characters  that  don't  touch.  Standard  size  print.  And 
the  city/state/ZIP  Code  line  of  the  address  no  farther  than  2lU  inches  from  the 
bottom  of  the  envelope.  Keep  these  simple  points  in  mind,  and  your  envelope  will 
be  letter-perfect. 

So  start  helping  your  Postal  Service  automate  today.  Just  make  sure  your  mail 
meets  our  standards.  And  we'll  automatically  meet  more  of  yours.  For  more 
information,  call  your  Postmaster  or  Customer  Service  Representative  —ASAP 


♦OPTICAL  CHARACTER  READER  **  PRETTY  DARN  QUICK 


>  USPS  1983 


The  improvement  is  automatic. 


Personal  Affairs 


Edited  by  William  G.  Flanagan 


Business  travelers  to  the  Orient  vised  to 
make  stays  in  Tokyo  brief,  for  good  reason. 
Tokyo  will  never  be  a  bargain,  but  nowa- 
days it  is  almost  reasonable.  And  trips  out- 
side the  city  can  be  delightful. 

In  the  land  of 
the  rising  sums 


high-rise  enclave  of  Shinjuku,  Hilton 
International  is  putting  up  a  900- 
room  structure.  A  Century  Hyatt 
right  across  the  street  is  almost  three 
years  old.  Not  far  away,  the  Shinjuku 
Washington  is  putting  up  a  1,500- 
room  colossus.  In  all,  by  the  end  of 
next  year  new  construction  will  have 
boosted  first-class  hotel  space  in  the 
city  by  40%. 

For  the  foreigner  the  choice  of  a 
hotel  in  Tokyo  can  be  critical.  Often 
too  tired  or  too  confused  to  seek  out 
local  watering  holes  or  dining  spots, 
the  American  businessman  takes 
more  meals  and  does  more  sipping  at 
his  Tokyo  hotel  than  he  would  in 
most  other  cities.  Indeed,  hotels  in 
Tokyo  draw  about  75%  of  their  gross 
from  the  sale  of  food  and  drink  and 
only  25%  from  room  revenues,  al- 
most the  opposite  of  hotels  in  the  U.S. 
(Of  course,  Japanese  businessmen, 


By  Richard  Phalon 


What's  this?  Tokyo  becoming 
reasonable?  Well,  it  will  nev- 
er be  a  place  wbere  the  ex- 
pense account  wizard  can  salt  away 
enough  to  make  a  boat  payment  or 
two.  But  Tokyo  is  no  longer  the 
shocker — $50  breakfasts,  with  see- 
through  coffee  and  all  that — it  has 
been  for  so  long  to  visiting  American 
and  European  businessmen. 

Credit  the  strong  dollar  (and  the 
shaky  yen)  for  more  digestible  prices. 
Competitive  pressures  are  at  work, 
too.  Take  hotels.  Tokyo  is  in  the 
middle  of  a  building  boom  that  not 
only  means  a  halt  in  whatever-the- 
traff ic-can-bear  rates  but  also  provides 
visitors  with  real  choices  for  a  change, 
instead  of  having  to  accept  a  room  at 
whatever  big-name  hotel  happens  to 
have  some  space  open. 

"With  all  these  new 
rooms  coming  on,  we  may 
be  in  for  a  difficult  year  or 
two,"  says  Ichiro  Inu- 
maru,  executive  vice 
president  of  the  Imperial 
Hotel.  The  Imperial  itself 
recently  opened  a  3 1  -story 
wing  that  boosted  capac- 
ity by  nearly  45%.  A  mile 
to  the  west,  the  Asia-size 
New  Otani  and  the  re- 
cently opened  Akasaka 
Prince  stare  daggers  at 
each  other  40  stories 
above  some  of  the  world's 
most  expensive  real  es- 
tate. Farther  west,  in  the 


Bullet  train  between  Tok\<o  and  Kyoto 


whose  expense  accounts  are  legend- 
ary, do  their  share  of  partying  at  West- 
ern-style hotels,  too,  which  adds  con- 
siderably to  the  nonroom  revenues.) 
Then  there  is  the  matter  of  the  ho- 
tel's location.  In  a  city 
where  many  streets  are 
unmarked  or  marked  only 
in  Japanese  characters, 
where  distances  are  con- 
siderable between  key  dis- 
tricts and  where  transpor- 
tation is  overtaxed,  stay- 
ing in  a  hotel  handy  to 
where  one's  business  is  to 
be  conducted  can  make  or 
break  a  trip.  If  you  plan  on 
being  in  and  out  of  the 
American  Embassy,  for 
instance,  the  Okura  is  the 
best  bet.  If  you'll  be  deal- 
ing with  legislators  or  the 
prime   minister's  office, 
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7??e  Shinjuku  area,  one  focus  of  Tokyo 's  Westernized  night  life 


the  Hilton  is  a  good  choice.  The  Impe- 
rial offers  easy  access  to  the  banks, 
insurance  companies  and  other  large 
corporations  marshaled  in  respectful 
attention  along  the  east  side  of  the 
Imperial  Palace  Gardens. 
Long  before  you  leave, 
then,  check  with  asso- 
ciates to  see  which  major 
hotels  are  handiest  to 
where  you  will  be  doing 
most  of  your  business. 

Room  prices  at  the  best 
hotels  tend  to  overlap  and 
are  roughly  akin  to  what 
you  would  pay  at  top  ho- 
tels in  New  York.*  Figure 
on  spending  from  $85  to 
$100  a  night  for  a  single  at 
one  of  the  better  hotels, 
$110  for  a  double,  $140  for 
a  suite.  But  it  can  pay  to 
shop  a  bit.  The  Okura,  for 


example,  often  ranked  as  one  of  the 
businessman's  favorites  anywhere, 
charges  less  than  the  very  elegant  Im- 
perial for  a  single  but  about  the  same 
for  its  doubles.  The  somewhat  more 


Stone  Buddha  at  Kamakura 


glitzy  Akasaka  Prince,  on  the  other 
hand,  charges  more  than  the  Imperial 
for  its  singles  and  its  doubles. 

With  2,000-plus  rooms,  the  New 
Otani  is  the  biggest  hotel  in  all  of 
Asia,  and  its  brassiness 
and  efficiency  make  it  a 
favorite  of  conventions 
and  groups.  But  the  Hilton 
is  where  you'll  find  the 
savvy  Asian  hands.  They 
also  like  the  Okura  and 
the  Imperial.  In  New  York 
terms,  it's  the  difference 


'Tired  of  having  Tokyo  h  anded  the 
world's  most  expensive  city  to  visit, 
the  Japanese  National  Tourist  Orga 
nization  has  cooked  up  its  own  te/  of 
the  16  costliest  business  meccas  and. 
you  guessed  it.  New  York  came  out 
on  top,  with  Tokyo  15th  Believe  that 
and  I  'll  sell  you  a  chunk  of  the  Impe- 
rial Palace 
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between  the  Plaza  or  the  St.  Regis 
and,  say,  the  Sheraton  Centre. 

The  dozen  or  so  topflight  hotels  are 
backed  by  a  second  tier  of  perhaps 
another  25  properties  that  are  clean, 
well  managed  and  centrally  situat- 
ed— the  Akasaka  Tokyu  or  the  Ta- 
kanawa,  for  example,  where  the  rates 
run  from  about  $45  up  for  a  single. 

If  you  insist  on  salvaging  a  boat 
payment,  there  are  also  "business  ho- 
tels" worth  considering.  Typical  is 
the  175-room  Asia  Center  of  Japan, 
located  in  the  middle-class  district  of 
Aoyama,  10  minutes  from  downtown 
by  subway.  The  rooms  are  a  study 
in  the  Japanese  art  of  miniatur- 
ization: roughly  9-by-12  feet, 
with  complete  Western  bath 
to  boot.  But  the  well-adjust 
ed  couple  sharing  such  a  J: 
room  pays  only  $35  a 
night,  a  bargain  by  New 
York  City  standards. 

Good  current  guides 
to  pick  up  are  Hotels  in 
japan  and  Reasonable  Ac- 
commodations  in  Japan. 
Both  are  published  by  the 
Japan  National  Tourist  Or- 
ganization, Rockefeller  Pla 
za,  630  Fifth  Avenue,  New 
York,  N.Y.  10111. 

Some  of  the  best  cuisine  in 
town  is  to  be  found  in  the  hotels, 
with  particularly  high  marks  for  the 
Okura  and  the  Hilton.  But  if  you  fan- 
cy Japanese  fare,  Tokyo  is  akin  to  Par- 
is. It  is  almost  impossible  to  get  a  bad 
meal,  from  the  neighborhood  No- 
miya,  where  upwardly  mobile  "sal- 
arymen"  do  their  afterhours  boozing, 
to  Edogin,  one  of  Tokyo's  best-known 
sushi  shops. 

Japanese  restaurants  tend  to  spe- 
cialize. If  it's  tempura  you  want,  try 
Tempura  Ten-Ichi.  The  main  restau- 
rant is  in  Ginza,  but  there  are 
branches  in  the  Imperial  and  the  Aka- 
saka Tokyu.  Portions  are  generous.  A 
shared  tempura  lunch,  filling  enough 
for  three,  with  beer,  goes  for  a  total  of 
around  $37.  If  it's  Kobe  beef  you're 
after  (yes,  you  can  cut  it  with  a  pair  of 
chopsticks),  try  Kisho.  For  drinks  and 
dinner,  figure  about  $30  a  head. 

Many  visitors  would  rather  leave 
the  fermented  bean  paste,  pickled 
plums,  chrysanthemum  leaves  and 
other  exotica  to  the  locals.  If  it's 


French  you  prefer,  the  Shido,  in  Aka- 
saka, and  Le  Poisson  Rouge,  in  Min- 
ami  Aoyama,  shouldn't  disappoint. 
For  Italian,  Antonio's,  in  Roppongi,  is 
justly  famous.  At  any  of  those  three 
dining  spots,  you  can  easily  get  out  for 
under  $30  per  person,  including  wine. 
(Imported  French  wines  are  very  pri- 
cey, of  course,  but  a  half  bottle  of  vin 
ordinaire  or  Italian  Chianti  will  go  for 
under  $10.)  Japan's  own  wines — red, 
white  and  rose — go  for  around  $5  a 
bottle  and  at  that  price  are  at  least 
drinkable. 

Getting  around  Tokyo  can  be  mad- 
dening. Taxis  are  plentiful  during 
non-rush  hours,  but  drivers  usually 
speak  little  or  no  English  and,  major 
landmarks  aside,  don't  always  know 
their  way  around  the  city  all  that 
well.  A  travel  aid:  J-Iave  your  hotel 


The  New  Otani  and  Akasaka  Prince 
First-class  hotel  space  is  increas- 
ing by  40%,  giving  more  choice. 

concierge  or  a  Japanese  business  asso- 
ciate write  down  the  name  and  ad- 
dress of  your  destination  so  you  can 
show  it  to  your  driver.  Take  some 
pain  out  of  the  return  trip  with  cards 
or  matchbooks  that  spell  out  the 
name  of  your  hotel  in  Japanese. 

Fast,  clean  and  cheap — again,  forget 
rush  hours — the  subway  can  be  a 
great  way  to  get  around  the  city.  But 
get  specific  instructions  before  you 
venture  underground. 

Your  surest  bet  is  to  rent  a  car  and 
driver,  a  common  practice  among  vis- 
iting businessmen  who  want  to  make 
the  most  of  their  time.  You  can  ar- 
range for  the  package  beforehand  or 
have  your  hotel  do  so.  Rates  run 


around  $200  a  day  and  up,  but  the  cost 
may  be  justified  by  the  effort  saved  in 
getting  around. 

Things  to  see  and  do 

Besides  such  predictable  standards 
as  tours  of  the  Imperial  Palace  Gar- 
dens and  the  Meiji  Shrine,  the  Japan 
Travel  Bureau  sponsors  bus  trips 
keyed  to  the  business  visitor.  Among 
them:  tours  of  the  Fujitsu  Computer 
Laboratory,  a  Canon  camera  plant  or 
the  Suntory  distillery.  (Don't  expect 
to  see  anything  worth  photographing 
or  cribbing.)  Cost  is  $32,  which  in- 
cludes lunch. 

Kabuki,  the  centuries-old  mix  of 
drama  and  opera  that  is  one  of  Japan's 
great  treasures,  is  surely  worth  at 
least  a  brief  look.  The  Kabuki  reperto- 
ry company  puts  on  both  morning 
(around  11)  and  afternoon  (about  4) 
shows.  Your  hotel  can  arrange  tickets. 

Also  worth  a  look  is  Ueno  Park  and 
\    the  cultural  complex  that  includes 
\  the  Tokyo  National  Museum. 
,  Like  the  Louvre,  the  British  Mu- 
^  seum  and  the  Metropolitan, 
its  20  exhibition  halls  are 
best  taken  in  small  bites. 
The  main  attraction  is  the 
painting  collection. 

Note:  Nightlife  in  To- 
kyo is  truly  symbolized 
by  all  that  neon  in  Gin- 
za— hot  reds,  blues  and 
yellows  splashing  over 
hundreds  of  bars,  strip 
joints  and  cabarets.  One  of 
the  latter,  the  Mikado,  sums 
up  the  touristy  quality  of  it  all. 
The  place  nightly  features  four 
bands,  a  dance  team  or  two,  and  is 
cavernous  enough  to  accommo- 
date 600  hostesses  and  1,300  custom- 
ers. For  counterpoint,  there  are  con- 
certs almost  every  night  by  one  of 
Tokyo's  six  symphony  orchestras, 
and  more  than  enough  top-rank  for- 
eign ensembles  and  ballet  companies 
on  tour  to  keep  everybody  happy. 

No  matter  what  your  business,  take 
some  time  to  cruise  Tokyo's  depart- 
ment stores.  Among  the  most  clever 
merchandisers  in  the  world,  the  Japa- 
nese show  great  style  in  getting  shop- 
pers to  part  with  their  yen.  At  the 
biggest  department  stores,  the  base- 
ment floors  are  jammed  with  food 
stalls  that  only  Harrods  in  London 
could  hope  to  equal  in  quantity  and 
quality.  To  entice  buyers  further, 
there  are  beer  gardens  on  the  roof  at 
Hankyu,  a  nine-hole  miniature  golf 
course  on  the  roof  of  the  Isetan  and  a 
tennis  court  atop  Matsuya.  The  vari- 
ety of  goods  at  these  and  other  stores, 
including  Takashimaya  and  Odayaka, 
is  legendary.  At  Mitsukoshi  you  can 
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Thunderbird. 
The  way  it  looks- 


improves  the  way  it  drives. 


Thunderbirds  design 
has  much  to  do  with  the 
way  it  holds  the  road. 
Thunderbirds  fluid  lines 
were  tested  over  500  hours 
in  a  wind  tunnel  to  make 
the  shape  of  the  car  con- 
tribute to  cornering  and 
handling  stability. 

The  design  of 
the  front. 

Underneath  the  inte- 
grated front  bumper  is  an 
air  dam.  It  works  with  the 
wind  to  keep  the  weight 
of  the  car  pressing  down 


on  the  front  tires.  And 
the  more  a  tire  presses  to 
the  road,  the  better  it  holds 
the  road. 

The  design  of 
the  doors. 

Thunderbirds  doors 
curve  into  the  roof.  This 
smooths  and  quiets  the 
airflow,  improving  aero- 
dynamic efficiency. 

The  design  of 
the  rear. 

The  trunk  lid  incorpo- 


rates another  aerodynamic 
shape  called  a  spoiler 
which  further  reduces  "lift" 
and  aerodynamic  drag.  (RS. 
Underneath  this  lid,  you'll 
find  a  trunk  larger  than 
you'd  ever  think  possible  in 
a  car  this  smooth. ) 

Best-built 
American  cars. 

When  we  say  "Quality 
is  Job  1,"  we  are  talking 
about  more  than  a  com- 
mitment. We  are  talking 
about  results.  An  indepen- 
dent survey  proves  Ford 


makes  the  best-built 
American  cars.  The  survey 
measured  owner-reported 
problems  during  the  first 
three  months  of  ownership 
of  1983  cars  designed  and 
built  in  the  U.S. 

Pure  Thunderbird. 

Thunderbird.  See  how  it 
moves.  Consider  the  shape. 
It  is  all  one.  And  it  is 
uniquely  Thunderbird. 

Have  you  driven  a  Ford . 
lately? 


Get  it  together — Buckle  up. 


Personal 
Affairs 

even  pick  out  a  gravestone,  the  last 
word  in  meeting  consumer  needs. 

Getting  out  of  town 

You  can  run  from  Tokyo,  but  you 
cannot  always  hide.  The  reasons  for 
running — too  much  noise,  too  much 
traffic,  too  many  people  jammed  into 
too  little  space — gets  to  everyone  at 
some  point.  And  so,  on  almost  any 
weekend  that  you  choose  to  get  out  of 
town — to  explore  the  shrines  and 
temples  of  Kyoto,  say — half  of  Tokyo 
will  be  right  behind,  or  in  front  of, 
you.  Go  anyway,  but  plan  ahead. 

Kyoto  is  a  must,  and  the  way  to  go 
is  by  Shinkansen,  the  superexpress 
train  that  covers  the  310-mile  journey 
in  just  two  hours  and  50  minutes. 
Reserve  a  space  early.  Reserve  a  hotel 
room  early,  too.  Kyoto  is  a  big  city 


If  you  are  moving  from  one  state  to 
another,  it  can  take  months  to 
straighten  out  the  paperwork  con- 
nected with  shifting  your  assets  from 
one  jurisdiction  to  another.  During 
those  months  you  could  be  running 
up  the  tax  meter  in  a  state  in  which 
you  no  longer  reside.  In  the  event  of  a 
death,  your  estate  could  even  wind  up 


(population,  1.4  million),  but  30  mil- 
lion people  visit  it  each  year.  Rather 
than  a  downtown,  Western-style  ho- 
tel, try  the  novelty  of  getting  a  half 
hour  or  so  out  into  the  country  for  a 
stay  in  a  traditional  Japanese  ryokan. 
There  are  ryokan  downtown,  but  the 
country  setting  can  be  very  appealing. 
The  Hiragiya,  the  Tawaraya  and  the 
Yachiyo  are  small  (20  rooms  or  so)  but 
extremely  comfortable.  Some  ryokan 
suites  come  with  a  full  bath,  so  you 
will  be  able  to  take  the  traditional 
Japanese  hot  soak  in  your  own  room 
on  your  own  schedule,  perhaps  fol- 
lowed by  a  massage. 

The  tatami  floors,  sliding  doors,  fu- 
ton mattresses  instead  of  beds,  and 
sparse  decor  invite  a  feeling  of  restful- 
ness — or  boredom,  depending  upon 
your  makeup.  But  it  is  worth  at  least 
one  night.  The  cost — including  break- 
fast and  dinner — ranges  from  about 
$105  to  $135  per  person  per  night. 

A  final  note:  Few  people  in  the 
world  are  as  hospitable  or  as  sensitive 
to  formalities  as  the  Japanese.  Toyo- 
tas and  Hondas  are  not  the  only  val- 
ues a  visitor  can  find  in  life  behind  the 
shoji  screen. 


Moving  your  assets 

being  heavily  taxed  by  the  state  in 
which  your  family  no  longer  resides. 
Here  are  some  things  to  bear  in  mind 
if  you  permanently  relocate  to  an- 
other state: 

Sign  and  record  an  affidavit  at  the 
county  courthouse  to  prove  that  you 
are  a  new  legal  resident  of  a  different 
state.  Send  a  copy  to  your  former  state 


Detail  of  Shinto  shrine  in  Hakodate 


as  evidence  you  no  longer  live  there. 

Immediately  find  a  good  lawyer.  If 
you  are  moving  to  a  community  prop- 
erty state  (Arizona,  California,  Idaho, 
Louisiana,  Nevada,  New  Mexico, 
Texas  or  Washington),  you  may  have 
to  redo  your  entire  estate  plan,  for 
example.  At  the  least,  regardless  of 
where  you  move,  you  should  revise 
your  will.  States  have  all  kinds  of 
quirky  differences  regarding  the  tax- 
ation, disposition  and  settling  of  es- 
tates. The  person  or  company  you  had 
named  as  executor  may  no  longer  be 
appropriate  or  even  legally  able  to 
handle  those  chores.  And,  of  course, 
it's  a  good  idea  to  get  new  witnesses 
who  won't  be  difficult  to  locate  when 
the  time  comes  to  probate  the  will. 

It  might  not  be  necessary  to  move 
your  securities  portfolio,  but  do 
switch  your  checking  and  savings  ac- 
count's, the  contents  of  your  safe  de- 
posit box  and  any  other  movable  prop- 
erty to  the  state  in  which  you  now 
reside. 

If  you  are  moving  to  Florida,  you 
can  smile  broadly.  As  John  Kuyken- 
dall,  executive  vice  president  of  Pal- 
metto Federal  Savings  &  Loan,  hap- 
pily points  out,  Florida  has  no  inheri- 
tance tax,  no  state  income  tax,  no  gift 
tax  and  only  a  small  estate  tax  that 
can  be  taken  as  a  credit  on  the  federal 
estate  tax  return. — W.G.F. 
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NOW'S 
THETDVEIO 
TURNOVER 
ANEW  LEAF 


Now  it's  easier,  more  convenient 
han  ever  to  buy  the  world's  purest 
>o\d  coin.  Because  now  the  Canadian 
vlaple  Leaf  gold  coin  is  available 
n  3  sizes.  One  ounce.  lA  ounce.  And 
/io  ounce.  All  struck  right  here  in 
^Jorth  America. 

Whichever  size  you  choose,  you'll 


be  choosing  the  purest  gold  coin  in  the 
world.  Other  coins  may  try  to  impress 
you  with  their  purity.  But  there's  only 
one  impression  that  counts.  The  9999 
that's  struck  on  every  Maple  Leaf. 

The  reason  more  and  more  inves- 
tors are  turning  over  a  new  leaf  is 
pure  and  simple. 


I  want  to  learn  more  about 
turning  over  d  new  leaf. 
Please  send  me  complete 
details  about  the  Maple 
Leaf  gold  coin. 

Name  

Address  

City  

Zip  Code  


The  Royai  Canadian  Mint 
PO.  Box  458 
Station  'A' 
Ottawa,  Ontario 
K1N8V5 


State  _ 


Home  Telephone  

Business  Telephone 


Canada's  Maple  Leaf 

THE  PUREST  GOLD  COIN  IN  THE  WORLD. 


Call  800-331-1750  for  the  Maple  Leaf  Dealer  nearest  you. 
In  Oklahoma  call  800-722-3600. 

|^  'inorlof       %A#  Royal  CanaOian  Monnaie  royale 
\^ftl  IdLld       #5%  Mini  canadienne 


Faces 

.  Behind  The  Figures 


Edited  by  John  R.  Dorfman 

Vicious  circle 

It's  bad  enough  that  the  company  gets 
hit  by  a  strike  in  the  worst  period  the 
copper  industry  has  had  in  30  years, 
says  George  Munroe,  chairman  of 
$958  million  (sales)  Phelps  Dodge. 
But  why  on  earth,  he  asks,  does  Wash- 
ington have  to  penalize  Phelps  Dodge 
further  by  financing  obviously  uneco- 
nomic foreign  mines  that  will  flood 


Phelps  Dodge  Chairman  George  Munroe 
Whose  side  is  Uncle  Sam  on? 


the  market  just  as  the  industry  is  be- 
ginning to  recover? 

"Take  the  state-owned  Cobriza 
mine  in  Peru,"  Munroe  says.  "It  was 
financed  with  $60  million  of  World 
Bank  money,  $55  million  of  Inter- 
American  Development  Bank  money, 
a  little  bit  from  Eximbank  and  $55 
million  from  Wells  Fargo.  When  the 
mine  opened  up  last  year  it  announced 
costs  of  $  1 .30  a  pound.  The  market  for 
copper  was  70  cents  a  pound.  They  lose 
60  cents  on  every  pound  they  pro- 
duce— and  that's  without  the  15  cents 
a  pound  environmental  costs  we  have 
to  pay — but  they'll  produce  because 
they  need  the  foreign  exchange. 

"And  they  know  they'll  be  subsi- 
dized," Munroe  goes  on,  "directly  or 
indirectly,  by  the  Peruvian  govern- 
ment. The  government  is  then  unable 
to  service  its  loans,  so  they  come  to 
the  IMF,  who  comes  in  with  close  to 


$1  billion  because  commodity  prices 
are  down.  Absent  that  safety  net,  I 
doubt  if  Wells  Fargo  would  have  come- 
in  with  their  loan. 

"Now  that's  counterproductive,  no 
matter  what  perspective  you  look  at  it 
from,"  Munroe  complains.  It  is  no 
small  irony  that,  unlike  competitors 
Anaconda  and  Kennecott,  Phelps 
Dodge  didn't  spend  its  money  on 
overseas  mines  that  later  got  expro- 
priated. So  it  didn't  cost  Washington 
heavily  in  compensating  insurance 
payments  through  the  Overseas  Pri- 
vate Investment  Corp.  Instead,  Phelps 
invested  in  the  U.S.,  becoming  the 
most  efficient  major  copper  producer 
in  the  country.  Some  thanks  the  com- 
pany is  getting. — Geoffrey  Smith 


Mr.  Diamond 

Bill  Goldberg  pauses  while  chatting 
with  a  visitor  to  look  at  a  6. 11 -carat 
diamond  fresh  off  the  wheel  of  one  of 
his  16  cutters.  He's  pleased.  The  stone 
will  go  to  a  Hong  Kong  buyer  for  per- 
haps $250,000. 

For  some  diamond  dealers,  this 
would  be  the  stone  of  a  lifetime.  Gold- 
berg, a  genial,  57-year-old  nonstop 
talker,  sees  its  like  several  times  a 
year.  A  specialist  in  large  diamonds, 
he  was  a  half-partner  in  the  Premier 
Rose,  a  striking  353-carat  rough  stone 
that,  in  a  daring  move,  was  sawed 
against  the  grain.  The  result:  a  137- 
carat  "D  flawless"  (plus  two  smaller 
stones)  that  Goldberg  sold  for  $9.2 
million  in  1978  to  a  Lebanese  buyer 
he  suspects  was  representing  King 
Khalid  of  Saudi  Arabia. 

Goldberg's  firm,  William  Goldberg 
Diamond  Corp.,  grosses  at  least  $40 
million  a  year.  That's  less  than  in  the 
overheated  days  of  1979-81  but  still 


enough  to  rank  it  among  the  largest  of 
the  family-owned  diamond  firms  that 
pack  Manhattan's  West  47th  Street. 
But  these  days  Goldberg  is  better 
known  as  the  third-term  president  of 
the  Diamond  Dealers  Club,  the  Big 
Board  of  diamond  trading. 

Unlike  the  New  York  Stock  Ex- 
change, the  club  occupies  ramshackle 
quarters  (it  hopes  for  new  ones  soon) 
and  keeps  no  record  of  transactions. 
Dealers,  many  of  them  orthodox  Jews 
with  yarmulkes  and  long,  black  jack- 
ets, inspect  one  another's  wares  at  the 
club  but  often  adjourn  to  nearby  of- 
fices to  consummate  deals  with  a 
handshake. 

The  club  has  some  2,200  members 
and  costs  about  $8,000  to  join.  In  addi- 
tion to  its  trading-floor  function,  the 
club  mediates  and  arbitrates  perhaps 
300  to  400  disputes  each  year  among 
dealers,  settling  them  fast  and  with- 
out litigation  costs.  Defy  a  club  rul- 
ing, or  take  a  contractual  case  to 
court,  and  you  can  be  barred  from 
trading  at  any  of  the  world's  19  dia- 
mond bourses. 

So  how's  business?  "Fickle,"  says 
Goldberg.  Demand  has  picked  up  for 
stones  of  2  carats  or  more,  but  he  finds 
it  hard  to  get  enough  rough  stones 
from  the  De  Beers  cartel  to  satisfy  it. 
Meanwhile,  prices,  which  plunged  in 
1982,  haven't  bounced  back  as  much 
as  Goldberg  expected.  Why  not?  "I 
don't  know,"  says  Goldberg.  "It's  an 
enigma." — J.R.D. 


Funny  business 

New  York's  $47  billion  (assets) 
Chemical  Bank,  which  is  trying  to 
draw  business  from  stockbrokers, 
thinks  it  got  a  leg  up  with  a  humorous 
television  commercial  that  aired  in 


Diamond  dealer  William  Goldberg 

Daring  to  cut  a  $9  million  stone  against  the  grain. 
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Chemical  Bank's  William  11.  Turner 

"We  don't  respond  to  that  kind  of  communication. 


May  and  June. 

The  30-second  commercial  began 
with  a  well-dressed  man  sipping  cock- 
tails while  a  voice-over  purred:  "This 
is  the  only  person  guaranteed  to  make 
money  in  the  stock  market,  your 
stockbroker."  Another  sequence 
showed  a  "broker"  riding  in  the  back 
of  a  limousine  while  a  nubile  blonde 
gave  him  a  manicure.  Voice-over: 
"Whether  you  win,  lose  or  draw,  he 
draws  handsome  commissions." 
Then  the  payoff:  "Well,  trade  your 
broker  for  Chemical  Bank's  discount 
brokerage.  We're  fast  and  accurate 
and  charge  up  to  75%  less." 

Few  in  the  securities  industry  were 
amused.  The  Securities  Industry  As- 
sociation protested  the  spot.  So  did 
Drexel  Burnham  Lambert  and  the 
American  Stock  Exchange,  among 
others.  Counters  William  H.  Turner, 
the  43-year-old  executive  vice  presi- 
dent who  was  in  charge  of  the  market- 
ing effort:  "Merrill  Lynch  didn't  com- 
plain. Anyway,  we  like  to  mix  humor 
with  a  message." 

The  bank  further  irritated  the  SIA 
when  it  didn't  respond  to  a  letter  of 
protest.  Turner  says  the  letter  ap- 
peared in  the  newspapers  a  week  be- 
fore it  reached  the  bank.  Anyway,  he 
adds:  "We  don't  respond  to  that  kind 
of  communication." 

In  1976  Chemical  was  the  first 
commercial  bank  to  offer  a  discount 
stock  brokerage  service,  but  it 
stopped  after  a  few  months.  It  jumped 
back  in  last  July  and  now  has  over 
10,000  customers  who  can  buy  such 
things  as  municipal  bonds  and  Trea- 
suries as  well  as  stock.  These  days, 
says  Turner,  bankers  must  think  like 
retailers:  "Like  supermarket  manag- 


ers, we  have  to  look  for  ways  to  get 
more  business  from  each  square  foot 
of  every  branch." — Ben  Weberman 

After  the  fall 

In  1982  George  Baker  was  running 
Continental  Illinois  Bank's  $30  bil- 
lion loan  portfolio  and  had  a  shot  at 
being  president  or  chairman  of  the 
bank  some  day.  That  summer  Penn 
Square  Bank  failed.  The  collapse  of 
the  Oklahoma  energy  lender  has  cost 
Continental  $264  million  in  loan 
losses  so  far,  and  it  also  cost  Baker, 
now  53,  his  job. 

After  spending  four  months  trying 
to  sort  out  the  Penn  Square  mess, 
Baker   was   forced    to   resign  his 


$450,000-a-year  post,  making  him  the 
highest-ranking  Continental  officer 
to  take  the  fall  for  the  debacle. 

Leaving  the  bank,  where  he  had 
spent  his  entire  31 -year  career,  and 
the  attendant  notoriety  took  their 
toll.  Baker  decided  to  get  away  with 
his  family  for  snorkeling  in  the  Cay- 
man Islands  and  skiing  in  Aspen.  He 
could  afford  the  break:  His  severance 
deal  assures  him  of  $22,708  a  month 
through  next  June.  "I  didn't  have  to 
worry,"  he  deadpans,  "about  keeping 
myself  in  whiskey  and  cigarettes." 

Now  Baker  is  back  at  work,  this 
time  in  investment  banking.  He's  a 
"special  limited  partner"  in  the  Chi- 
cago office  of  Bear,  Stearns  &.  Co.  He 
has  yet  to  arrange  his  first  big  merger 
or  acquisition.  "If  I  don't  complete  a 
deal  within  six  months,"  he  says,  "I'll 
know  I  should  be  doing  something 
else." 

Baker  doesn't  seem  bitter  but  flatly 
rejects  responsibility  for  Continen- 
tal's Penn  Square  losses.  When  Penn 
Square  failed,  Baker  had  4,670  people 
working  for  him.  No  manager,  he  now 
contends,  could  possibly  have  kept 
tabs  on  so  many. 

At  Bear,  Stearns  Baker  won't  have 
that  worry.  He  operates  largely  on  his 
own. — Christine  Donahue 

No  more  sleepless  nights 

Two  years  ago  most  of  Wall  Street 
would  not  have  risked  a  nickel  on 
Digital  Switch  Corp.'s  prospects. 
After  all,  the  company  had  no  proven 
product  and  had  yet  to  book  its  first 
dollar  in  sales.  But  Allen  &  Co.  Inc. 
privately  placed  $2.6  million  with  the 
problem-plagued,  Texas-based  maker 


George  Baker,  formerly  of  Continental  Illinois  Bank 

No  one,  he  says,  could  have  kept  tabs  on  so  many  people. 
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of  telephone  switching  systems. 

Digital's  backer  at  Allen  was 
Greek-born,  German-educated  Thalia 
Crooks,  now  38.  After  spending  60- 
hour  weeks  investigating  the  com- 
pany and  its  yet-to-be-manufactured 
product,  she  became  an  early  believer 
in  Digital's  management  team  and  its 
technology:  a  highly  innovative,  non- 
analog  switch.  After  that,  she  urged 
Allen's  partners  to  come  in.  (At  Allen, 
partners  are  required  not  only  to  put 
up  their  own  money  but,  in  some 
cases,  also  to  pay  their  own  secre- 
taries and  buy  their  own  furniture.) 

This  year  analysts  expect  Digital  to 
report  earnings  of  nearly  $25  million 
on  sales  of  $125  million.  The  stock 
price,  once  as  low  as  $2.25  a  share, 
reached  $144  before  a  3-for-l  stock 
split  in  May.  But  Crooks  still  recalls 
the  sleepless  nights  that  accompanied 
her  original  recommendation. 

Crooks  should  be  sleeping  all  right 
these  'days.  Now  a  Digital  Switch  di- 
rector, she  has  engineered  two  stock 
offerings  for  the  company.  The  deals 
have  taken  her  out  from  underneath 
the  shadow  of  her  brother-in-law, 
Richard  Crooks,  an  Allen  managing 
director.  She  had  met  and  married 
Richard's  brother  while  they  were 
graduate  students  in  Germany. 

After  Crooks'  husband  was  killed  in 


lhalia  Crooks  of  Allen  &  Co. 

Few  others  would  risk  a  nickel. 


an  auto  accident,  Richard  helped  her 
land  a  job  at  Allen.  "1  came  to  Wall 
Street  by  chance,"  she  says.  "But  I'll 
stay  forever.  There's  surprisingly  lit- 
tle discrimination  against  women 
who  are  good  at  their  work." 

Crooks  is  now  one  of  Allen's  com- 
munications and  technology  experts. 
Are  other  Digital  Switches  out  there? 
"I'm  sure  there  are,"  she  says,  smiling 
sweetly. "And  you  can  be  sure  I'm 
looking." — Thomas  O'Donnell 

Hear  this,  Judge  Greene 

Add  this  to  your  collection  of  small 
ironies  that  flow  from  big  changes. 
Rochester  Telephone  Corp.,  a  well- 
run  independent  serving  some 
325,000  customers  in  western  New 
York  State,  is  installing  Western  Elec- 
tric equipment  throughout  its  sys- 


vice  president  of  Rochester  Tele- 
phone and  the  man  behind  these 
moves,  explains:  "Over  the  years 
Rochester  Telephone  has  used  a  large 
number  of  suppliers — Stromberg- 
Carlson,  Northern  Telecom,  Nippon 
Electric.  But  back  in  the  1950s,  unlike 
most  independents,  we  were  allowed 
to  buy  Western  Electric  gear.  Our  ex- 
perience is  that  the  quality  and  price 
of  Western  Electric  equipment  is  un- 
beatable. Our  plan  is  to  convert  all  our 
local  switching  machines  to  Western 
Electric  No.  5  digital  switches." 

Meanwhile  Cline,  nicknamed 
Chuck  by  his  prep  school  baseball 
team  captain  in  honor  of  the  Philadel- 
phia Phillies'  great  Chuck  Klein,  has 
set  up  a  new  division  of  Rochester 
Telephone's  unregulated  Rotelcom 
subsidiary  to  sell  Western  Electric 
gear  to  other  independents.  "We  un- 


John  H.  Cline  of  Rochester  Telephone 
Guess  whose  equipment  he's  selling. 


tern.  Not  only  that;  Rochester  plans 
to  sell  such  equipment  to  other  inde- 
pendent telephone  companies  as  well. 

What  goes  on  here?  The  breakup  of 
AT&T  presided  over  by  U.S.  District 
Court  fudge  Harold  Greene  is,  among 
other  things,  supposed  to  break  West- 
ern Electric's  grip  on  the  market  and 
encourage  telephone  operating  com- 
panies to  buy  whatever  equipment 
they  want  from  whatever  suppliers 
they  like.  The  assumption  is  they 
want  to  be  set  free — good  news  for 
upstart  switch  companies  as  well  as 
old-timers  like  Northern  Telecom 
and  GTE,  but  bad  news  for  Western 
Electric,  which  will  see  its  market 
share  continue  to  dwindle.  How 
comes  it,  then,  that  an  independent  is 
turning  to  the  old  Ma  Bell  subsidiary? 

John  H.  (Chuck)  Cline,  executive 


derstand  independents'  needs,"  he 
says,  "and  have  the  expertise  to  plan 
systems.  Western  Electric  itself  has  to 
develop  that."  Rotelcom  has  installed 
its  first  switch  for  the  Princeton  [Ind.] 
Telephone  Co.  and  booked  orders  for 
five  more.  It  has  also  sold  a  system  to 
the  Ogden  Telephone  Co.  in  Spencer- 
port,  N.Y.  and  has  proposals  out  to 
nearly  a  dozen  other  outfits.  What 
do  you  think  about  that,  Judge 
Greene? — Jean  A.  Briggs 


Two  feet  on  the  ground 

Among  hot-stock-issue  investment 
bankers  outside  New  York,  Ham- 
brecht  &.  Quist  and  Alex.  Brown  & 
Sons  probably  rank  as  the  hares,  man- 
aging about  $3.5  billion  of  new  stock 
issues  in  the  past  year.  But  James 
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actual  size 


The  heart  of  a  giant. 


rhis  little  chip  is  a  big  reason  why  our  new  580 
"mainframe"  computer  gives  its  users  a  sizeable 
productivity  edge. 

It  also  illustrates  a  commitment  to  innovation  that 
s  boosted  your  productivity  even  if  you've  never  come 
ar  any  of  our  products. 

Its  design  is  unique,  and  uniquely  efficient.  Its  logic 
stem  is  exceptionally  fast,  its  "package"  exceptionally 
>ol.  And  an  exceptional  99%  of  the  "gates"  that  control 
e  data  flow  can  be  in  use  at  one  time. 

Each  of  these  is  a  technical  "first"  from  a  company 
at  regards  technical  leadership  as  essential  and 
monstrates  it  in  three  ways: 

We  invest  more  per  employee  in  R&D  than  any  of 
ir  competitors;  we  employ  original  thinkers;  and  we 
ve  them  the  freedom  to  think  originally. 

Result:  A  succession  of  state-of-the-art  computers 
at  have  improved  the  industry's  price:performance 
'0%  since  we  entered  it  eight  years  ago. 


So  everyone  who  uses  a  mainframe  now  gets  a  lot 
more  "bang  for  the  buck','  and  we're  proud  of  that. 

We're  also  proud  of  our  performance  over  our 
eight  years:  Sales  from  zero  to  $462  million;  capacity  up 
twenty-fold;  800+  installations  worldwide,  supported 
by  remote,  computer-to-computer  diagnostics,  another 
Amdahl  "first'.' 

And  we  expect  that  performance  to  continue  as 
long  as  we  offer  products  that  give  users  a  productivity 
edge,  "giants'.' 

For  details  about  our  current  giants  (mainframes, 
peripherals  and  data  communications  systems),  our  soft- 
ware/support/training programs  and  our  company, 
write  or  phone  for  a  data-rich,  plain  English  booklet, 
The  Amdahl  Phenomenon. 

Or  talk  to  your  DP  people. 
Amdahl  Corporation,  P.O.  Box  3470,  MS108,  Sunnyvale, 
CA  94086  (408)  746-8918. 


the  amdahl  phenomenon 


October,  1970,  a  company  was  formed  expressly  to  build  one  product:  A  main- 
me  computer  that  would  outperform  the  mainframe  that  owned  the  market 
that  time.  Today,  this  company  is  an  international  success  story,  a  phenomenon. 


Faces 

Behind  the  Figures 


Bradford  Jr.,  senior  partner  of  Nash- 
ville's J.C.  Bradford  &  Co.,  is  glad  to 
play  the  tortoise. 

Bradford  &  Co.  is  one  of  the  declin- 
ing number  of  major  regional  broker- 
age houses  that  are  still  independent. 
Bradford,  50,  swears  he's  not  at  all 
interested  in  selling  his  $100  million 
(revenues)  business  or  even  in  going 
public.  "There's  no  question  about  it, 
if  you're  going  to  do  a  deal  in  this 
business,  now's  the  time  to  do  it,"  he 
says,  feet  up  on  his  desk.  "But  we 
don't  need  the  money." 

Bradford  managed  only  about  $257 
million  of  new  stock  issues  in  the  past 
12  months.  But  it  also  did  $455  mil- 
lion in  bonds.  Throw  in  the  debt  is- 
sues, says  Securities  Data  Co.,  and 
Bradford  ranks  sixth  in  the  underwrit- 
ing-management  derby  among  non- 
New  York  investment  bankers. 

Insists  Bradford,  "There's  lots  more 
money  in  this  country  that  wants  to 
earn  interest  than  is  looking  for  cap- 
ital appreciation." 

It's  not  unusual  for  a  regional 
broker  to  sell  municipal  bonds.  Issu- 
ers, after  all,  often  have  a  built-in  lo- 
cal bias.  But  Bradford  has  also  tackled 
taxable  corporate  bonds.  "Those  large 
companies  with  the  best  credits  are 
used  to  doing  business  with  the  big 
boys  in  New  York,"  Bradford  says  in 


John  West,  president  of  Cadlinc  Inc. 

It's  awfully  soon  to  go  public — but  can  he  resist? 


his  slowest  country  drawl.  Staying  ac- 
tive in  the  bond  market  makes  Brad- 
ford &.  Sons  less  vulnerable  than  some 
of  its  competitors  to  the  risk  of  a 
collapse  in  the  currently  hot  new-is- 
sues market. — Geoffrey  Smith 

Under  pressure 

Mention  video  games,  and  John  West, 
president  of  "Elk  Grove  Village,  111. 's 
Cadlinc  Inc.,  fairly  bristles.  "It  just 
bugs  the  heck  out  of  me,"  he  says, 
"when  I  think  of  all  those  talented 
people  spending  their  time  on  games 
instead  of  the  problems  of  the  real 
world." 

Cadlinc  helps  bridge  that  gap.  It 


James  Bradford  Jr.  of J.C.  Bradford  &  Co. 
Sorry,  not  for  sale. 


makes  computerized  systems  and 
equipment  to  assure  that  CAD/CAM 
(computer-assisted  design  and  manu- 
facturing) and  CIM  (computer-inte- 
grated manufacturing)  will  yield  the 
productivity  gains  they're  supposed  to 
but  too  often  do  not.  West  would 
probably  not  say  that  Cadlinc  makes 
such  serious  tasks  more  like  video 
games;  but  it  does  make  them  less 
forbidding.  For  example,  with  Cadlinc 
equipment  a  draftsman  works  with 
familiar  symbols — points,  lines  and 
circles — using  a  screen  and  an  elec- 
tronic "mouse"  just  as  he  used  to  use 
a  drafting  table  and  T  square. 

Having  spent  a  decade  in  the  ma- 
chine tool  business  at  Numeridex 
Inc.,  West  started  Cadlinc  with  back- 
ing from  topflight  venture  capital  out- 
fits like  Kleiner  Perkins  Caufield  & 
Byers,  the  Hillman  Co.  and  Ham- 
brecht  &.  Quist.  Two  years  and  $9 
million  later,  Cadlinc  numbers 
among  its  customers  such  blue  chip 
companies  as  General  Motors,  Ford, 
John  Deere,  Cooper  Industries  and 
Rexnord,  and  it  has  just  finished  its 
first  month  in  the  black.  Sales  will 
run  about  $4  million  this  year,  West 
says,  and  reach  $16  million  in  1984. 

After  that?  Well,  prospects  are  so 
bright — and  the  new-issues  market 
has  been  so  hot — that  West  is  under 
considerable  pressure  to  take  the 
company  public.  He  worries  about 
Cadlinc's  losing  its  identity  and  abili- 
ty to  maneuver.  But  timing  some- 
times is  all.  "The  evaluations  being 
placed  on  companies  today  are  astro- 
nomical," West  says.  "With  that  kind 
of  war  chest,  you  can  accelerate  your 
growth  substantially." — James  Cook 
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With  an  American  Express  Card  Assured  Reservation" 

ONLY  NATIONAL 
GUARANTEES  YOUR 


CAR  WILL  DE  WAITING 


Now  when  you  rent  a  car 
from  National,  we'll  guaran- 
tee it  will  be  waiting  for  you 
—  even  if  you  arrive  up  to 
12  business  hours  late  (at 
participating  U.S.  and 
Caribbean  locations).  Kit's 
not  waiting,  we'll  provide 
free  ground  transportation 
to  your  initial  destination  up 
to  25  miles.  And,  within 
four  business  hours,  we'll 
provide  a  National  car  for 
your  use  free  for  the  dura- 
tion of  the  rental  or  reser- 
vation period,  whichever  is 
shorter,  up  to  a  maximum 
of  seven  free  days.  Specific 
cars  are  subject  to  availabil- 
ity. Car  must  be  returned 
to  renting  location. 

All  you  have  to  do  to  get 
this  guarantee  is  make  your 
reservations  by  phone  at 


least  24  hours  in 
advance,  request 
an  Assured  Reser- 
vation and  give  us 
your  American 
Express®  Card 
number.  You  can 
cancel  your  reser- 
vation up  to  two 
hours  before  your 
stated  arrival  time 
and  there  will  be  no 
charge  for  your  rental. 
After  that  time,  your  ac- 
count will  be  charged  $20  if 
you  cancel  or  don't  arrive 
within  the  12-hour  holding 
period.  Reservations  or 
cancellations  must  be  made 
by  calling  800-CAR-RENT.SM 

It's  a  feature  you  may 
never  use.  But  it's  sure  nice 
to  know  it's  available.  Be- 
cause if  you  miss  a  plane  or 


have  an  extra-long  meeting, 
your  car  will  still  be  ready 
and  waiting,  guaranteed 
by  National  Car  Rental 
when  you  use  the  American 
Express®  Card.  Don't  leave 
home  without  it® 
800  CAR  RENT  spells  out 
easy  reservations. 

National  gives  you  a 
simple  toll-free  number 
for  reservations  — 


800-CAR-RENT.  You 
can  call  any  time  of  day 
from  all  fifty  states.  In 
Canada  call  us  collect 
at  612-830-2345. 
24-hour  road  service. 
Here's  another  piece 
of  National  attention® 
Only  National  pro- 
tects you  round  the 
clock  with  Amoco 
Motor  Club  road  service, 
with  6, 500  service  facilities 
across  the  U.S.  ready  to 
help  you.  You'll  probably 
never  need  it,  but  it's  nice 
to  know  it's  there. 


FOR  RESERVATIONS  CALL 

800-CAR-RENT 

OR  YOUR  TRAVEL  CONSULTANT 


National  features  GM  cars  like 
the  Chevrolet  Chevette,  Cadillac 
Sedan  DeVille  and  Oldsmobile 
Cutlass  Ciera. 


You  deserve  National  attention. 


National  Car  Rental 


1983,  National  Car  Rental  System,  Inc.  In  Canada,  it's  Tilden.  In  Europe,  Africa  and  the  Middle  East,  it's  European 


The  most  familiar 
name  in"tombstones"is  making 
its  first  appearance. 


Merrill  Lynch  Capital  Markets 

Merrill  Lynch  White  Weld  Capital  Markets  Group  is  now 
Merrill  Lynch  Capital  Markets.    The  new  name  reflects  a  new 
approach  to  investment  banking,  designed  to  better  serve  the 
increasingly  complex,  increasingly  international  needs 
of  corporations,  institutions  and  government  entities. 
Our  globally  integrated  investment  banking  organization 
combines  leadership  in  a  wide  array  of  financing  and 
investing  specialties— and  an  exceptional  competence  in  each- 
with  a  firm-wide  coordination  of  effort  to  maximize  the 
benefit  of  all  these  services  to  our  clients. 


Corporate  Finance 
Private  and  Venture  Capital 
International  Finance  and  Investment 


State  and  Municipal  Finance 
Merchant  Banking 
Economic  and  Investment  Research 


Equity  and  Fixed  Income  Sales  and  Trailing 
Commodities  and  Futures  Asset  Management  Services 

Financial  Advisory  and  Evaluation  Services 


HOW  TO 


Merrill  Lynch 
Capital  Markets 


Merrill  Lynch 


The  Forbes/Wilshire  5000  Review 


1750— 


Market  Value  of  Wilshiie  5000: 
$1734.5  billion  as  of  8/5/83 


I50O- 


I  Wilshire  5000  equity  index! 
-  The  total  price  of  all  stocks  for- 
'.  which  daily  quotations  aie  . 


1250 


.  available,  weighted  by  market  value. 


1000 


750- 


■  Dow  Jones  industrial  average 
The  total  price  of  30  blue-chip  industrial 
'  stocks,  adjusted  to  reflect  splits. 
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1£  month  eloseop 


Wilshire  5000 
P/E:  14.0 


Y^^T^l,    Percent  change 


in  last  two  weeks 
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Happy  anniversary.  Roughly  12  months  after  one  of  the 
greatest  bull  markets  in  history  began,  the  long  awaited 
correction  finally  seems  to  be  upon  us.  Even  so,  there  is 
still  a  lot  to  be  thankful  for.  Over  the  last  year  the  Dow 
advanced  50.9%,  while  the  broadly  based  Wilshire  index 
gained  60.7%.  That's  $667  billion  in  market  capital. 

With  clear  signs  of  a  resurgence  in  interest  rates,  howev- 
er, plenty  of  Wall  Streeters  took  the  opportunity  to  con- 
vert their  long-term  paper  profits  into  real  cash.  Over  the 
last  two  weeks  the  Dow  fell  3.9%,  while  secondary  issues 
were  hit  even  harder.  The  NYSE  declined  4.2%,  Amex 
issues  lost  6.5%  and  NASDAQ  issues  dropped  6.4% .  Still, 


there  was  a  positive  side  to  all  this  turmoil:  In  two  weeks 
the  P/E  multiple  on  the  market  declined  from  14.7  to  14.0. 
Falling  stock  prices  were  met  by  some  improvement  in 
corporate  earnings. 

While  it  was  hard  to  find  an  area  of  the  market  that 
wasn't  hit  by  a  wave  of  selling,  speculative  issues  were 
generally  much  less  in  favor  than  their  more  conservative 
counterparts.  As  can  be  seen  in  the  yardstick  measures 
below,  high-volatility  shares  lost  7.6%  in  the  last  four 
weeks,  vs.  a  0.9%  drop  for  low-volatility  issues.  High- 
growth  issues  declined  5.9%,  while  low-growth  stocks 
suffered  only  a  0.4%  setback. 


Close-up  On  The  Equity  Markets 


Performance  of  six  leading  indexes 

Percent  change 

Wilshire 
5000 

Forbes 
500* 

Dow  Jones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

-3.9 

-3.5 

-2.0 

-3.4 

-5.8 

-6.1 

in  last  52  weeks 

60.7 

54.0 

50.9 

56.8 

88.9 

83.5 

Stock  performance  based  on  five  key  investor  yardsticks 

Percent  change 

Company  size 

Volatility2 

P/E  multiple 

Dividend  yield 

Growth  profile3 

Share  price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

-3.8 

-4.7 

-7.6 

-0.9 

-6.9 

-4.7 

-0.1 

-5.8 

-5.9 

-0.4 

-4.4 

-5.3 

in  last  52  weeks 

64.1 

1633 

157.6 

60.0 

115.0 

152.6 

55.2 

150.9 

176.7 

62.4 

77.4 

152.4 

'Based  on  sales. 

2A  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable, 
quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


Note:  All  data  for  periods  ending  8/5/83.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Vet  ion  Is 


Dropped  for  a  loss.  All  nine  Wilshire  sectors  lost  ground 
during  the  last  month.  Hardest  hit  were  the  technology 
issues,  which  declined  6.9%  over  the  last  two  weeks. 
However,  the  technology  group  still  shows  the  best  52- 
week  performance,  up  almost  94%.  Turbulence  in  this 
sector  was  inevitable. 
Transportation  stocks,  meanwhile,  fared  almost  as  bad- 


ly as  technology  issues  and  finished  the  two  weeks  with  a 
6.8%  loss.  Raw  materials  and  consumer  durables  also 
declined  6%  or  more.  Only  energy  and  utility  shares,  with 
a  1.6%  decline,  were  able  to  outperform  the  market.  When 
interest  rates  rise,  utilities  become  more  attractive.  Per- 
haps that  is  why  analysts  are  now  so  bullish  on  utilities 
despite  their  weak  showing  during  the  last  year. 


Percent  change  in  last  52  weeks 


Percent  change  in  last  two  weeks 


Capital  goods 
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+  50 


-4.8 
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Finance 

+  100 
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Consumer  nondurable^  and 

services 
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Raw  materials 
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Utilities 


+  100 


+  50 
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What  The  Analysts  Think 


A  sign  of  confidence.  While  the  averages  were  falling,     indicator  is  now  up  to  the  level  it  reached  in  mid-April. 

analysts  were  telling  clients  to  keep  buying.  Over  two  The  average  opinion  also  improved  for  eight  of  the  nine 
weeks  there  was  a  gain  in  the  experts'  consensus.  This    sectors.  Only  consumer  durables  failed  to  show  any  gain. 


The  experts'  consensus 


2.40 


2.48 


2.56 


2.64 


2.72 


2.80 


I  I 


J  1 — I  1  1  I    I  I 


ASOND)     FMAMJ  |A 


Current 

Rank 

Rank 

Rank 

Sector 

opinion 

2  weeks  ago 

4  weeks  ago 

1 

Utilities 

2.48 

1 

1 

2 

Transportation 

2.66 

2 

2 

3 

Raw  materials 

2.68 

3 

3 

4 

Energy 

2.74 

4 

4 

5 

Capital  goods 

2.78 

5 

5 

6 

Finance 

2.78 

6 

6 

7 

Technology 

2.88 

8 

8 

8 

Consumer  nondurables 

2.81 

7 

7 

9 

Consumer  durables 

2.97 

9 

9 

Opinion  ratings  are  ranked  on  a  scale  of  1  (strong  buy)  to  5  Istrong  sell)  Data  reflect  the  rating  of  1,200  stocks,  while  the  sector  breakdowns  correspond  to  industry  groups 
views  of  200  institutional  analysts.  The  consensus  of  opinion  graph  is  the  composite     graphed  above.  All  figures  are  weighted  for  market  capitalization. 


Note:  All  data  for  periods  ending  8/5/83.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif 
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Wxild  the  worlds 
best  airline 
have  the  second  best 
business  class? 


Hardly  As  a  matter  of  fact,  Air  New  Zealand 
has  the  best  business  class  in  the  world. 
Pacific  Class. 

But  don't  believe  us.  Take  a  look  at 
what  the  Travel  Holiday  Magazine 
Reader's  Poll  has  to  say  about 
Air  New  Zealand.  They  voted  us 
the  best  international  airline  for 
the  third  year  in  a  row.  Or  the 
business  class  survey  conducted 
by  the  English  magazine  Executive 
Travel.  They  gave  Air  New  Zealand  Pacific  Class 
their  maximum  rating. 

The  point  is,  no  matter  which  poll  you 

consult,  Air  New  Zealand  and 
Pacific  Class  keep  coming 
out  on  top. 

We're  flattered,  but  not 
surprised.  After  all,  we  fly  the 
world's  most  modern  fleet  of 
Rolls  Royce  Boeing  747s. 
And  our  Pacific  Class  is  in  a 
separate  section.  Where  you 
belong.  We  have  a  separate 
check- in.  Even  a  special 
lounge  for  after  check-in. 

Once  you're  on  board,  you'  11  relax  in  extra 
wide  seats  covered  in  lambswool  fleece.  We'll 
serve  you  complimentary  drinks  and  appe- 
tizers. A  «m^choice  of  entree  French  and  New 
Zealand  vintage  wines. 


Travel  Holiday  1983 
National  Travel  Poll 

Airlines— Foreign 
First  Place: 
Air  New  Zealand 

Runners  up:  (tied) 
Japan  Airlines 
Lufthansa  Airlines 
SAS  Scandinavian  Airlines 
Swissair 


You'll  watch  first  rate  films.  Enjoy  music 
through  padded  headsets.  Relax  in 
complimentary  slippers  and  sleeping 
masks. 

And  when  it  comes  to  baggage, 
our  preferential  handling  ensures 
your  checked  baggage  is  waiting  for 
you.  Not  vice  versa. 

What's  all  this  going  to  cost 
you?  Not  much  more  than  econ- 
omy fare.  And  if  you're  worried  about 
getting  a  seat,  don't.  We've  just  enlarged  our 
Pacific  Class  section.* 

And  now,  members  of  United  Airlines' 
Mileage-Plus  program  can  accrue  mileage  credits 
on  Air  New  Zealand.  •■ 

So  next  time 
you're  flying  the 
South  Pacific 
on  business,  fly 
Air  New  Zealand 
Pacific  Class.  We 
have  luxurious  747s 

leaving  Los  Angeles  every  day  for  Australia  and 
New  Zealand. 

Pacific  Class.  The  business  class  you'd 
expect  from  the  world's  best  airline. 


i=  air  new  zeaiano 


'Effective  September  1st  1983. 


Streetwalker 


A  neat  hedge 

There  are  two  well-defined  and  sharp- 
ly divergent  schools  of  thought  on  the 
steel  stocks.  One  says  they  arc  a  cheap 
way  to  bet  on  a  rip-roaring  economic 
recovery.  The  other  says  the  industry 
is  so  sick  that  nothing  can  save  it.  If 
you're  on  the  fence  between  the  two 
views,  here's  an  interesting  way  to 
play  your  own  lack  of  conviction:  Go 
long  U.S.  Steel  $2.25  convertible  pre- 
ferred; sell  a  January  call  option  at  30 
on  U.S.  Steel  common.  There  is  little 
risk  in  that  hedge.  The  preferred  sells 
at  a  9%  yield  vs.  4%  for  the  common, 
and  the  premium  over  conversion  is 
only  18%.  With  such  a  nice  yield,  the 
preferred  will  probably  hold  up  pretty 
well  even  in  a  bear  market.  The  cush- 
ion is  further  enhanced  by  the  $1  a 
share  you  would  pocket  if  the  call 
expires  unexercised.  But  supposing 
steel  boomed  and  the  common  stock 
went  up?  You  would  still  end  up  with 
a  nice  profit,  so  long  as  the  preferred 
maintains  its  modest  premium  over 
the  common.  Who  figured  out  this 
neat  deal:  lack  Levande  of  E.F.  Hut- 
ton,  a  specialist  in  convertibles.  He 
sees  it  as  a  way  to  earn  25%  or  so  on 
your  money  in  six  months — that's 
50%  annualized. — Thomas  Jaffe 


Stuffed  duck 

Hungarian-bom  Imre  DeVegh  was  a 
legend  on  Wall  Street — as  much  for 
his  colorful  metaphors  as  for  his  mar- 
ket coups.  He  made  a  killing  on  insur- 
ance stocks  in  the  Fifties  and  early 
Sixties,  likening  them  to  ducks  that 
stuff  themselves  and  grow  fat  rather 
than  dissipating  the  calories  in  run- 
ning about.  Put  more  elegantly,  he 
was  saying  that  insurance  is  a  capital- 
creating  rather  than  a  capital-con- 
suming business.  Were  DeVegh  alive 
today  he  might  be  taking  a  look  at 
The  Travelers  Corp.,  whose  reported 
profits  have  been  declining  steadily 
since  1979.  But  all  the  while  Travelers 
has  been  getting  fatter.  Unlike  its  ri- 
vals CIGNA  and  Aetna,  Travelers  has 
stayed  close  to  home  and  away  from 
trouble,  neither  diversifying  nor  mak- 
ing major  mergers.  Unlike  them, 
Travelers  will  report  higher  earnings 
this  year — and,  remember,  its  ac- 
counting is  highly  conservative. 
That's  why  James  Stradtner  of  Balti- 
more's Alex.  Brown  &  Sons  likes  the 
stock.  He's  looking  for  as  much  as 
$4.50  a  share  this  year  and  $5.25  or 
better  next  year.  These  will  be  real 
gains,     not     bookkeeping  gains. 


Stradtner  is  particularly  impressed  by 
Travelers'  turnaround  in  personal 
property  and  casualty  lines.  The  Trav- 
elers, at  27%,  sells  at  a  bclow-markct 
multiple  of  6,  and  the  multiple's  only 
5  on  the  estimate  of  1984  earnings. 
Now  that's  what  Imre  DeVegh  would 
call  a  stuffed  duck.— T.J. 


Rolling  with  Kirk 

Las  Vegas  entrepreneur  Kirk  Kerkor- 
lan  (MGM/UA  Entertainment  and 
MGM  Grand  Hotels)  usually  keeps 
his  cards  well  hidden,  but  in  one  nim- 
ble maneuver  Kerkorian  has  given  or- 
dinary folks  a  peek  at  his  hand  and  a 
chance  to  play  along  with  him.  Last 
year,  with  the  price  of  MGM  Grand 
common  depressed  at  8  and  the  com- 
pany still  reeling  from  a  disastrous 


The  MGM  Grand  lion 


Kerkorian  is  the  shooter. 


1980  hotel  fire,  the  board  got  stock- 
holders to  approve  a  deal  under  which 
the  company  would  exchange  one 
share  of  new,  nonvoting  preferred 
stock  for  each  share  of  common 
turned  in.  The  dividend  would  be  44 
cents  a  share,  the  same  as  the  com- 
mon was  then  paying. 

Kerkorian  himself  swapped  5  mil- 
lion of  his  common  shares  for  pre- 
ferred, and  other  stockholders  com- 
bined took  4.3  million.  So  Kerkorian 
maintained  his  roughly  50%  control 
of  the  company.  What's  interesting  is 
that  Kerkorian  took  so  much  pre- 
ferred. Interesting  but  not  surprising. 
Under  the  terms  of  the  exchange,  the 
new  preferred  is  callable  at  $20  a 
share.  Each  year  the  company  must 
buy  in  a  minimum  number  of  shares. 
To  find  out  how  many,  take  75%  of 
the  previous  year's  net  income  after 
payment  of  all  dividends  and  divide 
that  by  the  $20  call  price.  But  MGM  is 


already  ahead  of  schedule.  With  the 
preferred  at  $8.50,  against  a  call  price 
of  $20,  why  shouldn't  it  be?  As  the 
number  of  preferred  shares  outstand- 
ing dwindles,  and  as  MGM  Grand's 
earnings  prospects  improve,  the  pre- 
ferred's  price  should  move  closer  to 
$20.  Kerkorian,  not  surprisingly, 
hasn't  sold  any  so  far. 

Looking  over  Kerkorian's  shoulder 
is  as  simple  as  following  SEC  reports 
of  insider  trading.  That  being  the  case, 
Daniel  Lee  of  Drexel  Burnham  Lam- 
bert thinks  it  makes  sense  to  buy  the 
preferred,  collect  the  dividend  pa- 
tiently and  not  make  a  move  until 
Kerkorian  does.  If  you  bought  1,000 
preferred  at  the  current  price  of  8V2 
and  it  doubled  by,  say,  1988,  you 
would  have  an  $8,500  gain,  plus  near- 
ly $2,000  more  in  dividends.  That 
would  give  a  compound  annual  return 
of  16.7%  before  taxes.  "The  way  I 
look  at  it,"  says  Lee,  "if  it  gets  down 
to  the  final  preferred  shares,  there'll 
be  at  least  two  players  I  know  of — 
Kerkorian  and  me.  Since  we're  talking 
about  Las  Vegas  here,  you  might  say 
he's  the  shooter  and  I'm  betting  on 
the  pass  line." — T.J. 


Eyesore 

Miller-Wohl  Co.  is  a  $222  million 
(sales)  operator  of  popular-priced 
women's  specialty  stores.  Quite  a 
company,  it  seems:  Since  1975  it  has 
more  than  doubled  in  size  without 
taking  on  any  long-term  debt.  Busi- 
ness hasn't  been  too  good  lately, 
though,  largely  because  the  collapse 
of  the  Mexican  peso  virtually  shut- 
tered the  company's  stores  on  the 
Texas  border.  Then,  in  April,  Miller- 
Wohl  announced  an  agreement  in 
principle  to  acquire  Eyelabs,  a  small, 
four-store  eyewear  chain.  Wall  Street 
analysts  hopped  in  their  cars,  drove 
out  to  Eyelabs'  suburban  New  Jersey 
and  Long  Island  stores  and  came  away 
in  rapture.  The  retail  wave  of  the  fu- 
ture! Just  the  thing  to  use  M-W's  $50 
million  cash  hoard.  From  the  mid-30s, 
M-W  snapped  up  to  55,  or  a  P/E 
of  23.  Alas,  the  deal  fell  through 
and  in  one  week  M-W  lost  some  30% 
of  its  market  value,  over  $  1 00  million. 
Too  bad,  but  Bruce  Missett  of  Oppen- 
heimer  &  Co.  has  consolation  for  the 
unhappy  shareholders.  After  M-W's 
fall,  Missett  thinks  that  1983  earnings 
will  come  in  slightly  above  $3  a  share, 
up  20% .  Missett  sees  M-W  as  a  growth 
stock  that  is  cheap  because  of  a  couple 
of  probably  nonrecurring  situations. 
Meanwhile,  it's  about  to  buy  a  bunch 
of  women's  wear  stores  in  nine  west- 
ern states. — T.J. 
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The  last  thing  you  need 
during  a  merger  or  tender  offer 
is  to  get  tangled  up  in  your  depositary. 


The  key  decisions  have 
been  made.  The  exciting  part 
is  over.  Now  somebody  has  to 
handle  the  important  part: 
making  it  all  work. 

Usually,  awarding  a  bank 
the  depositary  function  —  the 
administration  and  handling 
of  the  physical  exchange  of 
stock  —  turns  out  to  be  an  after- 
thought. 

And  done  with  little 
thought,  it  can  cause  a  dispro- 
portionate amount  of  grief. 
Liability.  And  irate  stock- 
holders. 

All  it  takes  is  a  small 
clericafVslip-up  with  a  small 
stockholder. 

A  costly  delay  occurs.  You" 
spend  precious  time  preparing 
lengthy  explanations  for  the 
press.  Answering  to  your  board 
of  directors.  And  fielding  ques- 
tions from  regulatory  bodies. 

The  risk  is  that  the  entire 
deal  will  be  jeopardized. 

To  avoid  all  that,  we've 
developed  80  well  thought-out 
questions  that  we  ask  you  on 
the  front  end. 

Questions  you  probably 
haven't  even  considered.  But 
they  cover  the  potential  hic- 
cups, snags  and  fuzzy  areas 
that  can  turn  a  brilliant  acquisi- 
tion into  a  dismal  administra- 
tive mess. 

The  truth  is,  most  people 
in  your  organization  don't  even 
know  what  a  depositary  does. 

And  if  it's  done  well,  they 
still  won't. 


CONTINENTAL  BANK 

Continental  Illinois  National  Bank  and  Trust  Company  of 
Chicago.  231  South  LaSalle  Street,  Chicago,  Illinois  60697 
Corporate  Business  Development  (312)  828-7007 


•  Chicago  •  Cleveland  •  Dallas  •  Denver  •  Houston  •  Los  Angeles  •  Minneapolis  •  New  York  •  Oklahoma  City  •  St.  Louis  ■  San  Francisco  •  SeattJe  ■  White  Plains 


Statistical  Spotlight 


Mom,  pop  and  the  kids  are  great  at  run- 
ning small  businesses.  But  can  they  do  as 
well  for  investors  in  giant  corporations? 


All  in  the  family 


By  Paul  Bornstein 

DID  YOU  EVER  notice  that  the 
most  successful  restaurants 
usually  seem  to  be  those  where 
the  owner  is  always  around?  Sure,  it's 
one  thing  to  watch  the  chef  and  the 
headwaiter,  and  another  to  run  a  com- 
pany with  sales  of  hundreds  of  mil- 
lions. But  we  wondered  if  it  pays  to 
invest  in  large  corporations  where  a 
family  owns  a  big  chunk  of  stock  and 
is  actively  involved  in  management. 
To  answer  that  question,  we  set  up 


a  simple  test.  First,  we  searched  cor- 
porate records  to  find  50  firms  in 
which  one  family  or  individual  owned 
or  controlled  at  least  30%  of  the  com- 
mon stock.  Then  we  looked  at  the 
stock  performance  of  these  compa- 
nies over  the  past  IOV2  years.  We  then 
compared  this  individual  company 
performance  with  the  performance  of 
the  relevant  industry  group  as  repre- 
sented by  the  Media  General  Industri- 
al Stock  Indices. 

The  results  are  encouraging  for  all- 
in-the-family  investors.  From  our  ran- 


dom sample  we  found  that  it  can  in- 
deed pay  to  buy  into  firms  where  the 
owners  are  on  hand  and  calling  the 
shots.  In  fact,  we  discovered  that,  of 
the  50  companies  on  our  list,  31  did 
better  than  their  industry  groups, 
while  only  19  didn't  do  as  well. 

In  terms  of  absolute  gains,  the  re- 
sults are  particularly  impressive  at 
Bruno's,  a  food  store  chain;  Flightsafe- 
ty  International,  a  firm  offering  high- 
technology  training  services;  Manor 
Care,  which  runs  nursing  homes;  and 
Wang  Labs,  manufacturer  of  comput- 
ers and  word  processors.  Since  the  end 
of  1972,  the  stock  of  each  of  these 
firms  has  gained  more  than  2,000%. 

The  amount  of  control,  however, 
doesn't  seem  to  be  closely  correlated 
with  price  movement.  The  Coors 
family  has  100%  voting  control  but 
Coors  shares  went  flat  during  the 
period  covered  by  our  analysis.  Since 
this  brewer  went  public  in  1975,  the 
stock  has  declined  18.5%,  vs.  a 
93.8%  gain  for  Media  General's 
brewing  and  distilling  industry.  On 
the  other  hand,  Omark  Industries, 
with  the  smallest  amount  of  owner 
control  in  the  table  below,  performed 
much  better  than  Media  General's 
light  equipment  industry  group, 
358.7%,  vs.  89.4%. 

The  last  column  in  the  table  relates 
stock  performance  to  industry  perfor- 
mance. It  indicates  how  a  dollar  in- 


Where  the  owners  watch  the  store 


Here  is  a  list  of  50  companies,  all  owned  30%  or  and  the  results  lor  many  have  been  quite  good.  The 

more  by  members  of  one  family.  Over  the  past  lOVi  other  19  haven't  done  as  well.  But  there  is  always  a 

years,  31  have  outperformed  their  industry  groups,  chance  for  new  blood. 

— Stock  performance —  Relative 


%  control 

company 

industry 

movement 

Name  of 

or  stock 

Recent 

since 

index  since 

company 

Company/industry 

family 

ownership 

price 

12/29/72 

12/29/72 

vs  industry 

Adams  Drug/retail  drug  stores 

Salmanson 

69.9% 

21  Vi 

-9.5% 

78.1% 

0.51 

HF  Ahmanson/savings  and  loan 

Ahmanson 

70.1' 

34 

11.5 

69.6 

0.66 

Air  Express  Intl/freight  handling  and  shipping 

Mailman 

37.7 

13 

205.9 

73.7 

1.76 

Bandag/rubber  and  plastic 

Carver 

46.2 

54% 

56.8 

26.8 

1.24 

Bruno's/retail  food  stores 

Bruno 

42.02 

20Va 

2376.9 

190.0 

8.54 

Carter- Wallace/drugs 

Hoyt 

51.4 

24% 

-9.0 

34.5 

0.68 

Adoiph  Coors/distillers  and  brewers 

Coors 

100.02 

25Va 

-18.53 

93. 8-' 

0.42 

Cox  Communications/broadcasting 

Cox 

40.8 

47 'A  ■ 

426.8 

240.2 

1.55 

Dollar  General/retail — discount 

Turner 

44.2 

33  Vi 

570.0 

78.1 

3.76 

Far  West  Financial/savings  and  loan 

Belzberg 

67.3 

27% 

96.7 

69.6 

1.16 

First  Charter  Finl/savings  and  loan 

Taper 

34.7 

33 'A 

23.7 

69.6 

0.73 

First  City  Properties/real  estate — investments 

Belzberg 

69.0 

9% 

-62.5 

-20.6 

0.47 

Flightsafety  Intl/personal  services 

Ueltschi 

38.8 

327* 

2112.3 

86.2 

11.88 

Hechinger/retail 

Hechinger,  England 

65.3 

27l/« 

967.8 

218.3 

3.35 

Hillenbrand  Inds/hcalth 

Hillenbrand 

63.0 

46 'A 

180.3 

90.8 

1.47 

'Including  related  trusts    'Voting  control.    3Less  than  ten  years. 

Source:  Media  General.  Standard  &  Poor  's 
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Where  the  owners  watch  the  store 


— Stock  perf 

ormance — 

Relative 

%  control 

company 

industry 

movement 

Name  of 

or  stock 

Recent 

since 

index  since 

company 

Company/industry 

family 

ownership 

price 

12/29/72 

12/29/72 

vs  industry 

Illinois  iuui  vvuiKa/niciLiiiiicry — nv^iii  ttjuip 

Cmi  t  Vi 

1 1  1 1  1  L  1  1 

An  /i2o/ 

^4 

£1  Q°/ 
01 .8  /o 

QQ  AO/ 

oy.4  /o 

U.OD 

IjdllCc/IUUU,  pi\gU  gUUUS 

V  dll  LL  V  ci  y 

H-o.o 

ZO  /2 

7a  i 

/  o.  1 

oo.v 

1   1 8 
1  .Zo 

T  itircnn  PmHii  f*tc  /i*pf  a  1 1 

Port 

JZ.7 

OJ/4 

133  9 
loo.Z 

1 1  ft  i 

z-l  o.o 

H  73 
U.  / o 

Luniks  uriig  oiurc!»/ rcidii  ui  i  jl  biurcs 

Long 

33  7 

463/. 
HO  74 

1  O  1 

7ft  1 

u.o  / 

Lukens  Steel/metals — iron  and  steel 

Huston 

34.0 

1414 

-4.6 

114.4 

0.44 

JM  Qnnr  t   q fp  /  n  p  ^  1    ri  cpn7i  o pc 
lYldllUf  \_-dIC/  lltd! 111  3CI  VILCa 

Ro  mi  irn 

to./ 

99 IA 

OU  IO.O 

on  ft 

1  A  H 
1  o.oo 

Mary  Kay  Cosmetics/cosmetics 

l\ay 

□4 .0 

3  1  3/ 

ooy\  / 

yi  7  T 

1  A  CO 

14. DO 

Meredith/publishing 

iviereuiin 

44  n4 

303/ 
JO  74 

T/ii  /i 
ZOl  .4 

1   A  1 

1 .01 

MIXE/machinery — -light 

DiiriKen 

31;  72 

3^  1A 

JJ  /2 

QO  A 

oy.4 

/I  /I  1 
4.41 

Molex/electronics 

Krehbiel 

50.4 

70'/2 

693.1 

216.1 

2.51 

iw_n  v^urp/  lul  miLdis 

Levy 

47  S 

1  0 

-jO.O 

jZ.  1 

n  to 

/\V_  INltlScIl/  UUMIlCoo  3CIV1LC3 

Mi  c  1  cpn 
1  N  ItloCll 

^  7 

OJ/4 

1  Oft  ft 

0/1  0 
V4.Z 

1  Oft 

M  ttTfi^t  mm  /tp!-  □  1 1  Qnnorp 
1 N  U I  U> 1 1  U 11 1/  J  L_  L  ti  1 J  appdXCl 

Nnrnctrnm 

JZ.U 

H-Z-  /4 

ftO^  J. 

90ft  ft 

L.L  f 

Northwestern  Steel  &  Wire/metals — iron,  steel 

Dillon 

(^3  1 1 

1  1 4.4 

U.oZ 

Omark  Inds/machinery — light  equip 

Gray 

30.0 

26% 

358.7 

89.4 

2.42 

OvrnrH  ItlnQ/tPYti  1  PQ  anna rpl 

VyAlulU  111U3/  ItALllLd  ctppdl^l 

T  anipr" 

L  ii  1  i  1  L  1 

47  0' 

47 

1 3Q4  1  5 

1J7T.  1 

9  116 

Zl  l.U 

*+.  /  y 
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rCLUC                     ICldll~ dp  j-.'di  L.  1 

Petrie 

63  9 

JU  /« 

41  ft 

H  1  . 0 

90ft  ft 

n  1A 
u.oo 

Pi  iirnniT  T7  n  t  wrT^ri  c  oc  /r\i  inlic  nin<T 
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oetner 

A7  1 

1  1  5A 

36  7 

961  4 
ZOl  .4 
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U.  1  o 
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62.3 

34 'A 

6flft  6 

C  1 
— o.  1 

7  A7 

Presley  Cos/building,  building  materials 

Presley 

34.9 

20 

221.5 

62.9 

1.97 
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UH  /2 

3R7  0 

73  7 

9  8  1 

Z.o  1 

rVll  rvUUlila/ UlUgb 

D      hi  n  c 

3A  3 

9^1A 

39  4 

— OZ.H 

34  ^ 
jn.J 

U.jU 

uu  oeaiie/ urugs 

Searle 

39  n> 

48  LA 

TO  /8 

4n  o 

34  <; 

J4.J 

i 

1  .uo 

a r*pl  1  TtiHs/Kiiilntno    nui  1 H i n c  m atpn ale 

kjlldL/Vll  1UU9/  1  '  Li  1  1  Li  1 1 1     ,    \_'  LI  1  1  LI  1 1 1  L,  llIclLL-liiii^ 

^  n  anpl  1 

>  I  Kl  [  'L,  1  1 

44.6 

473/s 

1  9Q  7 

1Z7.  ( 

69  0 

JZ.7 

1  41 

1  .H  1 

Standard  Register/business  services 

Sherman 

76.02 

32  >/a 

473.5 

94.2 

2.95 

x  lines  iTiirxor/ puuiioiiiiig 

v^naiiuici 

31  9  1 
Jl.Z 

76 
r  O 

1  OA  A 

961  4 

ZO  1  .H 

u.oz 

TirCAn  C aa/I c  / rr^/^rl        moot  nnrl  rlnnr 

i  yaon  ruuua/roou — rneat  anu  uairy 

Xyson 

61  4 

I  1  3A 

I I  /4 

73^  A 

77  6 

/  /  .0 

A  7H 

4.  /^U 

uniieu  inns/noieib,  moxeib 

Cockrof  t 

3c;  9 
OJ.Z 

39 

A  1 

86  3 
oO.O 

O  ^A 

vcrrouni  /\nit:ricdii/ indciiiiR  r y — iigm  equip 

Thomas 

44  O 

9fUA 
ZU  V2 

Do  1  .U 

80  4 

O.OO 

Wang  Labs/business  data  processing 

Wang 

40.22 

39  '/a 

2714.8 

66.8 

16.88 

Wean  United/machinery — heavy 

Wean 

50.0' 

7V4 

82.4 

51.3 

1.21 

Weis  Markets/retail  food  stores 

Weis 

73.0 

40 

583.5 

190.0 

2.36 

Winn-Dixie  Stores/retail  food  stores 

Davis 

53.4' 

56 

78.8 

190.0 

0.62 

Jack  Winter/textiles — apparel 

Winter 

59.0 

HVs 

156.7 

211.6 

0.82 

Wometco  Enterprises/broadcasting 

Wolfson 

36.0 

36  Vi 

482.8 

240.2 

1.71 

'Including  related  trusts.  Voting  control.  ''Less  than  ten  years. 
^Including  market  value  of  Lanier  Business  Products. 


"'Including  related  Bohen  family. 


Source  Media  General:  Standard  &  Poor  's 


vested  in  the  individual  company 
would  compare  with  a  dollar  invested 
in  a  cross  section  of  companies  in  its 
industry. 

Look,  for  example,  at  Mary  Kay 
Cosmetics,  controlled  by  Mary  Kay 
and  her  son.  A  dollar  invested  in 
Mary  Kay  over  the  10 '/2-year  period 
outperformed  a  dollar  investment  in 
the  Media  General  cosmetic  industry 
group  by  almost  a  14.6-to-l  margin. 
Mary  Kay's  stock  appreciated 
669.7%,  while  the  cosmetic  industry 
declined  47.2%. 

Of  course,  not  all  family-owned 
outfits  were  able  to  outshine  their 
peers.  Hugh  Hefner's  Playboy  Enter- 
prises didn't  do  well  for  investors. 
While  publishing  stocks  gained 
261.4%,  Playboy  lost  36.7%.  NCH 
Corp.,  run  by  the  Levy  family,  lost 
56.3%,  while  the  index  for  the  chemi- 
cal group  was  up  52.1%.  And  North- 


western Steel  &  Wire,  63.1%  owned 
by  the  Dillon  family,  was  also  a  poor 
performer. 

There  is  another  potential  negative 
for  investors  in  family-controlled 
businesses.  Takeovers  are  difficult,  if 
not  impossible,  without  at  least 
some  cooperation  from  the  family 
shareholders.  That  isn't  to  say  that 
these  companies  are  invulnerable  to 
merger  activity.  Tax  or  estate  consid- 
erations, family  squabbles  or  an  offer 
that  is  simply  too  good  to  refuse  can 
sometimes  put  a  family-owned  firm 
on  the  block. 

The  Taper  family,  for  example, 
which  has  a  one-third  interest  in  First 
Charter  Financial,  a  savings  and  loan 
association,  has  agreed  to  merge  with 
Financial  Corp  of  America.  But  Air 
Express  International  apparently 
won't  be  going  to  the  altar  with  Con- 
solidated Freightways  because  of  a 


union  veto — even  though  J.L.  Mail- 
man, who  holds  37.7%  of  the  firm's 
stock  apparently  favored  the  sale. 

The  Belzberg  family  controls  two  of 
the  companies  in  our  table  but,  so  far, 
the  Belzbergs  have  been  better  at 
banking  than  at  real  estate.  Far  West 
Financial,  a  savings  and  loan,  has  gone 
up  96.7%  since  1972,  but  First  City 
Properties  declined  62.5%  in  that 
same  period. 

Family  ownership,  of  course,  is  no 
guarantee  that  a  company  will  outper- 
form others  in  its  industry.  But  when 
the  principals  have  a  major  part  of 
their  personal  fortunes  at  stake,  their 
best  interests  and  those  of  company 
shareholders  are  often  one  and  the 
same.  Over  the  period  we  examined, 
family-owned  companies  outper- 
formed their  industry  groups  by  a  ra- 
tio of  nearly  2-to-l.  Those  are  the 
kinds  of  odds  we  like.  ■ 
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A  FAMILIAR  BELL 
NOW  HAS  A 


INTRODUCING 
SOUTHWESTERN 
BELL  CORPORATION. 


Meet  the  new  Southwestern  Bell  Corporation . . .  the  most  dynamic  force  in 
the  southwest  in  advanced  telecommunications.  We're  emerging  from  divestiture 
on  January  1,  1984,  armed  with  the  excellence  of  operation  developed  in 
association  with  AT&T.  We're  now  taking  charge  of  our  own  future,  and 
determining  our  own  success. 

And  we're  ready  Progressing  with  the  same  strong  management  team  that 
made  our  largest  subsidiary,  Southwestern  Bell  Telephone  Company,  the  largest 
AT&T  operating  company.  Operating  from  a  five  state  base  that  is  the  nation's 
fastest  growing  economic  center— a  hot  spot  for  telecommunications.  Providing 
our  customers  with  the  high-quality  service  and  advanced  telecommunications 
they  expect  from  Southwestern  Bell. 

We're  using  our  new  corporate  capability  to  develop  separate,  high-growth 
subsidiaries,  such  as  one  of  the  nation's  largest  Yellow  Pages  operations.  And 
continuing  as  a  pacesetter  in  communications  technology,  we're  also  developing 
new  customer  equipment  and  cellular  mobile  telecommunications  subsidiaries, 
each  designed  with  the  flexibility  to  respond  to  the  changing  conditions  of 
a  competitive  market. 

^ginning  with  what  was  the  largest  AT&T  operating  company  at  our  core, 
we've  got  a  solid  start.  And  we're  moving  fast. 

Southwestern  Bell  Corporation.  It  has  a  nice  ring  to  it,  doesn't  it? 


©Southwestern  Bell 
Corporation 


Numbers  Game 


Edited  by  Richard  Greene 


Adroit  use  of  the  futures  markets  could 
save  some  companies  moneyi  Trouble  is,  it 
may  make  the  books  look  funny.  Accoun- 
tants want  to  change  that. 

Cover  your 
Hank! 


By  Jill  Bettner 


P>  ut  yourself  in  a  corporate 
^  treasurer's  shoes:  Should  you 
try  to  save  money  in  the  long 
term,  if  it  means  showing  paper  losses 
right  now?  The  bonus  your  boss  gets, 
remember,  is  based  on  reported  earn- 
ings. And  his  options  won't  be  worth 
much  if  the  stock  price  doesn't  go  up. 
It's  a  real  dilemma. 

Now  suppose  that  in  18  months 
your  company  will  need  $50  million 
to  pay  for  a  new  plant.  Should  you  tap 
the  bond  market  today  or  wait  until 
you're  ready  to  start  pouring  con- 
crete? Problems  like  this  regularly 
confront  financial  officers,  and  a 
proposed  accounting  rules  change 
may  make  one  little-used  solution 
lots  more  attractive. 

If  you  sell  the  bonds  now,  you 
will  pay  about  13%.  And  since  you 
won't  be  laying  out  the  proceeds  for 
18  months,  you  reinvest  the  money 
in  commercial  paper,  currently 
paying  about  9.5%.  So  the  security 
of  locking  in  today's  borrowing 
rates  costs  you  3.5%  for  18  months. 
That's  $2.6  million.  Naturally,  if 
the  project  is  delayed,  the  expense 
is  even  greater. 

Alternatively,  you  could  wait  the 
18  months  and  borrow  the  $50  mil- 
lion then.  But  what  if  interest  rates 
have  surged  to  16%?  For  the  next  30 
years  you  will  be  paying  $1.5  million 
more  in  annual  interest  expense. 
That's  $45  million  over  the  life  of  the 
bonds.  A  $45  million  mistake. 

The  third  alternative,  of  course,  is 
to  hedge  that  liability.  Using  the  rela- 
tively new  interest-rate  options  mar- 
ket poses  no  accounting  problems. 
But  the  technique  is  expensive — al- 


though you  wouldn't  know  that  from 
the  promotion  pouring  out  of  the  Chi- 
cago Board  Options  Exchange  and  the 
American  Stock  Exchange,  where  the 
securities  trade.  Hedging  $50  million 
with  options  on  Treasury  bonds,  for 
example,  could  cost  more  than  $6 
million  in  premiums.  . 
There's  a  cheaper  way  of  hedging, 


but  it  is  also  riskier.  With  options, 
hedging  costs  are  fixed.  With  futures, 
they  are  not.  Selling  futures  on  Trea- 
sury bonds  obligates  the  futures  buyer 
to  purchase  bonds  from  you  at  that 
price  when  the  contract  expires  or 
else  settle  up  in  cash.  If  interest  rates 
rise,  causing  the  Treasury  bond  price 
to  fall,  you  will  make  a  profit.  This 
profit  will  compensate  you  for  the 
higher  interest  rate  you  will  have  to 


pay  on  the  bonds  you  plan  to  sell. 

Why  is  hedging  with  futures 
cheaper  than  hedging  with  options? 
You  need  about  $1,500  in  margin  to  ! 
sell  one  contract  that  represents 
$100,000  worth  of  Treasury  bonds. 
On  $50  million,  that's  a  good-faith 
deposit  of  $750,000.  That's  certainly  a 
lot  cheaper  than  the  $6  million  you 
would  spend  hedging  with  options. 
But  there's  a  catch  and  its  name  is 
margin  call.  In  a  fluctuating  market 
you  could  be  subject  to  frequent  mar- 
gin calls.  Though  you  would  be  made 
whole  when  financing  time  rolled 
around,  in  the  meantime  you  could  be 
out  of  pocket  by  many  millions  of 
dollars. 

But  the  biggest  drawback  on  this 
kind  of  hedging  has  more  to  do  with 
investor  attitudes  than  it  does  with 
high  finance.  However  useful  they 
may  be  in  the  longer  run,  in  the  short 
run,  hedging  can  make  earnings  look 
bad  for  a  while.  When  you  buy  fu- 
tures, you  must  report  realized  and 
unrealized  losses  on  contracts  at  the 
end  of  an  accounting  period.  A  drop  in 
the  contracts'  market  value  hurts  to- 
day's earnings.  But  financial  state- 
ments don't  reveal  the  savings  that 
might  get  locked  in  for  30  years. 

Aware  of  the  problem,  the  Financial 
Accounting    Standards    Board  last 
month  issued  a  proposed  solution 
that  has  been  in  the  works  for  three 
years.  Futures  users  would  be  able  to 
defer  reporting  gains  or  losses  on 
the  contracts  until  the  other  side  of 
the"  hedge — here  the  bond  sale- 
was  completed.   Effectively,  this 
treats  futures  the  same  as  options. 

The  folks  who  make  their  living 
pushing  options  and  futures  also 
claim  that  corporate  treasurers 
could  use  their  wares  to  hedge  as- 
sets such  as  securities  investments 
or  liabilities,  including  short-term 
loans.  They  hope  that  deferral  ac- 
counting will  make  big  business 
less  reluctant  to  use  options  and 
futures  for  this  additional  purpose. 

There  are  restrictions,  all  de- 
sighed  to  prevent  purely  specula- 
tive use  of  deferral  accounting  on 
options  and  futures.  A  bank  couldn't 
hedge  long-term  bonds  in  its  portfolio 
with  soybean  futures,  for  example. 
Nor  could  a  company  hedge  an  ex- 
pected borrowing  for  a  plant  that  was 
merely  on  the  drawing  board. 

It  looks  like  corporate  use  of  op- 
tions and  futures  will  get  a  big  boost  if 
the  accounting  rules  are  put  into  ef- 
fect after  the  comment  period  ends 
Oct.  14.  ■ 
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TIME 


A  gift  of  intimacy. 


Ted  Thai 


No  grand  theories-just  a  striving  to  communicate  the  specifics  that  put 
an  audience  into  a  characters  shoes. 


Of  all  the  theories  about  act- 
ing one  might  expect  from 
Laurence  Olivier,  perhaps  the 
least  expected  one  is  the  real  one:  that 
acting  theories,  and  theorists,  are 
sham. 

The  essential  thing,  Lord  Olivier 
recently  told  a  TIME  writer,  is  specif- 
ics: not  the  abstraction  of  what  a 
character  feels,  but  how  he  looks, 
how  he  walks,  that  involves  an 
audience  with  the  figure  on  the  stage. 

It  is  the  gift  of  intimacy;  and  it's 
as  important  to  good  journalism  as  it 
is  to  good  theater.  Indeed,  it  probably 


accounts  for  the  perennial  contempo- 
raneity of  TIME  Magazine. 

When  TIME  was  invented  in 
1923,  it  systematically  noted  the  snip- 
pets of  gossip,  the  size  of  noses,  the 
habits  of  speech  and  gesture  that 
helped  make  the  news  alive  and  im- 
mediate that  involved  TIME  readers 
not  only  intellectually  but  also  emo- 
tionally. It's  more  than  a  matter  of 
style;  there  can  be  no  style  without 
substance.  Essentially  it's  a  matter  of 
knowing  people  firsthand  instead  of 
merely  knowing  about  them;  of  get- 
ting news,  as  often  as  possible,  from 


the  people  who  make  it;  of  habitually 
dealing  not  with  abstractions  but  with 
specifics.  It  is  the  carefully  nurtured 
rapport  between  TIME  and  its  sub- 
jects that  created  the  long-standing 
rapport  between  TIME  and  its  read- 
ers: a  gift  of  inti- 
macy that  persuades 
29  million  men  and 
women  around  the 
world  to  read  TIME 
each  week.  They  get 
more  out  of  TIME, 
because  more  goes 
into  it. 


ttmeL 


More  goes  into  it. 


©  1983  Time  Inc 


The  Money  Men 


Kiril  Sokoloff  doesn't  just  watch  earnings  reports  and  balance 
sheets.  He  also  watches  what  some  rich  investors  are  buying. 


Piggybacking  the 
smart  money 


By  Geoffrey  Smith 


Ever  dream  about  how  sweet 
life  could  be  if  Carl  Lindner, 
the  Bass  brothers  or  the  Belz- 
bergs  kept  you  posted  from  time  to 
time  on  which  stocks  they  liked?  Just 
a  few  timely  tips  from  smart  money 
like  that  and  you  would  make  a  for- 
tune, right? 

Well,  stop  dreaming.  And  start 
reading  13-d's,  the  documents  indi- 
viduals or  corporations  must  file  with 
the  Securities  &  Exchange  Commis- 
sion within  ten  days  of  buying  5%  or 
more  of  a  company's  stock — and  for 
any  significant  purchase  or  sale. 

Kiril  Sokoloff  has  been  doing  that 
for  five  years  now,  when  he's  not 
coauthormg  investment  books  like 
Street  Smart  Investing  (July  1983),  Is  In- 
flation Ending?  Arc  You  Ready?  (April 
1983)  or  Investing  in  the  Futw  e  (August 
1982).  He  has  had  so  much  success 
riding  the  coattails  of  smart  money 
via  13-d's  that  he  has  started  a  news- 
letter on  the  topic  (Street  Smart  Invest- 
ing) and  may  begin  managing  money. 

Let  the  big  boys  make  your  stock 
picking,  pricing  and  buy/sell  timing 
decisions  for  you,  and  you  can't  lose, 
Sokoloff  claims.  "What  I  particularly 
like  to  see  is  repeated  buying  over  an 
extended  period  of  time,"  he  says. 
"Take  the  Belzbergs.  They  showed  lip 
with  Bache,  a  very  visionary  invest- 
ment, in  the  spring  of  1979,  buying 
363,100  shares  at  about  $8.25,  as  you 
would  have  seen  from  their  13-d's. 
They  bought  Bache  at  every  opportu- 
nity, amassing  almost  2.5  million 
shares.  Eventually  Prudential  took 
them  out  at  $32  a  share,  cash." 

But  doesn't  smart  money  make 
dumb  moves  occasionally?  What's 


Market  watcher  Kiril  Sokoloff 

"Of  300  or  so  major  investments,  there's  a  95%  success  rate. 
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brbes  400 


's  about  wealth 
nd  the  people 
'ho  have  it. 


rt:  year's  issue  was  the  most  successful  in 
bes'  history.  And  now  the  400  is  back . .  .  it's 
tr  opportunity  to  participate  in  the  biggest  magazine  event  of  the  year. 


1983  Forbes  400  will  be  pub- 
pd  as  a  27th  issue,  an  addition 
he  Forbes  1983  publishing 
|dule.  The  new  400,  with  a 
fcr  date  of  "Fall,  1983",  will  be 
led  to  Forbes'  700,000  subscrib- 
|as  an  extra  issue  on  October  3. 
newsstand  allotment  will  be 
eased  to  well  over  100,000  and 
e  copies  will  remain  on  sale 
i  month.  The  1983  Forbes  400 
be  supported  with  both  print 
broadcast  advertising,  in  addi- 
to  a  major  publicity  campaign. 

)es'  success  as  an  advertising 
ium  and  the  popular  fascination 


with  wealth  will  combine  to  make 
this  special  issue  an  exceptional 
selling  tool.  In  the  Forbes  400,  ad- 
vertising messages  will  not  only 
reach  Forbes'  700,000  genuinely 
wealthy  subscribers— of  whom  one 
out  of  five  is  a  millionaire— but 
also  a  large  audience  of  wealth- 
oriented  newsstand  buyers. 

Despite  the  increased  circulation  of 
the  1983  Forbes  400,  there  will  be 
no  change  in  general  advertising 
rates,  and  frequency  discounts  will 
apply.  Moreover,  a  reader  service 
card  will  be  available  to  all 
advertisers. 


What  better  place  to  advertise  ex 
ceptional  businesses,  services,  and 
products  than  in  an  issue  that's 
devoted  to  and  read  by  men  and 
women  who  look  for  the  very  besl 
The  Forbes  400.  Don't  miss  it. 
Issue  date:  Fall,  1983.  Advertising 
closes:  September  6. 

For  further  information,  contact 
your  local  Forbes  Representative 
or  Stephen  G.  Nicoll,  Director  of 
Advertising,  at  (212)  620-2228. 

Forbes 

Capitalistlbol 


The  Money  Men 

the  downside  risk?  "Very  little,  un- 
less you  lack  patience,"  says  Sokoloff. 
"Of  the  300  or  so  major  investments 
that  I've  followed,  there's  a  95%  suc- 
cess rate.  I  mean,  sure,  Henry  Single- 
ton of  Teledyne  and  International 
Harvester  was  a  bad  one.  He  started 
buying  in  the  low  30s,  just  as  agricul- 
ture prices  were  peaking.  True,  it  was 
selling  at  a  discount  from  book,  but 
there  wasn't  any  book  value.  And  Saul 
Steinberg  of  Reliance  and  Tiger  Inter- 
national was  probably  a  loss. 

"Overall,  however,  the  losses  have 
been  so  few  that  you  can  easily  bal- 
ance them  with  a  diversified  portfo- 
lio. And  if  you  wait,  they  usually 
come  back.  Take  Chicago  Pneumatic 
Tool,  which  lost  money  last  year  for 
the  first  time  since  1932.  I  remember 
Victor  Posner  buying  it  at  18  or  19. 
Then  it  went  to  11  or  12,  so  he  went 
out  and  bought  a  hell  of  a  lot  more. 
Now  the  stock  is  back  to  16  or  17. 

"The  risk  with  my  approach,  of 
course,  is  that  the  small  investor  will 
lose  patience  because  the  stock  hasn't 
gone  anywhere  for  a  while.  He'll  see 
XYZ  glamour  stock  going  up  3,  4  or  5 
points  in  a  day  and  think  he's  missing 
out.  But,  in  reality,  what  will  happen 
if  he  buys  XYZ  is  that  he'll  buy  it  at 
the  wrong  time,  on  strength,  and  he 
won't  know  when  to  get  out,  and  so 
he'll  probably  get  hurt  badly  in  a  mar- 
ket drop.  The  nice  thing  about  beaten- 
down  stocks  is  that  they  have  already 
been  beaten  down." 

Sokoloff,  a  former  investment 
banker,  doesn't  ride  those  smart-mon- 
ey coattails  blindly,  however.  He 
tracks  all  13-d  filings  and  keeps  rec- 
ords of  whose  investments  have  done 
what.  He  also  doesn't  himself  invest 
until  he  thinks  he  understands  the 
logic  behind  13-d  buys.  "Two  large 
investors  I  follow  just  bought  into  a 
bridge  and  highway  maintenance  firm 
in  Nashville  called  McDowell  Enter- 
prises and  a  company  called  Barber- 
Greene,  one  of  the  largest  makers  of 
asphalt-mixing  and  paving  equip- 
ment. That  jelled  with  something  I'd 
read,  a  study  that  said  20%  of  the 
interstate  highway  system  needed  re- 
surfacing, that  13%  of  its  bridges  had 
to  be  rebuilt  and  45%  of  the  motor 
bridges  in  the  country  were  structur- 
ally deficient  or  obsolete." 

The  industry  made  sense.  But  why 
choose  those  two  companies  in  par- 
ticular? Sokoloff  dug  a  little  deeper 
until  he  found  what  he  thinks  is  the 
answer.  "There's  plenty  of  asphalt- 
mixing  and  paving  equipment  out 
there,  but  a  lot  of  these  roads  have 


been  resurfaced  so  many  times  you 
actually  have  to  plane  the  road  and 
then  put  down  a  new  surface.  Despite 
current  problems,  Barber-Greene  has 
an  edge  over  the  competition  in 
equipment  that  does  that.  And  there's 
new  legislation  giving  incentives  to 
recycling  old  asphalt. 

As  for  McDowell,  their  backlog  has 
gone  from  $60  million  to  $85  million 
in  the  last  year.  Charter  Co.  owns 
30%  of  the  stock.  Southern  States 
Corp.  owns  another  10%,  and  First 
Wilshire  recently  bought  5%.  Charter 
put  in  new  management  and  a  new 
board,  including  Bert  Lance  and  Rob- 
ert Bergland,  President  Carter's  Secre- 
tary of  Agriculture.  Amazing  how 
much  you  learn  doing  this." 

Industry  trends  also  emerge,  in  part 

HHHHOHi 

"The  smart  money  buys  out 
pf-favor,  neglected  stocks 
that  nobody  is  paying  any 
attention  to,  and  waits  un- 
til the  market  comes  to 
them,"  says  Sokoloff.  Nor 
do  they  seem  to  worry  much 
about  whether  the  overall 
market  is  going  up  or  down. 


because  the  smart  money  appears  to 
watch  each  other's  moves.  "Not  long 
ago  the  textile  industry  was  obviously 
attractive,"  says  Sokoloff.  "You  had 
the  late  Charlie  Bluhdorn  of  Gulf  & 
Western  buying  Cluett,  Peabody.  You 
had  David  Murdoch  taking  over  Can- 
non Mills.  You  had  Victor  Posner  in 
Graniteville.  You  had  Carl  Icahn  in 
Dan  River.  And  the  Bass  brothers 
buying  Blue  Bell." 

No  mystery  about  why:  The  indus- 
try had  been  modernizing  and  cutting 
costs  and  appeared  ready  to  turn 
around.  And  the  price  was  right. 

"Now  we're  seeing  smart  money  in 
oil  and  gas,"  he  goes  on.  "Carl  Lindner 
bought  some  of  Louisiana  Land  &  Ex- 
ploration. David  Murdoch,  who  has 
been  a  large  shareholder  of  Occidental 
Petroleum  since  he  sold  them  Iowa 
Beef  Processors,  has  been  adding  to 
his  position.  Saul  Steinberg  of  Reli- 
ance just  bought  Quaker  State  Oil  Re- 
fining, and  Equity  Oil  before  that.  Vir- 
ldian  Investments,  classic  Graham  &. 
Dodders,  just  bought  a  little  oil  com- 
pany called  Statex  Petroleum." 

The  pattern  is  obvious,  classic  and 
rather  nerve-racking  for  the  coattail 
rider.  "The  smart  money  buys  out-of- 
favor,  neglected  stocks  that  nobody  is 
paying  any  attention  to,  and  waits 
until  the  market  comes  to  them," 
says  Sokoloff.  Nor  do  the  investors  he 
follows  seem  to  worry  much  about 


whether  the  overall  market  is  going 
up  or  down.  They  concentrate  on  un- 
dervalued stocks. 

But  what  happens  in  a  roaring  bull 
market  like  that  of  the  late  Sixties, 
when  every  stock  is  going  through  the 
roof?  Sokoloff's  old-fashioned-funda- 
mentals philosophy  doesn't  work  un- 
der those  circumstances.  "That's 
right,"  he  replies.  "But  that's  also  the 
right  time  to  get  out  of  the  market.  If 
you  had  gone  into  Treasury  bills  in 
1968  and  stayed  there  until  late  1974, 
it  would  have  been  nearly  impossible 
to  beat  that  performance." 

Easy  to  say,  hard  to  do.  "Very  hard.  I 
remember  how  hard  it  was  to  get  out 
of  inflation-hedge  stocks  in  1979  and 
1980.  You  can  be  an  awfully  lonely 
voice  in  the  wilderness.  But  I  tell  you, 
when  the  big  boys  sell,  that's  the  time 
to  go.  One  of  the  most  spectacular 
moves  ever  was  that  of  Marvin  Davis, 
the  Denver  oil  guy,  getting  out  of  oil. 
He  bought  a  lot  of  cheap  oil  leases  in 
the  Fifties  and  Sixties.  But  in  mid- 
December  1980  he  accepts  a  $630  mil- 
lion offer  from  Hiram  Walker  for  an 
interest  in  760,000  exploratory  acres 
and  830  wells.  If  you  had  sold  your  oil 
stocks  at  that  point,  you  would  have 
been  within  two  weeks  of  the  top." 

Sokoloff  has  another  sell  signal, 
which  he  says  is  infallible:  Sell  the 
investment  described  in  any  bestsell- 
ing  investment  book,  even  if  the  ad- 
vice is  sound.  "Give  you  three  exam- 
ples," he  says.  "Edgar  Lawrence 
Smith,  a  brilliant  economist,  wrote  a 
book  in  1924  entitled  Common  Stocks 
As  a  Long-Term  Investment.  It  became  a 
bestseller  in  1929." 

Another  bestselling  financial  book 
was  The  Money  Game  by  "Adam 
Smith,"  published  in  1968,  which  was 
a  wry  meditation  on  all  the  speculat- 
ing in  the  stock  market.  The  public's 
interest  in  it,  Sokoloff  says,  was  a  sign 
that  the  great  postwar  bull  market  in 
stocks  was  coming  to  an  end. 

Then  came  Harry  Browne's  You  Can 
Profit  from  the  Monetary  Crisis,  a  best- 
seller in  1974  that  basically  said:  buy 
gold.  "Gold  hit  a  peak  early  that  year 
and  again  in  the  fall.  Then  the  gold 
stocks  lost  about  three-quarters  of 
their  value,  and  gold  fell  from  200  to 
103,  where  it  bottomed  in  mid-1976." 

Sokoloff's  books,  in  contrast,  have 
merely  been  accurate,  arguing  that  in- 
flation will  be  brought  under  control 
and  here's  how  to  deal  with  it,  and 
what  kinds  of  high-technology  com- 
panies to  invest  in  just  before  the 
boom  in  those  stocks.  What  happens 
if  Street  Smart  Investing  hits  the  best- 
seller list? 

Sokoloff  grins.  "That  would  be  the 
kiss  of  death."  ■ 
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Another  view  of  a  chemical  company.  Sequence  13 


Vlasako  Seki,  housewife,  talks  about  her  husband  Masamori,  Section  Manager  of  the  Planning  &  Development  Department  of 
-lenkel  (Japan)  Ltd. 

'Masamori  likes  to  call  Henkel  a  typical 
Japanese  company'." 


!■  'When  companies  from  outsidejapan  set 
jip  or  acquire  companies  injapan',  says 
ivlasamori,  'they  often  run  them  as  they 
un  their  own  companies  at  home'. 
|io,  Masamori  was  particularly  surprised  by 
|-Ienkel's  style  following  the  acquisition 
n  1979  of  the  company  he  was  with. 
The  only  thing  that  changed  was  the 
J  ompany's  nameplate',  says  Masamori. 
!;or  him,  this  was  not  only  amazing,  but 
I  omforting  as  well. 

ifou  see,  for  us  a  company  is  very  much 
like  a  second  family.  Most  Japanese  would 
prefer  to  work  for  the  same  company  all 
>f  their  lives,  and  Masamori  was  no 
Exception.  He  joined  the  company  after 
graduating  in  chemistry,  16  years  ago. 
iThen  in  1979  we  suddenly  heard  that 
lenkel  was  coming.  What  was  to  stop 
hem  from  running  the  company  the  way 
ompanies  are  run  in  Germany? 
slothing  of  the  sort  happened.  Things 
vent  on  in  a  very  Japanese  way  -  supple- 


mented by  the  experience  of  this  large 
German  company. 

This  is  the  way  I  see  it.  I  like  the  manner  in 
which  Henkel  allows  Japanese  things  to 
stayjapanese.  The  way  they  respect  our 
national  characteristics.  Masamori  says 
that  this  in  turn  has  earned  them  the 
respect  of  all  ot  his  fellow  employees. 
And  it  has  had  an  influence  on  how  I  feel 
towards  Germany.  It  has  aroused  my 
curiosity,  and  I  would  like  to  find  out  more 
and  maybe  even  visit  the  country. 
Masamori  loves  mountaineering  and 
going  on  mountain  tours  in  his  spare  time, 
and  sometimes  I  join  him.  One  of  our 
dreams  is  one  day  to  climb  the  Bavarian 

£v  Alps.  I'd  very  much  like  to  get 
to  know  the  country  with 
the  ideas  and  products 
Masamori  is  always  telling 
me  about." 


My  husband  Masamori 


Henkel  (Japan)  Ltd.,  Osaka,  withasales 
office  in  Tokyo,  is  one  of  more  than 
100  companies  of  the  Henkel  Group, 
situated  in  more  than  40  countries. 
Worldwide  sales  over  9  billion  DM. 
34,000  employees.  Headquarters 
Diisseldorf,  Federal  Republic  of 
Germany.  Product  range  includes 
laundry  products,  household  cleaners, 
cosmetics,  adhesives,  industrial 
cleaners,  oleochemicals,  auxiliary 
products  for  textile  and  leather 
industries.  Over  8,000  products  for 
all  walks  of  life. 


Chemistry  working  for  you. 
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This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  any  of 
these  securities.  The  offering  is  made  only  by  the  Prospectus. 


New  Issue 


4,897,746  Shares 


First  Federal  Savings  and  Loan 
Association  of  Arizona 


Common  Stock 


Price  $13.75  Per  Share 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  in  which  this  announcement 
is  circulated  from  only  such  of  the  Underwriters,  including  the  undersigned, 
as  may  lawfully  offer  these  securities  in  such  State. 


Bear,  Stearns  &  Co. 

Shearson/American  Express  Inc. 

Rauscher  Pierce  Refsnes,  Inc. 


A.  G.  Becker  Paribas 

Incorporated 

Alex.  Brown  &  Sons 
Drexel  Burn  ham  Lambert 

Incorporated 

E.  F.  Hutton  &  Company  Inc. 
Lehman  Brothers  Kuhn  Loeb 

Incorporated 

L.  F.  Rothschild,  Unterberg,  Towbin 
Wertheim  &  Co.,  Inc. 

July  27, 1983 


The  First  Boston  Corporation 
Dillon,  Read  &  Co.  Inc. 

Goldman,  Sachs  &  Co. 
Kidder,  Peabody  &  Co. 

Incorporated 


Blyth  Eastman  Paine  Webber 

Incorporated 

Donaldson,  Lufkin  &  Jenrette 

Securities  Corporation 

Hambrecht  &  Quist 

Incorporated 

Lazard  Freres  &  Co. 


Merrill  Lynch  White  Weld  Capital  Markets  Group 

Merrill  Lynch,  Pierce,  tenner  &  Smith  Incorporated 

Salomon  Brothers  Inc  Smith  Barney,  Harris  Upham  &  Co. 

Incorporated 

Dean  Witter  Reynolds  Inc. 


Capital  Markets 


Money'  markets  now  have  a  veto  power 
over  the  politicians. 

GOOD  BYE,  WILLIAM 
JENNINGS . . . 


By  Ben  Weberman 


The  Democrat-Liberals  are  only  fool- 
ing themselves  if  they  think  they  can 
steer  the  country  back  to  the  old 
inflationary  policies  of  buying  votes 
with  cheap  and  easy  money.  Why? 
Because  such  policies  depended 
upon  fleecing  those  who  saved  mon- 
ey. You  assumed — and  rightly  so  for  a 
while — that  individual  and  institu- 
tional savers  would  subsidize  spend- 
ers by  lending  money  at  a  negative 
interest  rate.  Cheap  money  it  was 
called,  a  way  of  taking  spending 
power  away  from  the  thrifty  and 
giving  it  to  the  spendthrifty. 

Good-bye  to  all  that.  Many  con- 
gressmen still  think  of  their  major- 
ity constituents  as  populists  at 
heart  who  want  interest  rates  kept 
low,  artificially  low  if  necessary,  so 
they  can  buy  houses  and  cars  and 
collectibles  cheaply.  They  forget 
that  this  is  a  middle-class  country 
where  most  citizens  are — especially 
in  the  latter  part  of  their  lives — 
savers  as  well  as  spenders.  As  spend- 
ers they  want  cheap  money,  but  as 
savers  they  want  to  get  as  good  a 
price  as  they  can  for  their  capital.  In 
short,  savers  vote,  too.  Politicians 
may  still  rail  at  bankers  and  at  Wall 
Street  for  causing  high  interest 
rates,  but  that's  hypocrisy,  plain 
and  simple. 

For  the  first  time  in  years,  savers 
are  in  the  saddle.  Consider  what  has 


Ben  Weberman  is  economics  editor  of 
Forbes  magazine. 


happened  in  the  past  decade.  A 
whole  array  of  steps  were  taken  per- 
mitting banks  and  thrifts  to  pay 
more  than  the  basic  passbook  rate. 
Today  we  have  virtually  a  free  mar- 
ket in  savings. 

How  does  this  affect  the  politics 
of  inflationary  expansion?  Take  the 
ever  larger  middle-aged  and  elderly 
part  of  the  population,  a  potent  po- 
litical force  that  politicians  always 
considered  safely  in  the  low-inter- 
est-rates-at-any-cost  camp.  Elderly 
people  are  particularly  alarmed 
about  inflation  because  they  live  on 
fixed  incomes.  Until  a  few  years  ago 
they  were  satisfied  with  their  4%- 
or-so  savings  accounts.  Now,  hav- 
ing tasted  11%  money  market  de- 
posit accounts,  and  15%  to  19% 
from  money  market  mutual  funds, 
the  residents  of  Ft.  Lauderdale  and 
Phoenix  can't  see  any  advantage  to 
political  giveaways  at  their  expense. 

Now  an  increase  in  market  inter- 
est rates  means  an  immediate  in- 
crease in  the  institutional  cost  of 
money.  Bankers  feel  pain  from  high 
interest  rates  just  like  everybody 
else  does. 

Today  money  is  like  any  other 
commodity.  When  demand  for 
money  rises,  so  does  the  price. 
When  the  price  rises,  the  housing, 
auto  and  appliance  industries  are 
slowed  instantly. 

For  example,  between  mid-May 
and  late  July,  the  federal  funds  rate, 
which  is  controlled  closely  by  the 
Fed  through  open-market  oper- 
ations, moved  from  8.7%  to  9.6%. 
That  wasn't  a  substantial  move. 
The  yield  on  long-term  Treasury 
bonds  went  from  10.5%  to  11.3%. 
But  the  change  did  not  stop  there.  It 
rolled  like  a  tide  through  the  fixed 
income  markets  as  everyone 
switched  to  defensive  postures,  and 
then,  like  a  self-fulfilling  prophecy, 
pushed  up   interest  rates  every- 
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where.  By  early  August,  Treasury 
bond  prices  had  backed  down  and 
yields  rose  to  more  than  12%.  The 
bearishness  even  spread  to  stocks, 
which  slumped,  recognizing  that 
higher  interest  rates  mean  a  slower 
economy. 

All  this,  as  Paul  Volcker  has 
pointed  out,  resulted  from  only  "a 
slightly  less  accommodative  pos- 
ture toward  the  provision  of  bank 
reserves"  by  the  Federal  Open  Mar- 
ket Committee  beginning  in  late 
May.  That  modest  tightening,  in 
combination  with  the  gathering  re- 
covery, had  a  leveraged  effect  on 
interest  rates.  Although  the  recov- 
ery in  the  economy  is  less  than  a 
year  old  and  the  demand  for  bank 
loans  is  still  sluggish,  long-term  in- 
terest rates  as  measured  by  30-year 
Treasurys  have  already  risen  nearly 
two  full  percentage  points.  If  we 
were  to  see  a  really  inflationary  in- 
jection of  money  into  the  econo- 
my— or  even  the  prospect — we 
would  see  interest  rates  that  would 
make  last  year's  look  cheap.  But 
this  isn't  going  to  happen. 

Volcker  still  gives  priority  to  con- 
taining inflation.  I  am  convinced  he 
wants  the  pain  now  rather  than  in 
1984  just  before  elections,  a  timeta- 
ble sure  to  please  President  Reagan. 
So  I  think  we  are  in  for  more  inter- 
est rate  instability. 

Am  I  then  reversing  myself  and 
no  longer  predicting  that  interest 
rates  are  headed  down  over  the  me- 
dium term?  No.  What  Volcker  has 
already  done  will  suffice  to  dampen 
the  desire  and  the  ability  to  rebuild 
inventories  or  build  new  facilities. 
Individuals  will  be  more  cautious. 
Those  who  can  still  afford  to  buy 
homes  will  wonder  if  taking  on  14% 
or  15%  mortgages  is  really  a  wise 
decision.  The  speed  and  intensity 
with  which  the  markets  and  their 
new  allies,  millions  of  individual 
Americans,  will  punish  that  $200 
billion-plus  federal  deficit  is  going 
to  be  astonishing. 

No,  interest  rates  will  not  go 
through  the  roof,  because  the  mar- 
kets themselves  will  thwart  any  re- 
turn to  Democrat-Liberal  cheap- 
money  policies.  The  politicians 
would  do  well  to  bury  William  Jen- 
nings Bryan  once  and  for  all.  The 
money  markets,  through  the 
massed  power  of  the  savers,  now 
have  a  decided  veto  power  in  eco- 
nomic policy.  ■ 
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Venture  Capital 


What  are  the  business  implications  if  we 
now  live  in  an  era  of  increased  pessi- 
mism and  reduced  expectations? 

GIVING  UP  ON  THE 
AMERICAN  DREAM 


By  Thomas  P.  Murphy 


He  is  Arthur  Anderson.  Not  the  ac- 
countant but  the  sociologist  who 
teaches  at  Fairfield  University  in 
Fairfield,  Conn,  and  consults  with 
businesses.  I  was  so  beguiled  by  a 
lecture  that  Anderson  gave — it  ex- 
plained so  much  about  the  America 
we  are  living  in,  investing  in  and 
doing  business  in — that  I  continued 
the  conversation. 

"The  problem  for  young  people," 
says  Dr.  Anderson,  "is  the  old 
American  dream.  College  students 
have  great  anxieties  about  whether 
they  will  live  as  well  as  their  par- 
ents lived.  The  old  pattern  of  expec- 
tation— that  you  probably  will  do 
better  than  your  parents — is  gone.  It 
doesn't  work  that  way  anymore. 

"The  job  market,  for  the  college 
educated,  is  really  much  worse  than 
most  adults  realize.  The  kids  under- 
stand this  perfectly  well,  but  their 
parents  don't.  My  generation  [An- 
derson is  51]  still  thinks  that  a  B.A. 
or  a  B.S.  or  certainly  a  master's  de- 
gree gives  its  holder  a  solid  grip  on 
middle-class  status  and  income.  It 
does  not  anymore. 

"Just  compare  the  lifetime  earn- 
ings expectations  of  college  and 
noncollege  graduates.  Thirty  years 
ago  the  lifetime  earnings  of  the  col- 
lege graduate  were  double  that  of 
high  school  graduates.  Now  the  in- 
cremental   earnings    for  college 


Thomas  P  Murphy  heads  a  venture  capital 
firm,  Partnership  Dankist,  Stamford,  Conn. 


graduates  are  only  about  20%  more 
than  high  school  graduates.  In  pure 
economic  terms,  college  no  longer 
makes  sense  for  most  people. 

"The  U.S.  probably  has  30,000  to 
40,000  surplus  Ph.D.s.  We  are 
graduating  twice  as  many  lawyers 
as  the  country  can  possibly  use. 
Half  of  them  will  never  practice. 
Around  Boston  you  will  even  find 
engineering  grads  from  top  universi- 
ties, especially  chemical  engineers, 
having  difficulty  finding  jobs. 

"There  is  a  paradox  in  this.  A  bad 
job  market  is  keeping  the  graduate 
schools  filled.  There  may  not  be 
much  economic  value  in  most  ad- 
vanced degrees,  but  getting  one  de- 
lays facing  the  job  market. 

"The  kids  have  become  intensely 
practical.  When  I  started  teaching, 
the  main  function  of  undergraduate 
business  schools  was  to  give  basket- 
ball coaches  a  place  to  stash  players 
to  keep  them  qualified.  It  was  con- 
sidered impossible  to  flunk  a  mar- 
keting course. 

"Now  at  Fairfield  University, 
one-third  of  the  undergraduate  en- 
rollment is  in  the  business  school, 
and  the  quality  of  students  is  high. 
We  get  three  qualified  applicants  for 
every  available  slot.  On  the  other 
hand,  we  have  seven  physicists  on 
our  faculty,  and  we  are  graduating 
seven  or  so  physics  majors  a  year. 

"Lifestyles  are  changing  radically, 
and  I  am  not  sure  business  people 
understand  the  implications.  For  in- 
stance, 52%  of  the  baby-boom  gen- 
eration is  divorced  by  age  34.  One 
thing  America  is  going  to  need  is  an 
H&R  Block  of  divorces. 

"By  1990  we  estimate  that  45%  of 
all  households  will  be  headed  by  a 
single  adult.  That  means  there  is 
going  to  be  a  huge  and  probably  un- 
met need  for  smaller  rental  units. 

"Housing,  in  fact,  dramatizes  a 
lot  of  other  things  that  have  been 
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happening  to  us — little  growth  in 
productivity  or  in  the  economy. 
The  result  is  that  only  15%  to  20% 
of  American  families  can  qualify  for 
the  housing  industry's  'standard' 
product  of  the  future — a  single  fam- 
ily dwelling  with  about  800  to  900 
square  feet  of  living  space,  no  bath- 
tub and  a  price  tag  of  $70,000. 

"It  is  not  a  joke.  Most  families 
literally  could  not  qualify  for  mort- 
gages to  buy  the  houses  they  are 
living  in.  This  means  that  millions 
of  the  baby-boom  generation  are 
moving  back  in  with  mom  and  dad 
because  housing,  particularly  rental 
units  for  singles,  is  not  being  built. 

"Mom  and  dad  may  not  want 
them.  Therapist  friends  of  mine  tell 
me  that  they  have  a  lot  of  middle- 
aged  patients  wondering  if  parent- 
ing ever  ends.  Their  kids  leave,  lose 
their  jobs  or  get  divorced  and  come 
back  home. 

"Americans,  compared  with  peo- 
ple of  other  countries,  are  losing 
their  optimism.  Surveys  in  the  past 
always  found  us  the  most  optimis- 
tic people  in  the  world.  Now,  one 
survey  I  saw  places  us  17th  in  the 
Free  World.  For  the  first  time 
Americans  are  also  more  worried 
about  themselves  than  they  are 
about  their  society.  In  the  past,  sur- 
veys regularly  found  Americans 
who  were  pessimistic  about  their 
country's  future  but  optimistic 
about  their  own.  It  was  'I've  got  this 
four-wheel-drive  pickup'  or  'I've  got 
a  boat  and  if  anything  happens,  I'll 
take  the  family  and.  .  .  .' 

"Education  made  us  a  country  of 
middle-class  expectations.  People, 
if  they  can't  realize  their  expecta- 
tions in  big  ways,  find  small  ways  to 
do  it.  The  entrepreneur  who  found- 
ed David's  Cookies  is  a  marketing 
genius.  He  realized  that  people  who 
wanted  a  BMW  but  couldn't  afford 
it  would  buy  David's  Cookies  at  $6 
a  pound  or  Godiva's  chocolates  at 
$20  a  pound.  Buying  those  little  lux- 
uries is  a  way  of  saying,  'I  really  am 
solidly  upper  middle  class.  I'm  part 
of  the  American  dream.'  " 

So  Anderson  sees  a  pessimistic 
America,  cherishing  small  luxuries 
because  the  big  ones  are  out  of 
reach.  A  land  of  people  who  are  dis- 
illusioned but  sobered  into  practi- 
cality. If  the  professor  is  right,  doing 
business  in  the  1980s  and  beyond  is 
going  to  be  a  lot  different  from  what 
we  have  known  for  30  years.  ■ 
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This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an  offer  to  buy  these  securities. 
The  offer  is  made  only  by  the  Prospectus. 


MCI 

1,000,000  Units 

MCI  Communications  Corporation 

$1,000,000,000  91/2%  Subordinated  Notes  due  August  1, 1993 

(Interest  Payable  February  1  and  August  1) 

With 

Warrants  to  Purchase  18,000,000  Shares  of  Common  Stock 

Price  $1,000  per  Unit 

plus  accrued  interest  on  the  Notes  from  August  1,  1983 


Copies  of  the  Prospectus  are  obtainable  in  any  State  from  such  of  the  under- 
signed and  such  other  dealers  as  may  lawfully  offer  these  securities  in  such  State. 


Drexel  Burnham  Lambert  Shearson/ American  Express  Inc. 

INCORPORATED 

Bear,  Stearns  &  Co.    The  First  Boston  Corporation    A.  G.  Becker  Paribas    Blyth  Eastman  Paine  Webber 

INCORPORATED  INCORPORATED 

Alex.  Brown  &  Sons      Dillon,  Read  &  Co.  Inc.      Donaldson,  Lufkin  &  Jenrette      Hambrecht  &  Quist 

SECURITIES  CORPORATION  INCORPORATED 

Kidder,  Peabody  &  Co.       Lazard  Freres  &  Co.       Lehman  Brothers  Kuhn  Loeb  Prudential-Bache 

INCORPORATED  INCORPORATED  SECURITIES 

L.  F.  Rothschild,  Unterberg,  Towbin        Salomon  Brothers  Inc        Smith  Barney,  Harris  Upham  &  Co. 

INCORPORATED 

Wertheim  &  Co.,  Inc.  Dean  Witter  Reynolds  Inc.  Sanford  C.  Bernstein  &  Co.,  Inc. 

August  1,  19H3 


Psychology  &  Investing 


Do  subordinates  snicker  quietly  to  them 
selves  when  you  talk  about  computers? 

CALLING 
MRS.  MALAPROP 


By  Srully  Blotnick 


A  lot  of  executives  are  losing  face  as 
a  result  of  computer  malapropisms. 
Three  times  in  the  last  few  weeks  I 
have  witnessed  executives  incor- 
rectly using  a  computer  term.  Sub- 
ordinates giggled  to  themselves  and 
lost  no  time  telling  others  about  the 
blunder.  Any  executive  who  doesn't 
know  the  difference  between  such 
terms  as  microprocessor  and  micro- 
computer, multiprogramming  and 
multiprocessing  is  vulnerable  to  a 
similar  loss  of  prestige. 

For  instance,  Ted  is  the  president 
of  a  financial  services  firm.  He  an- 
nounced at  lunch  that  he  was 
buying  a  snazzy  new  memory  stor- 
age unit  for  nearly  $100,000.  As  he 
proudly  put  it,  "We'll  be  able  to  do  a 
lot  more  multiprocessing  now." 

When  he  excused  himself  to 
make  a  phone  call,  two  junior  ex- 
ecutives started  to  laugh.  What  was 
so  funny?  A  computer's  memory 
holds  two  things,  programs  and 
data.  Sometimes  it  houses  only 
one — some  programs — and  the  user 
punches  in  the  data  and  waits  for 
the  machine  to  respond  ("interac- 
tively") before  typing  in  more  of  it. 

However,  most  computers,  even 
micros,  can  hold  more  than  one  pro- 
gram in  their  memory,  assuming 
each  program  is  small.  The  comput- 
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er  is  then  in  a  position  to  run  which- 
ever you  choose.  That  is  conve- 
nient, and  it  is  called  multiprogram- 
ming. In  short,  the  programs  (plural) 
sit  in  the  computer's  memory  wait- 
ing for  you  to  call  the  one  you 
want — by  name.  Otherwise,  like 
records  on  a  turntable,  you  would 
have  to  take  off  the  old  one  before 
you  could  get  a  new  one  to  run. 
Ted's  computer  could  already  do 
multiprogramming.  What  his  new 
memory  unit  will  add  is  the  ability 
to  house  more  programs  and,  there- 
fore, do  more  of  it. 

A  second  humiliating  incident  I 
witnessed  involved  Jeff,  a  49-year- 
old  retailing  executive.  After  a  busi- 
ness meeting  Jeff  overheard  some- 
one say,  "The  price  of  microproc- 
essors has  plummeted  in  recent 
years,  from  hundreds  of  dollars  to 
under  $5."  Jeff,  who  has  begun  shop- 
ping for  a  home  computer,  shot 
back:  "Then  why  is  that  jerk  in  the 
computer  store  trying  to  sell  me  one 
for  more  than  $2,000?"  His  audi- 
ence just  rolled  their  eyes  skyward. 
"What  did  I  say  wrong?"  Jeff  asked 
an  assistant  as  they  left. 

Just  this:  Microprocessor  is  to  mi- 
crocomputer as  your  brain  is  to  your 
body.  A  microprocessor  doesn't 
need  a  TV  screen  (an  output  device) 
or  a  keyboard  (an  input  device)  in 
order  to  function,  any  more  than 
your  brain  needs  your  hands  or  your 
eyes  in  order  to  think.  The  VDT 
(video  display  terminal)  is  there  for 
the  user's  benefit.  What  is  a  micro- 
processor? The  tiny  part  of  a  com- 
puter that,  above  all,  fetches 
instructions  one  at  a  time  from 
memory,  where  they  are  stored,  and 
executes  them  by  performing  logi- 
cal and  arithmetic  operations. 

Most  of  what  you  are  paying  for 
when  you  buy  a  computer,  then,  is 
all  the  other  stuff — a  keyboard, 
VDT,  printer,  memory  chips,  disk 
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drives,  an  operating  system  (the 
software  that  makes  all  the  hard- 
ware function  harmoniously) — not 
the  microprocessor.  In  fact,  it  is 
only  when  the  microprocessor  is 
combined  with  a  memory  and  input/ 
output  devices  that  the  resulting 
unit  is  called  a  microcomputer. 

Multiprocessing,  therefore,  re- 
quires more  than  one  processor. 
When  they  are  in  different  loca- 
tions, one  speaks  of  distributed  data 
processing.  However,  Intel  and  Mo- 
torola are  working  on  microcom- 
puters that  will  each  contain  more 
than  one  microprocessor.  For  the 
moment,  though,  the  vast  majority 
of  microcomputers  have  only  one 
microprocessor. 

To  avoid  making  some  of  these 
errors,  you  might  want  to  look  at  a 
new  book  called  Keeping  I  p  With  the 
Computer  Revolution  (John  Wiley, 
$22.95).  Informative  reading  that  re- 
quires no  previous  knowledge  of  the 
subject.  People  with  some  back- 
ground in  the  field  will  enjoy  B.W. 
Lampson's  new  book,  Distributed 
S\  stems — Architecture  and  Implemen- 
tation (Springer- Verlag,  $19.95). 

The  third  incident  was  at  an  in- 
dustry conference  where  a  top  ex- 
ecutive of  a  Forbes  500  company 
remarked:  "Well,  at  least  the  one 
thing  we  don't  have  to  worry  about 
is  computers  that  speak"  (meaning, 
fluently,  in  English).  The  comment 
overlooked  the  fact  that  this  is  an 
active  area  of  research  in  which  real 
progress  is  being  made.  One  key 
goal  is  a  machine  that  reads  text 
aloud.  Feed  it  a  book  or  a  newspa- 
per, and  it  will  read  it  to  you.  The 
work  is  being  done  for,  among  oth- 
ers, telephone  companies  and  the 
blind,  but  I'm  betting  that  the  lazy 
will  make  even  greater  use  of  it,  as 
will  busy  business  people. 

A  good  measure  of  how  hot  this 
topic  is  can  be  seen  in  what  hap- 
pened to  Principles  of  Computer 
speech  (Academic  Press,  $32),  a  book 
by  Ian  Whitten.  The  first  printing 
sold  out  in  three  months,  an  unusu- 
al event  at  a  scientific  publishing 
firm.  People  who  know  a  little 
about  hardware  and  software  should 
take  a  look  at  this  excellent  work  if 
they  want  to  see  an  important  de- 
velopment in  the  making. 

On  the  other  hand,  if  you  are  in 
no  hurry,  wait  until  the  machines  it 
discusses  are  ready  and  have  one  of 
them  read  it  to  you.  ■ 
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Commodities 


Fred  Gehm  s  new  book  has  the  answers  to 
many  commodity  traders'  questions. 

COMMODITY 
TRADING  AS 
A  BUSINESS 


MONEY  &  INVESTMENTS 


By  Stanley  W.  Angrist 


It  is  generally  acknowledged  among 
commodity  professionals  that  neo- 
phyte traders  consistently  lose 
money  to  the  pros  for  two  reasons: 
1)  lack  of  money  management 
skills;  and  2)  lack  of  a  sound  trading 
system.  It  is  also  generally  acknowl- 
edged that,  with  some  effort,  the 
former  skills  can  be  learned.  So  why 
don't  more  traders  make  an  effort  to 
learn  money  management?  The  an- 
swer to  that  question  has  had  to  do 
with  the  lack  of  available  informa- 
tion on  the  subject. 

Fred  Gehm,  a  consultant  to  com- 
modity money  managers,  has  now 
eliminated  that  excuse.  His  book, 
Commodity  Market  Money  Manage- 
ment (John  Wiley  &  Sons,  Inc.,  New 
York,  $34.95),  covers  the  subject  as 
completely  as  I  have  ever  seen  done. 
He  treats  commodity  trading  as  it 
should  be  treated — as  a  business. 
Even  if  you  ignore  the  latter  chap- 
ters, which  teach  you  to  use  statisti- 
cal techniques  in  money  manage- 
ment, there  is  enough  nonmathe- 
matical  good  sense  on  the  art  of 
commodity  speculation  in  the  early 
chapters  to  make  the  book  a  worth- 
while purchase.  Note:  This  should 
not  be  the  first  book  on  commodity 
trading  that  a  trader  buys. 

The  author  starts  his  discourse  by 
pointing  out  that  good  money  man- 
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agement  alone  cannot  guarantee 
success  in  the  markets  precisely  be- 
cause it  is  a  managerial  skill.  The 
other  skills  needed  in  commodity 
trading  are  entrepreneurial,  and,  un- 
fortunately, such  skills  cannot  be 
easily  taught.  They  demand  not  so 
much  tools  and  techniques  as  ideas 
and  actions.  Managerial  tasks  are 
important  but  not  critical;  entrepre- 
neurial tasks  are  critical.  The  trad- 
er's only  necessary  entrepreneurial 
task  is  to  produce  a  trading  idea, 
that  is,  a  forecast.  Without  fore- 
casts, trading  profits  are  impossible. 
How  reasonable  or  likely  it  is  that  a 
trader  can  successfully  forecast  the 
market  is  a  question  of  probabilities 
and  statistics,  two  subjects  dis- 
cussed in  considerable  mathemat- 
ical detail  in  the  book. 

Repeatedly  Gehm  makes  the 
point  that  money  will  be  taken  out 
of  the  market  by  those  who  know 
the  market  best.  He  does  not  be- 
lieve that  the  market  is  so  efficient 
that  it  is  impossible  to  extract  any 
profits  from  it.  Since  the  commod- 
ity market  is  a  zero-sum  game — for 
every  dollar  made,  there  is  a  dollar 
lost,  excluding  transaction  costs — 
Gehm  believes  that  traders  with  av- 
erage or  below-average  knowledge 
are  doomed. 

Gehm,  again  and  again,  brings  to 
the  reader's  attention  ironies  that, 
once  read,  become  obviously  true. 
Consider:  "The  only  rational  people 
who  play  the  market  are  those  who 
expect  to  win.  Yet  the  nature  of  the 
game  demands  that  some  of  them 
lose.  A  zero-sum  game  demands  los- 
ers, and  anything  that  prevents  los- 
ers from  entering  the  game  must 
necessarily  stop  the  game  or  turn 
potential  winners  into  losers." 

Gehm  cites  some  evidence  that 
commodity  traders  will  accept  ad- 
vice but  only  if  it  is  bad.  He  has 
developed  a  theorem  on  this  notion. 


"All  profitable  trading  methods  are 
dependent  upon  some  bias  among 
market  participants;  this  bias  both 
creates  profit  opportunities  and  in- 
hibits their  discovery."  The  author 
points  out  that  most  traders  are 
likely  to  select  just  those  trading 
methods  least  likely  to  be  profitable. 
Indeed,  he  adds,  if  you  discovered  a 
strong  enough  bias  among  traders, 
you  could  publish  your  discovery  in 
the  Wall  Street  Journal  and  still  trade 
it  profitably  forever.  If  it  were  a  true 
bias  that  leads  to  profitable  trading, 
it  would  simply  be  ignored  by  al- 
most all  traders. 

The  single  biggest  contribution 
that  Gehm's  book  will  make  to 
commodity  traders  is  his  chapter  on 
trading  plans.  He  states  that  any 
trading  plan  will  be  superior  to  no 
trading  plan  because  every  plan 
causes  a  trader  to  consider  strategy 
and  tactics  in  more  detail  than  a 
trader  would  otherwise.  He  even  ar- 
gues that  an  unwritten  plan  is  better 
than  no  plan  at  all. 

Writing  a  plan  has  the  virtue  of 
allowing  a  trader  to  audit  his  own 
performance.  Periodic  audits  are 
critical  because  without  them  there 
is  a  very  strong  possibility  that  a 
trader  will  continue  to  make  the 
same  mistakes.  Without  a  trading 
plan,  such  audits  are  impossible. 
When  important  sums  of  money  are 
involved,  it  is  difficult  not  to  lie  to 
oneself.  The  trader  who  does  lie  to 
himself  will  rarely  admit  to  such 
lying  unless  confronted  with  writ- 
ten evidence. 

A  written  trading  plan  is  a  set  of 
forms  and  work  sheets.  A  reason- 
ably complete  set  might  include  a 
strategic  plan,  a  tactical  plan,  a 
watch  sheet,  a  log  book,  a  work 
sheet  and  an  operating  statement. 
Naturally,  a  trader  need  not  use  all 
of  these  tools.  Gehm  describes 
these  documents  and  a  serious  trad- 
er might  employ  them  to  bring  both 
order  and  honesty  to  his  trading. 
Would  that  all  commodity  traders 
considered  the  wisdom  in  chapter 
seven  of  Gehm's  book. 

I  believe  that  any  trader  who  is 
serious  about  improving  his  trad- 
ing would  find  the  cost  of  this 
book  an  excellent  investment.  In 
addition  to  being  available  from 
the  usual  sources,  the  book  may 
also  be  purchased  from  F.  Gehm  & 
Associates,  P.O.  Box  70314,  Sunny- 
vale, Calif.  90486.  ■ 
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DEVELOPMENT  ADVERTISING 

October  24, 1983  issue 
Advertising  closes:  September  12 

Reach  decision  makers. 

Area  development  advertising  appearing  in  this  annual  Forbes  section  will  reach  over 
700,000  subscribers,  many  of  whom  are  actively  involved  in  new  plant  site  decisions  for 
their  companies. 
Low  cost 

Advertisements  in  this  very  special  advertising  section  will  be  presented  four  %  page 
units  to  a  page,  at  a  cost  of  only  $5,350.  There  are  no  additional  charges.  Just  send  your 
message  along  with  a  photograph  or  sample  of  your  area  development  literature. 
High  response. 

The  1982  Industrial  Development  Advertising  Section  generated  over 
22,000  reader  inquiries,  with  an  average  of  over  650  qualified 
responses  per  advertiser. 
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AMETEK  COMPLETES  PURCHASE 
OF  DuPONT'S  MICROFOAM  BUSINESS 

NEW  YORK,  N.Y.,  July  27,  1983— AMETEK,  Inc.  (NYSE- 
PSE)  said  today  that  it  had  completed  its  previously- 
announced  agreement  to  purchase  the  Microfoam  plastic 
packaging  materials  product  line  and  related  Wurtland, 
Kentucky  manufacturing  facilities  from  the  DuPont  Com- 
pany for  more  than  $11  million  in  cash. 

Microfoam  is  an  ultra  light-weight  flexible  packaging 
and  shipping  material  developed  by  DuPont  in  the  70's, 
which  produced  sales  in  1982  of  about  $16  million, 
according  to  AMETEK  chairman  Dr.  John  H.  Lux.  Dr.  Lux  said 
that  his  company  had  purchased  the  110,000  square  foot 
Microfoam  production  plant  on  16  acres  in  Wurtland,  an 
Ashland,  Kentucky  suburb,  in  addition  to  the  extensive 
patents,  formulations,  and  rights  to  the  Microfoam  process 
and  trade  name. 

"The  Wurtland  plant  will  continue  to  operate  as  a 
separate  division  of  AMETEK,"  Dr.  Lux  said,  "and  we  have 
appointed  Herman  C.  Koch,  a  33-year  DuPont  veteran,  as 
general  manager  of  the  new  AMETEK  Microfoam  operation. 
Herm  Koch  went  into  marketing  and  management  of  DuPont 
packaging  materials  in  the  mid-50's,  and  has  been  involved 
with  the  Microfoam  business  from  its  earliest  stages.  Under 
his  direction,  and  with  the  support  of  the  outstanding 
Microfoam  people  who  are  joining  AMETEK,  we  expect  to 
expand  this  business  and  develop  new  markets  for  this 
unique  product,'"  Dr.  Lux  said. 

Marketed  through  a  nation-wide  distributor  organization 
for  industrial  packaging  applications,  Microfoam  has  re- 
placed paper,  corrugated  materials  and  other  plastic  mate- 
rials in  many  shipping  and  mailing  applications  because  of 
its  superior  cushioning  properties  and  ultra-low  density;  a 
ten-square  foot  sheet  of  one-eighth-inch  thick  Microfoam 
weighs  only  one  ounce.  It  is  widely  used  to  cushion  electron- 
ic components,  appliances  and  furniture  in  shipment.  A 
chemically  inert  material,  Microfoam  is  also  used  as  protec- 
tive packaging  for  food  products  and  fresh  produce.  Its 
thermal  insulating  qualities  have  made  it  a  specificed 
barrier  material  in  horticulture  and  construction,  including 
roofing  membranes  and  concrete  curing  applications. 

AMETEK,  a  FORTUNE-500  industrial  manufacturer  listed 
on  the  New  York  Stock  Exchange  since  1930,  reported  its 
fourth  consecutive  quarter  of  record  earnings  last  week, 
with  second  quarter  net  income  up  17  percent  to  $8.3 
million  or  39  cents  per  share  on  its  newly-split  stock, 
making  this  the  most  profitable  quarter  in  the  company's 
history. 

(Contact:  Darrah  E.  Ribble,  Jr.,  AMETEK,  Inc.  Station 
Square  Two,  Paoli,  PA  19301,  or  phone  (215)  647-2121.) 

EK,  INC.  N 
AMETEK  REPORTS  EARNINGS 
UP  17  PERCENT  IN  SECOND  QUARTER 

PAOLI,  PA.,  July  21— AMETEK,  Inc.  (NYSE-PSE)  reported 
the  most  profitable  quarter  in  the  company's  history  with 
earnings  up  17  percent  in  the  second  quarter  ended  June 
30th.  First  half  totals  were  also  at  record  levels  for  the 
industrial  manufacturer. 

In  the  three  month  period  ending  June  30th,  Ametek's  net 
income  reached  $8.3  million  or  39  cents  per  share  on  its 
newly-split  stock.  (A  100-percent  stock  dividend  was  dis- 
tributed July  15  to  stockholders  of  record  July  1,  1983.) 
Second  quarter  sales  showed  continued  improvement  at 
$108.9  million,  slightly  ahead  of  1982's  second  quarter 
when  the  company  shipped  $105.6  million  which  produced 
net  income  of  $7.1  million  or  33  cents  per  share  (adjusted 
for  the  recent  stock  split). 

Net  income  for  the  first  half  of  1983  was  also  a  record  for 
AMETEK  at  $15.9  million,  up  more  than  12  percent  over  the 
$14.2  million  profit  in  the  first  six  months  of  1982. 
Earnings  figures,  adjusted  for  the  stock  split,  showed 
AMETEK  earned  73  cents  per  share  in  the  first  half,  versus 
65  cents  per  share  in  the  same  period  last  year. 

"While  we're  still  seeing  some  soft  spots,  over-all  AMETEK 


is  enjoying  a  steady  recovery  of  new  orders  and  business 
volume,"  company  president  Robert  L.  Noland  reported. 
"Net  income  has  been  strong  and  should  continue  to 
improve  due  to  a  combination  of  increased  productivity  from 
new  plants  and  more  efficient  production  equipment,  the 
continued  benefits  of  a  stringent  cost  cutting  program 
begun  in  anticipation  of  last  year's  recession,  and  slightly 
more  favorable  tax  rates,"  Noland  said.  "Record  earnings  in 
the  current  quarter  continue  a  growth  pattern  begun  in 
1970,"  Noland  added,  "representing  the  47th  quarter  in  the 
past  fifty  in  which  Ametek's  earnings  have  increased,  when 
compared  to  the  same  three  months  of  the  previous  year." 

AMETEK'S  Industrial  Materials  Group  of  aluminum  and 
plastics  business  is  showing  the  strongest  upturn,  accord- 
ing to  Noland,  and  its  Lamb  Electric  motor  division  also 
recorded  a  steady  improvement  in  new  orders,  reflecting  the 
recovery  in  construction,  automotive  and  appliance  markets. 
Noland  said  the  company  had  not  yet  seen  a  recovery  in  the 
capital  goods  market  and  most  of  AMETEK'S  Process  Equip- 
ment group  remained  slow.  "Certain  parts  of  the  Precision 
Instruments  group — newly-introduced  electronic  instru- 
ments, and  especially  systems  for  water  measurement  and 
conservation — are  doing  quite  well,"  Noland  added. 

AMETEK,  INC. 
3  Mos.  Ended  June  30         1983  1982 
Sales  $108,878,000  $105,592,000 

Net  income  8,329,00  0  7,140,000 

Earnings  per  share  .39*  33* 

Average  shares  outstanding     21,608,526*  21,800,026* 


6  Mos.  Ended  June  30 

Sales 

Net  income 
Earnings  per  share 
Average  shares  outstanding 


1 983  1 982 

$213,516,000  $216,250,000 

15,890,000  14,152,000 

.73*  65* 

21,789,804*  21,791,062* 


In  the  past  four  consecutive  quarters,  AMETEK  earned 
$1.33*  per  share. 

*  Figures  adjusted  to  reflect  2-shares  for  1  stock  split 
distributed  to  stockholders  of  record  July  1  as  a  100 
percent  stock  dividend  on  July  15,  1983. 
(Contact.  Darrah  E.  Ribble  Jr.  of  AMETEK,  Inc.  at  Station 

Sq.  Two,  Paoli,  PA  19301,  or  phone  (215)  647-2121.) 

BELL  NATIONAL  CORPORATlS^^™^^^^ 

SAN  MATEO,  CA.,  July  22— Bell  National  Corp  (NASDAQ: 
BELL),  a  savings  and  loan  holding  company  engaged  in  the 
financing  of  commercial  and  residential  properties,  real 
estate  development  and  other  financial  services,  headquar- 
tered in  San  Mateo,  Friday  reported  record  earnings  for  the 
second  quarter  ended  June  30  of  $5,809,000,  or  $1  per 
primary  share,  or  99  cents  per  fully  diluted  share,  on 
revenues  of  $27,449,000. 

This  compares  with  a  profit  of  $27,000,  or  2  cents  per 
share,  on  revenues  of  $12.1  million  in  the  like  year-ago 
quarter. 

For  the  six  months  ended  June  30  earnings  were 
$11,987,000,  or  $2.07  per  primary  share,  or  $2.04  per  fully 
diluted  share,  on  revenues  of  $54,284,000  compared  to  a 
loss  of  $  1 ,803,000,  or  54  cents  per  share  loss,  on  revenues  of 
$20,995,000  for  the  similar  six  month  period  last  year. 

David  L.  Butler,  President  of  Bell  National  Corp.  and  Chief 
Executive  Officer  of  its  principal  subsidiary,  Bell  Savings 
and  Loan  Association,  indicated  that  Bell's  secondary 
spread,  the  difference  between  its  cost  of  funds  and  its  yield 
on  earnings  assets,  was  2.06  percent  on  June  30  as 
compared  to  a  negative  1.18  percent  a  year  earlier. 

From  its  equity  participation  lending  activity,  the  com- 
pany also  estimated  that  it  had  a  potential  unrecognized 
benefit  of  $33.2  million,  of  which  $12.8  million  is  attribut- 
able to  loans  recorded  during  the  second  quarter. 

Through  equity  participation  agreements  Bell  had  ob- 
tained a  portion  of  the  equity  in  certain  real  estate  projects 
upon  which  it  had  made  mortgage  loans. 

Realization  of  income  from  these  participation  agree- 
ments is  contingent  upon  the  market  value  of  each  project 
at  such  time  as  the  equity  payment  obligation  to  Bell 
matures. 


Bell's  estimate  is  based  upon  its  valuation  made 
the  project  loan  was  approved  and  does  not  include  f 
changes  in  market  value. 

(Contact:  James  L.  Grauer,  President,  Bell  National 
poration,  400  South  El  Camino  Real,  San  Mateo,  CA  9 
Phone:  (415)  348-8200.) 
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COMPUTER  TASK  GROUP  INC 

ANNOUNCES  RECORD  REVENUES  AND  ACQUISITIO 

BUFFALO,  N.Y.,  July  18— Computer  Task  Group 
(NASDAQ:  CTSK)  a  computer  services  company  head' 
tered  in  Buffalo,  Monday  announced  record  revenues 
increased  earnings  for  the  second  quarter  and  first  h 
1983. 

Quarterly  revenues  of  $13,011,000  represents  a 
level  for  CTG  and  an  increase  of  33  percent  over  198: 

Earnings  per  share  after  adjusting  for  a  4-for-3 
split  (record  date:  May  13)  were  19  cents,  a  58  pety 
increase  over  last  year's  level  of  12  cents 

Revenues  for  the  first  half  of  1983  totaled  $24,198 
an  increase  of  22  percent,  while  adjusted  earning 
share  were  35  cents,  an  increase  of  13  percent. 

The  primary  contributing  factor  for  the  second  qua 
improved  earnings  over  last  year  was  the  strong  p 
mance  of  the  company's  Professional  Services  Divisio 

On  July  14,  CTG  announced  its  acquisition  of  Autor 
Business  Systems  Inc.,  a  New  York-based  profes; 
services  company.  Four  months  earlier,  it  had  acc 
Diversified  Systems  Inc.,  a  firm  based  in  St.  Louis 
Denver.  The  two  acquisitions  added  about  100  peoj 
CTG's  staff,  bringing  its  total  employment  level  to  more 
1,125. 

Computer  Task  Group  Inc.,  a  Buffalo-based  firm, 
offices  in  20  major  U.S.  cities  and  estimated  1983  revifa 
of  $50  million,  is  one  of  the  largest  suppliers  of  com" 
related  professional  service  in  the  United  States 

Among  its  services  are  business  programming;  sy:| 
analysis  and  design;  engineering  scientific  and  pi 
control  programming;  and  consulting 

CTG's  Professional  Services  Division  derives  90  pi 
of  its  revenue  from  clients  which  are  Fortune  500  s< 
companies  or  Fortune  500  industrial  companies 

(Contact:  William  P.  Adamucci,  Vice  President-Fin 
Computer  Task  Group  Inc.,  800  Delaware  Ave.,  Buffalc 
14209.  Phone:  (716)  882-8000.) 
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DRESHER  INC 

CHICAGO,  IL.  JULY  28—  Dresher,  Inc.  (NASDAQ:  I 
has  reported  higher  sales  and  sharply  increased  ear 
for  the  fiscal  year  ended  June  30,  1983  as  comparec 
the  prior  year. 

The  company  also  announced  that  its  Boai 
Directors  has  approved  plans  for  a  two-for-one 
increasing  the  outstanding  shares  to  approximate! 
million.  The  split  is  subject  to  stockholder  approval 
increase  in  the  authorized  common  shares  at  the  Ot 
11th  annual  meeting  and  a  final  review  by  the  Boj 
Directors  of  Dresher.  Dresher  holders  will  be  asked  t( 
an  increase  in  the  authorized  common  to  three  n 
shares  from  one  million.  The  announcement  said  th; 
split  is  designed  to  increase  trading  activity  ai 
broaden  the  potential  market  for  the  company's 
Dresher  currently  has  approximately  600,000  s 
outstanding. 

In  the  announcement,  A.  Barry  Merkin,  Chairmar 
Chief  Executive  of  Dresher,  stated  that  "the  outsta 
results — achieved  in  the  midst  of  a  deep  recession 
exceeded  our  expectations."  He  added,  "Most  import 
the  fact  that  the  pace  of  current  incoming  orders  i| 
strong.  We  expect  fiscal  1984  results  to  be  well  ahe 
last  year." 

In  the  fiscal  year  ended  June  30,  Dresher  reporte 
income  of  $691,000  or  $1.18  a  share,  almost  tripl 
prior  year's  net  income  of  $237,000  or  42C  a  share, 
for  the  year  amounted  to  $19.8  million,  up  from 
million  a  year  ago. 

In  the  fourth  quarter  ended  June  30,  Dresher's  net  ir 


(For  information  on  advertising  in  Corporate  Report  Updates,  call  Sarah  Madison  (212)  620-2371) 
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lie  30%  to  $267,000  or  44C  a  share,  as  compared  to 
;  05,000  or  36C  a  share  in  the  year  before.  Sales  tor  the 

arter  amounted  to  $5.8  million,  an  increase  of  20%  from 
R  prior  year  sales  of  $4.8  million. 
:  Among  the  factors  cited  by  Mr.  Merkin  for  the  sizeable 
jrnings  gains  were  a  14%  improvement  in  productivity — as 

lasured  by  sales  per  employee — and  the  increased  effec- 
jeness  of  the  sales  and  marketing  organization.  Mr.  Merkin 
Jio  attributed  the  favorable  results  to  "Dresher's  growing 
ttsition  of  leadership  in  the  industry,  the  expansion  of  its 
ii  iduct  line  to  include  brass-accented  white  metal  beds,  new 
tries  of  brass  beds  as  well  as  a  broad  range  of  brass 
i  :essories,  and  the  growing  consumer  acceptance  of  quality 
t  ss  beds  and  related  products."  Merkin  added  that 
fisher's  increased  customer  base  now  includes  distribution 
!  Dugh  most  major  furniture  retailers  in  the  country." 
:f  Dresner  is  the  country's  leading  maker  of  brass  beds.  It 

ame  a  public  company  early  in  January  1983  via  a 
j|!ribution  of  its  stock  to  the  stockholders  of  its  parent 
ifipany,  Standex  International  Corporation. 


sales 
income 


First  Quarter  Ended 
June  30 

1983  1982 
$5,794,000  $4,830,000 
$  267,000  $  205,000 

$.44  $.36 


Fiscal  Year  Ended 
June  30 

1983  1982 
$19,239,000  $18,198,000 
$  691,000  $  237.000 
$1.18  $.42 


lings  per  share 
age  shares 

ii  landing  620,050     559,203        5  84,972  559.203 

Contact  A.  Barry  Merkin,  Chairman,  Dresher,  Inc.,  P.O. 
8,  Bedford  Park,  IL  60499.  Phone.  (312)  594-8900.) 

5PITAL  CORPORATION  OF  AMERICA  N 

IASHVILLE,  TN.,  July  18— Hospital  Corporation  of  Amer- 
;i  today  announced  continued  steady  growth  for  the 
ond  quarter  and  first  six  months  of  1983.  President  and 
i if  Executive  Officer  Thomas  F.  Frist,  Jr.,  M.D.  reported 
■ng  performances  in  all  areas  of  the  company's  oper- 

ns  during  the  quarter. 

HCA's  growth  can  be  attributed  primarily  to  continuned 
sinsion  of  the  company's  U.S.  and  international  hospital 
"  p  through  construction,  acquisition  and  management  of 
litals  for  others,"  said  Frist.  "HCA's  sustained  emphasis 
le  efficient  delivery  of  quality  patient  care  is  reflected  in 
'ear-to-date  2.8  percentage  point  improvement  in  oper- 
l  expenses  as  a  percent  of  revenues,"  he  added. 
rtHst  reported  that  HCA's  financial  position  was  further 
oved  in  May  1983  when  an  $80  million  issue  of 
; dollar  indebtedness  was  converted  into  equity.  "HCA's 
30  position  of  52  per  cent  debt-to-48  per  cent  equity 
(sents  the  strongest  financial  position  in  the  company's 
j;ry,  Frist  stated. 
;venues    for    the    first    six    months  totaled 
32,558,000,  up  13  per  cent  from  $1,750,492,000  in 
ame  period  of  1982.  Net  income  increased  45  per  cent 
1130,010,000,  compared  with  $89,513,000  last  year. 
•  ngs  per  share  increased  25  per  cent  to  $1.51,  com- 
ui  with  $1.21  in  the  first  half  of  1982.  The  1982  per 
-*',!  figure  is  adjusted  for  the  company's  4-for-3  stock 
!  distributed  in  January  1983. 
I  r  the  second  quarter,  revenues  totaled  $974,289,000, 
"  per  cent  from  $876,127,000  in  the  same  period  of 
Net  income  increased  48  per  cent  to  $61,000,000, 
ared  with  $41,321,000  in  the  second  quarter  of  1982. 
ngs  per  share  increased  25  per  cent  to  $.70,  com- 
'  with  $.56  last  year  (split  adjusted), 
ring  the  second  quarter,  10  hospital  construction 
s  were  completed,  including  a  150-bed  hospital  in 
eville,  N.C.,  a  140-bed  facility  in  Lafayette,  LA.,  a  206- 
ospital  in  Corsicana,  Texas,  a  200-bed  hospital  in 
Texas  and  a  125-bed  psychiatric  facility  in  Hampton, 
e  Texas  and  Virginia  facilities  replaced  older  hospitals 
by  HCA.  An  additional  37  hospital  projects  were 
construction  at  June  30,  1983. 
une,  HCA  acquired  two  hospitals  in  Wharton,  Texas 
were  previously  owned  by  a  not-for-profit  foundation, 
lans  to  consolidate  the  two  facilities  and  build  a  new 
d  replacement  hospital.  In  addition,  HCA  acquired  a 
spinal  cord  rehabilitation  center  in  Florida  during 


Eleven  new  management  contracts  were  signed  during 
the  second  quarter  comprising  a  total  of  1,400  beds.  The 
new  managed  facilities  added  during  the  quarter  are 
located  in  Alabama,  Georgia,  Michigan,  Minnesota,  New 
York,  North  Carolina  (3),  Pennsylvania,  Tennessee  and  West 
Virginia.  At  the  end  of  the  quarter,  155  hospitals  were 
managed  for  other  owners.  Two  additional  contracts  became 
effective  July  1,  in  Savannah  and  Folkston,  Georgia. 

In  June,  HCA  and  Vanderbilt  University  Medical  Center 
announced  an  agreement  in  principle  to  build  and  operate 
an  88-bed  child  and  adolescent  psychiatric  hospital  in 
Nashville.  This  project  represents  the  first  joint  venture 
between  HCA  and  a  university  medical  center.  HCA's  psychi- 
atric subsidiary  is  currently  the  leading  owner  and  operator 
of  psychiatric  hospitals  in  the  United  States  with  24 
facilities  and  approximately  3,000  beds. 

Internationally,  the  company's  operations  were  expanded 
during  the  quarter  with  the  acquisition  of  an  additional 
hospital  in  Australia  and  completion  of  constructions  of 
hospitals  in  England  and  in  Brazil.  HCA's  international 
subsidiary  now  own  1 1  hospitals  in  Australia,  six  in  England 
and  six  in  Brazil.  In  total,  HCA  subsidiaries  own  or  manage 
31  international  hospital  projects  in  seven  countries. 

HCA  is  a  publicly  owned  international  health  care  com- 
pany committed  to  the  delivery  of  quality  patient  care  at  a 
reasonable  cost.  HCA  and  its  affiliates  now  own  or  manage 
for  others  more  than  370  hospitals  with  over  53,000  beds 
worldwide. 

Three  Months  Ended  June  30:  1983  1982  %  Inc 

Operating  revenues  $974,289,000    $876,127,000  11 

Income  before  income  taxes  103,100,000  68,021,000  52 
Provision  for  income  taxes  42,100,00  0      26,700.000  58 

Net  Income  61,000,00  0      41,321,000  48 

Net  income  per  common  and 
common  equivalent  snares  $.70  $.56  25 

Six  Months  Ended  June  30:  1983  1982  %  Inc. 

Operating  revenues              $1,982,558,000  $1,750,492,000  13 

Income  before  income  taxes  217,9  1  0,000  146,413,000  49 

Provision  for  income  taxes  87,900,00  0  56,900,000  54 

Net  Income  130,0  1  0,00  0  89,513,000  45 
Average  number  of  common  and 

common  equivalent  shares  87,354,00  0  79,668,000  10 
Net  income  per  common  and 

common  equivalent  share  $1.51  $1.21  25 

(Contact:  Victor  L.  Campbell,  Vice  President-Corporate 
Communications,  Hospital  Corporation  of  America,  P.O.  Box 
550,  Nashville,  TN  37203.  Phone:  (615)  327-9551.) 
■■■■■■■■■BM 

LASERTECHNICS,  INC.  0 

Albuquerque,  NM,  July  5 — Lasertechnics,  Inc.  (NASDAQ: 
LASX),  an  Albuquerque  laser  manufacturer,  demonstrated 
two  new  lasers  at  its  first  shareholders'  meeting  July  1, 
1983.  One  of  the  new  lasers,  a  krypton-fluoride  excimer 
system,  produces  short  but  powerful  pulses  of  ultraviolet 
light.  Lasting  only  a  few  billionths  of  a  second,  each  of  the 
pulses  delivers  more  than  30  million  watts  of  power. 
Company  president  Eugene  L.  Watson  says  that  the  laser 
has  been  purchased  by  the  Los  Alamos  National  Laboratory, 
where  it  will  be  used  to  study  atomic  fusion. 

The  second  new  laser  is  being  developed  as  an  automatic 
marking  system,  which  will  have  a  number  of  applications 
in  the  electronics  and  packaging  industries.  In  laser  mark- 
ing, the  light  beam  vaporizes  a  thin  layer  of  material  on  the 
surface  of  an  object,  leaving  a  clear,  indelible  mark.  It  can 
be  used  to  write  letters,  numbers,  symbols  and  codes  on  a 
wide  variety  of  products.  The  laser  marking  process  is  many 
times  faster  than  conventional  ink  devices. 

(Contact:  Eugene  L.  Watson  of  Lasertechnics,  Inc.  at 
6007  Osuna  Road,  Albuquerque,  NM  87109,  or  phone  (505) 

STABELL  RESOURCES  INC.  V 
(SLR)  Stabell  Resources  of  Vancouver  B.C.  reported 

STABELL  RESOURCES  announced  that  they  have  retained 
the  services  of  Kilborn  Associates  of  Montreal,  Canada 
having  evaluated  work  completed  to  date  and  substantiated 
initial  drill  results  on  Vein  #2  and  research  on  Shafts  #1 
and  #2. 

Priority  targets  based  on  Kilborn  evaluation  and  recom- 
mendation, will  be  a  75,000'  drill  program,  to  test  extension 

„<  *U~     M.A  \kl„„tnrr,    kA..n^A«.  »AM 


er  Sullivan  Mines).  The  projection  of  this  structure  from 
North-West  to  South-East  across  Stabell  property  towards 
Shaft  #2.  This  area  within  the  Batholith,  has  never  been 
tested  North  of  Shaft  #2. 

Initial  drilling  on  1,200'  strike  West  of  Stabell  Lake  in  60' 
centres  to  vertical  depth  of  800-l,000ft  and  600'  strike  East 
of  Stabell  Lake,  during  winter  months  when  lake  surface  is 
frozen.  This  #4  zone  was  the  principal  structure  on  the 
Sullivan  Mines  property  which  produced  1.1  million  ounces 
of  gold. 

Should  drill  program  outline  this  structure  and  prove 
favourable  tonnage,  phase  II  would  commence  immediately 
dewatering  existing  3  compartment  Shaft  #2  (depth  1025') 
and  rehabilitation  of  underground  workings  for  detail  under- 
ground exploration  program. 

The  Kilborn  report  also  recommends  concurrent  surface 
drilling  program  to  extend  the  orebody  at  depth  at  Shaft  #1 
original  orebody  Stabell  vein  #1  and  further  recommends 
depth  drilling  beyond  500'  vertical  on  vein  #2.  The  present 
combined  reserves  of  Shaft  #1  and  vein  #2  could  substan- 
tially be  increased  with  this  program.  The  probable  exercise 
of  all  of  class  A&B,  warrants  by  September  13,  1983,  would 
raise  another  980,000  for  Stabell  treasury.  Management  is 
very  encouraged  with  work  completed  to  date,  and  remains 
optimistic  on  potential  of  this  strategically  located  property. 
CAPITALIZATION 

Stabell  Resources  Inc. 

Authorized  10,000,000  shares 

Issued  3,400,000  shares 

listed  Vancouver  Stock  Exchange  SLR 

(Contact  Louis  Roy,  Sec.  Treas.,  1271-7th  Street,  Val 
d'Or,  Qui,  J9P  3S1  (819)  825-8628  or  Bill  Hallessey,  2055 
Peel  Street,  Montreal,  Que.,  H3A  3B8  (514)  845-0834  or 
p^n^W^^^^ouw^604)  669-8^^^^^ 

UNITED  TELECOMMUNICATIONS,  INC.  N 

KANSAS  CITY,  MO.,  July  11— United  Telecommunications, 
Inc.  earnings  per  share  for  the  first  half  of  1983  were 
$1.34,  up  12  percent  from  $1.20  in  the  first  six  months  of 
1982,  Chairman  Paul  H,  Henson  announced  today.  United's 
consolidated  revenues  and  sales  increased  8  percent  to 
$1.3  billion  in  the  period. 

Earnings  per  share  in  the  second  quarter  were  70  cents, 
compared  to  56  cents  in  the  three  months  ended  June  30, 
1982.  For  the  12  months  ended  June  30, 1983,  earnings  per 
share  were  $2.63,  compared  to  $2.40  for  the  12  months 
ended  June  30,  1982. 

Henson  said  effective  expense  control  and  stronger  long 
distance  telephone  business  provided  the  impetus  for  the 
second  quarter  earnings  growth.  Long  distance  calling 
volume  was  up  7.9  percent  in  the  second  quarter  and  7.3 
percent  in  the  first  six  months. 

"We  are  encouraged  by  an  improving  business  climate  in 
most  of  our  markets,"  Henson  said.  "We  expect  a  good 
second  half,  but  one  in  which  our  per  share  earnings  growth 
will  be  less  robust  than  in  the  first  six  months  of  1983." 
Henson  noted  that  United  Telecom's  telephone  operations 
were  particularly  strong  in  the  second  half  of  1982  and  that 
the  average  number  of  common  shares  outstanding  is  up  7 
percent  from  the  previous  year. 

UNITED  TELECOMMUNICATIONS.  INC. 

(Consolidated) 
(Thousands  of  Dollars) 

6  Mos.  Ended  )une  30 

1983  1982 

Revenues  and  sales: 

United  Telephone  System                $  979,037  $  886,739 

United  Communications  Systems            230,02  0  228,444 

United  Telecom  Computer  Group              74,014  76,116 

United  Telecom  Communications              11,208  10,545 

Inter-Company  Sales                         (8,888)  (8,216) 


$1,285,391 

$  113.694 
2,315 
$  111,379 


$1,193,628 

$  96,296 
2,491 
$  93,805 


Net  Income 

Preferred  stock  dividends 
Earnings  applicable  to  common  stock 
Earnings  per  share: 

Assuming  no  dilution  $1.34  $1.20 

Assuming  full  dilution  $1.31  $118 

Average  number  of  common  shares        83,356,000  77.899,000 

(Contact:  Don  Forsythe,  United  Telecommunications,  Inc., 
P.O.  Box  11315,  Plaza  Station,  Kansas  City,  MO  64112. 
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AMETEK,  Inc. 

AMETEK  COMPLETES  PURCHASE 
OF  DuPONrS  MICROFOAM  BUSINESS 

NEW  YORK,  N.Y.,  July  27,  1983— AMETEK,  Inc.  (NYSE- 
PSE)  said  today  that  it  had  completed  its  previously- 
announced  agreement  to  purchase  the  Microfoam  plastic 
packaging  materials  product  line  and  related  Wurtland, 
Kentucky  manufacturing  facilities  from  the  DuPont  Com- 
pany for  more  than  $11  million  in  cash. 

Microfoam  is  an  ultra  light-weight  flexible  packaging 
and  shipping  material  developed  by  DuPont  in  the  70's, 
which  produced  sales  in  1982  of  about  $16  million, 
according  to  AMETEK  chairman  Dr.  John  H.  Lux.  Dr.  Lux  said 
that  his  company  had  purchased  the  110,000  square  foot 
Microfoam  production  plant  on  16  acres  in  Wurtland,  an 
Ashland,  Kentucky  suburb,  in  addition  to  the  extensive 
patents,  formulations,  and  rights  to  the  Microfoam  process 
and  trade  name. 

"The  Wurtland  plant  will  continue  to  operate  as  a 
separate  division  of  AMETEK,"  Dr.  Lux  said,  "and  we  have 
appointed  Herman  C.  Koch,  a  33-year  DuPont  veteran,  as 
general  manager  of  the  new  AMETEK  Microfoam  operation. 
Herm  Koch  went  into  marketing  and  management  of  DuPont 
packaging  materials  in  the  mid-50's,  and  has  been  involved 
with  the  Microfoam  business  from  its  earliest  stages.  Under 
his  direction,  and  with  the  support  of  the  outstanding 
Microfoam  people  who  are  joining  AMETEK,  we  expect  to 
expand  this  business  and  develop  new  markets  for  this 
unique  product,'"  Dr.  Lux  said. 

Marketed  through  a  nation-wide  distributor  organization 
for  industrial  packaging  applications,  Microfoam  has  re- 
placed paper,  corrugated  materials  and  other  plastic  mate- 
rials in  many  shipping  and  mailing  applications  because  of 
its  superior  cushioning  properties  and  ultra-low  density;  a 
ten-square  foot  sheet  of  one-eighth-inch  thick  Microfoam 
weighs  only  one  ounce.  It  is  widely  used  to  cushion  electron- 
ic components,  appliances  and  furniture  in  shipment.  A 
chemically  inert  material,  Microfoam  is  also  used  as  protec- 
tive packaging  for  food  products  and  fresh  produce.  Its 
thermal  insulating  qualities  have  made  it  a  specificed 
barrier  material  in  horticulture  and  construction,  including 
roofing  membranes  and  concrete  curing  applications. 

AMETEK,  a  FORTUNE-500  industrial  manufacturer  listed 
on  the  New  York  Stock  Exchange  since  1930,  reported  its 
fourth  consecutive  quarter  of  record  earnings  last  week, 
with  second  quarter  net  income  up  17  percent  to  $8.3 
million  or  39  cents  per  share  on  its  newly-split  stock, 
making  this  the  most  profitable  quarter  in  the  company's 
history. 

(Contact:  Darrah  E.  Ribble,  Jr.,  AMETEK,  Inc.  Station 
Square  Two,  Paoli,  PA  19301,  or  phone  (215)  647-2121.) 


YC.  N 
AMETEK  REPORTS  EARNINGS 
UP  17  PERCENT  IN  SECOND  QUARTER 

PAOLI,  PA.,  July  21— AMETEK,  Inc.  (NYSE-PSE)  reported 
the  most  profitable  quarter  in  the  company's  history  with 
earnings  up  17  percent  in  the  second  quarter  ended  June 
30th.  First  half  totals  were  also  at  record  levels  for  the 
industrial  manufacturer. 

In  the  three  month  period  ending  June  30th,  Ametek's  net 
income  reached  $8.3  million  or  39  cents  per  share  on  its 
newly-split  stock.  (A  100-percent  stock  dividend  was  dis- 
tributed July  15  to  stockholders  of  record  July  1,  1983.) 
Second  quarter  sales  showed  continued  improvement  at 
$108.9  million,  slightly  ahead  of  1982  s  second  quarter 
when  the  company  shipped  $105.6  million  which  produced 
net  income  of  $7.1  million  or  33  cents  per  share  (adjusted 
for  the  recent  stock  split). 

Net  income  for  the  first  half  of  1983  was  also  a  record  for 
AMETEK  at  $15.9  million,  up  more  than  12  percent  over  the 
$14.2  million  profit  in  the  first  six  months  of  1982. 
Earnings  figures,  adjusted  for  the  stock  split,  showed 
AMETEK  earned  73  cents  per  share  in  the  first  half,  versus 
65  cents  per  share  in  the  same  period  last  year. 

"While  we're  still  seeing  some  soft  spots,  over-all  AMETEK 


is  enjoying  a  steady  recovery  of  new  orders  and  business 
volume,"  company  president  Robert  L.  Noland  reported. 
"Net  income  has  been  strong  and  should  continue  to 
improve  due  to  a  combination  of  increased  productivity  from 
new  plants  and  more  efficient  production  equipment,  the 
continued  benefits  of  a  stringent  cost  cutting  program 
begun  in  anticipation  of  last  year's  recession,  and  slightly 
more  favorable  tax  rates,"  Noland  said.  "Record  earnings  in 
the  current  quarter  continue  a  growth  pattern  begun  in 
1970,"  Noland  added,  "representing  the  47th  quarter  in  the 
past  fifty  in  which  Ametek's  earnings  have  increased,  when 
compared  to  the  same  three  months  of  the  previous  year." 

AMETEK'S  Industrial  Materials  Group  of  aluminum  and 
plastics  business  is  showing  the  strongest  upturn,  accord- 
ing to  Noland,  and  its  Lamb  Electric  motor  division  also 
recorded  a  steady  improvement  in  new  orders,  reflecting  the 
recovery  in  construction,  automotive  and  appliance  markets. 
Noland  said  the  company  had  not  yet  seen  a  recovery  in  the 
capital  goods  market  and  most  of  AMETEK'S  Process  Equip- 
ment group  remained  slow.  "Certain  parts  of  the  Precision 
Instruments  group — newly-introduced  electronic  instru- 
ments, and  especially  systems  for  water  measurement  and 
conservation — are  doing  quite  well,"  Noland  added. 

AMETEK,  INC. 
3  Mos.  Ended  June  30         1983  1982 
Sales  $108,878,000  $105,592,000 

Net  income  8,329,000  7,140,000 

Earnings  per  share  .39*  33* 

Average  shares  outstanding     21,608,526*  21,800,026* 


6  Mos.  Ended  June  30 

Sales 

Net  income 
Earnings  per  share 
Average  shares  outstanding 


1983  1982 

$213,516,000  $216,250,000 

15,890,000  14,152,000 

.73*  .65* 

21,789,804*  21,791,062* 


In  the  past  four  consecutive  quarters,  AMETEK  earned 
$1.33*  per  share. 

*  Figures  adjusted  to  reflect  2-shares  for  1  stock  split 
distributed  to  stockholders  of  record  July  1  as  a  100 
percent  stock  dividend  on  July  15,  1983. 
(Contact:  Darrah  E.  Ribble  Jr.  of  AMETEK,  Inc.  at  Station 

Sq.  Two,  Paoli,  PA  19301,  or  phone  (215)  647-2121.) 

bBlnational  corporation^^™^^^^ 

SAN  MATEO,  CA.,  July  22— Bell  National  Corp.  (NASDAQ: 
BELL),  a  savings  and  loan  holding  company  engaged  in  the 
financing  of  commercial  aRd  residential  properties,  real 
estate  development  and  other  financial  services,  headquar- 
tered in  San  Mateo,  Friday  reported  record  earnings  for  the 
second  quarter  ended  June  30  of  $5,809,000,  or  $1  per 
primary  share,  or  99  cents  per  fully  diluted  share,  on 
revenues  of  $27,449,000. 

This  compares  with  a  profit  of  $27,000,  or  2  cents  per 
share,  on  revenues  of  $12.1  million  in  the  like  year-ago 
quarter. 

For  the  six  months  ended  June  30  earnings  were 
$11,987,000,  or  $2.07  per  primary  share,  or  $2.04  per  fully 
diluted  share,  on  revenues  of  $54,284,000  compared  to  a 
loss  of  $1,803,000,  or  54  cents  per  share  loss,  on  revenues  of 
$20,995,000  for  the  similar  six  month  period  last  year. 

David  L.  Butler,  President  of  Bell  National  Corp.  and  Chief 
Executive  Officer  of  its  principal  subsidiary,  Bell  Savings 
and  Loan  Association,  indicated  that  Bell's  secondary 
spread,  the  difference  between  its  cost  of  funds  and  its  yield 
on  earnings  assets,  was  2.06  percent  on  June  30  as 
compared  to  a  negative  1.18  percent  a  year  earlier. 

From  its  equity  participation  lending  activity,  the  com- 
pany also  estimated  that  it  had  a  potential  unrecognized 
benefit  of  $33.2  million,  of  which  $12.8  million  is  attribut- 
able to  loans  recorded  during  the  second  quarter. 

Through  equity  participation  agreements  Bell  had  ob- 
tained a  portion  of  the  equity  in  certain  real  estate  projects 
upon  which  it  had  made  mortgage  loans. 

Realization  of  income  from  these  participation  agree- 
ments is  contingent  upon  the  market  value  of  each  project 
at  such  time  as  the  equity  payment  obligation  to  Bell 
matures. 


Bell's  estimate  is  based  upon  its  valuation  made  wl 
the  project  loan  was  approved  and  does  not  include  fut 
changes  in  market  value. 

(Contact:  James  L.  Grauer,  President,  Bell  National 
poration,  400  South  El  Camino  Real,  San  Mateo,  CA  9441 
Phone:  (415)  348-8200.) 


COMPUTER  TASK  GROUP  INC. 

ANNOUNCES  RECORD  REVENUES  AND  ACQUISITION 

BUFFALO,  N.Y.,  July  18— Computer  Task  Group 
(NASDAQ:  CTSK)  a  computer  services  company  headq 
tered  in  Buffalo,  Monday  announced  record  revenues 
increased  earnings  for  the  second  quarter  and  first  hal 
1983. 

Quarterly  revenues  of  $13,011,000  represents  a  rec 
level  for  CTG  and  an  increase  of  33  percent  over  1982 

Earnings  per  share  after  adjusting  for  a  4-for-3  si 
split  (record  date:  May  13)  were  19  cents,  a  58  perc 
increase  over  last  year's  level  of  12  cents. 

Revenues  for  the  first  half  of  1983  totaled  $24,198,C 
an  increase  of  22  percent,  while  adjusted  earnings 
share  were  35  cents,  an  increase  of  13  percent. 

The  primary  contributing  factor  for  the  second  quart 
improved  earnings  over  last  year  was  the  strong  per 
mance  of  the  company's  Professional  Services  Division 

On  July  14,  CTG  announced  its  acquisition  of  Automa 
Business  Systems  Inc.,  a  New  York-based  professit 
services  company.  Four  months  earlier,  it  had  acqu 
Diversified  Systems  Inc.,  a  firm  based  in  St.  Louis 
Denver.  The  two  acquisitions  added  about  100  peopl 
CTG's  staff,  bringing  its  total  employment  level  to  more  t 
1,125. 

Computer  Task  Group  Inc.,  a  Buffalo-based  firm, 
offices  in  20  major  U.S.  cities  and  estimated  1983  rever 
of  $50  million,  is  one  of  the  largest  suppliers  of  compi 
related  professional  service  in  the  United  States. 

Among  its  services  are  business  programming;  syst 
analysis  and  design;  engineering  scientific  and  pro 
control  programming;  and  consulting. 

CTG's  Professional  Services  Division  derives  90  per 
of  its  revenue  from  clients  which  are  Fortune  500  sei 
companies  or  Fortune  500  industrial  companies. 

(Contact:  William  P.  Adamucci,  Vice  President-Fina 
Computer  Task  Group  Inc.,  800  Delaware  Ave.,  Buffalo, 
14209.  Phone:  (716)  882-8000.) 
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DRESHER  INC 

CHICAGO,  IL.  JULY  28— Dresher,  Inc.  (NASDAQ:  D' 
has  reported  higher  sales  and  sharply  increased  earn 
for  the  fiscal  year  ended  June  30,  1983  as  compared 
the  prior  year. 

The  company  also  announced  that  its  Boarc 
Directors  has  approved  plans  for  a  two-for-one 
increasing  the  outstanding  shares  to  approximately 
million.  The  split  is  subject  to  stockholder  approval  c 
increase  in  the  authorized  common  shares  at  the  Ocl 
11th  annual  meeting  and  a  final  review  by  the  Boai 
Directors  of  Dresher.  Dresher  holders  will  be  asked  to 
an  increase  in  the  authorized  common  to  three  m 
shares  from  one  million.  The  announcement  said  tha 
split  is  designed  to  increase  trading  activity  an 
broaden  the  potential  market  for  the  company's  s 
Dresher  currently  has  approximately  600,000  st 
outstanding. 

In  the  announcement,  A.  Barry  Merkin,  Chairman 
Chief  Executive  of  Dresher,  stated  that  "the  outstar 
results — achieved  in  the  midst  of  a  deep  recession- 
exceeded  our  expectations."  He  added,  "Most  importa 
the  fact  that  the  pace  of  current  incoming  orders  is 
strong.  We  expect  fiscal  1984  results  to  be  well  ahe. 
last  year." 

In  the  fiscal  year  ended  June  30,  Dresher  reportei 
income  of  $691,000  or  $1.18  a  share,  almost  triph 
prior  year's  net  income  of  $237,000  or  42C  a  share, 
for  the  year  amounted  to  $19.8  million,  up  from 
million  a  year  ago. 

In  the  fourth  quarter  ended  June  30,  Dresher's  net  in 


(For  information  on  advertising  in  Corporate  Report  Updates,  call  Sarah  Madison  (212)  620-2371) 
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lie  30%  to  $267,000  or  440  a  share,  as  compared  to 
05,000  or  36C  a  share  in  the  year  before.  Sales  for  the 
arter  amounted  to  $5.8  million,  an  increase  of  20%  from 
;  prior  year  sales  of  $4.8  million. 
Among  the  factors  cited  by  Mr.  Merkin  for  the  sizeable 
'nings  gains  were  a  14%  improvement  in  productivity — as 
asured  by  sales  per  employee — and  the  increased  effec- 
eness  of  the  sales  and  marketing  organization.  Mr.  Merkin 

0  attributed  the  favorable  results  to  "Dresher's  growing 
iition  of  leadership  in  the  industry,  the  expansion  of  its 
duct  line  to  include  brass-accented  white  metal  beds,  new 
les  of  brass  beds  as  well  as  a  broad  range  of  brass 
:essories,  and  the  growing  consumer  acceptance  of  quality 
ss  beds  and  related  products."  Merkin  added  that 
sher's  increased  customer  base  now  includes  distribution 
;Dugh  most  major  furniture  retailers  in  the  country." 
Qresher  is  the  country's  leading  maker  of  brass  beds.  It 

ame  a  public  company  early  in  January  1983  via  a 

1  tribution  of  its  stock  to  the  stockholders  of  its  parent 
,  lpany,  Standex  International  Corporation. 

First  Quarter  Ended  Fiscal  Year  Ended 

June  30  June  30 

1 983       1 982  1 983        1 982 

.sales         $5,794,000  $4,830,000  $19,239,000  $18,198,000 

j  income       $  267,000  $  205.000  $  691,000  $  237.000 

lings  per  share  $.44  $.36  $1.18  $.42 
I  age  shares 

Standing  620,05  0     559  203  5  84,97  2  559.203 

I [Contact  A.  Barry  Merkin,  Chairman,  Dresher,  Inc.,  P.O. 
8,  Bedford  Park,  IL  60499.  Phone:  (312)  594-8900.) 

5PITAL  CORPORATION  OF  AMERICA  N 

''lASHVILLE,  TN.,  July  18— Hospital  Corporation  of  Amer- 
jj  today  announced  continued  steady  growth  for  the 
itind  quarter  and  first  six  months  of  1983.  President  and 
il'f  Executive  Officer  Thomas  F.  Frist,  Jr.,  M.D.  reported 
\<ng  performances  in  all  areas  of  the  company's  oper- 
iins  during  the  quarter. 

i'HCA's  growth  can  be  attributed  primarily  to  continuned 
liinsion  of  the  company's  U.S.  and  international  hospital 
tip  through  construction,  acquisition  and  management  of 
nitals  for  others,"  said  Frist.  "HCA's  sustained  emphasis 
i1  ie  efficient  delivery  of  quality  patient  care  is  reflected  in 
i  /ear-to-date  2.8  percentage  point  improvement  in  oper- 
uz  expenses  as  a  percent  of  revenues,"  he  added. 
4vist  reported  that  HCA's  financial  position  was  further 
[oved  in  May  1983  when  an  $80  million  issue  of 
lidollar  indebtedness  was  converted  into  equity.  "HCA's 
i  30  position  of  52  per  cent  debt-to-48  per  cent  equity 
:ljpsents  the  strongest  financial  position  in  the  company's 
lliry,  Frist  stated. 

avenues    for    the    first    six    months  totaled 
^82,558,000,  up  13  per  cent  from  $1,750,492,000  in 
ame  period  of  1982.  Net  income  increased  45  per  cent 
'  1130,010,000,  compared  with  $89,513,000  last  year. 

■  ings  per  share  increased  25  per  cent  to  $1.51,  com- 

■  i|J  with  $1.21  in  the  first  half  of  1982.  The  1982  per 
;  ii;  figure  is  adjusted  for  the  company's  4-for-3  stock 

IK  distributed  in  January  1983. 
'Mr  the  second  quarter,  revenues  totaled  $974,289,000, 
ll  per  cent  from  $876,127,000  in  the  same  period  of 
!.  Net  income  increased  48  per  cent  to  $61,000,000, 
1  iiared  with  $41,321,000  in  the  second  quarter  of  1982. 
ngs  per  share  increased  25  per  cent  to  $.70,  com- 
■II  with  $.56  last  year  (split  adjusted), 
iring  the  second  quarter,  10  hospital  construction 
■  icts  were  completed,  including  a  150-bed  hospital  in 
•  t  teville,  N.C.,  a  140-bed  facility  in  Lafayette,  LA.,  a  206- 
tospital  in  Corsicana,  Texas,  a  200-bed  hospital  in 
:  ,  Texas  and  a  125-bed  psychiatric  facility  in  Hampton, 
ie  Texas  and  Virginia  facilities  replaced  older  hospitals 
d  by  HCA.  An  additional  37  hospital  projects  were 
construction  at  June  30,  1983. 
June,  HCA  acquired  two  hospitals  in  Wharton,  Texas 
were  previously  owned  by  a  not-for-profit  foundation. 
Jans  to  consolidate  the  two  facilities  and  build  a  new 
ied  replacement  hospital.  In  addition,  HCA  acquired  a 
id  spinal  cord  rehabilitation  center  in  Florida  during 
larter. 


Eleven  new  management  contracts  were  signed  during 
the  second  quarter  comprising  a  total  of  1,400  beds.  The 
new  managed  facilities  added  during  the  quarter  are 
located  in  Alabama,  Georgia,  Michigan,  Minnesota,  New 
York,  North  Carolina  (3),  Pennsylvania,  Tennessee  and  West 
Virginia.  At  the  end  of  the  quarter,  155  hospitals  were 
managed  for  other  owners.  Two  additional  contracts  became 
effective  July  1,  in  Savannah  and  Folkston,  Georgia. 

In  June,  HCA  and  Vanderbilt  University  Medical  Center 
announced  an  agreement  in  principle  to  build  and  operate 
an  88-bed  child  and  adolescent  psychiatric  hospital  in 
Nashville.  This  project  represents  the  first  joint  venture 
between  HCA  and  a  university  medical  center.  HCA's  psychi- 
atric subsidiary  is  currently  the  leading  owner  and  operator 
of  psychiatric  hospitals  in  the  United  States  with  24 
facilities  and  approximately  3,000  beds. 

Internationally,  the  company's  operations  were  expanded 
during  the  quarter  with  the  acquisition  of  an  additional 
hospital  in  Australia  and  completion  of  constructions  of 
hospitals  in  England  and  in  Brazil.  HCA's  international 
subsidiary  now  own  11  hospitals  in  Australia,  six  in  England 
and  six  in  Brazil.  In  total,  HCA  subsidiaries  own  or  manage 
31  international  hospital  projects  in  seven  countries. 

HCA  is  a  publicly  owned  international  health  care  com- 
pany committed  to  the  delivery  of  quality  patient  care  at  a 
reasonable  cost.  HCA  and  its  affiliates  now  own  or  manage 
for  others  more  than  370  hospitals  with  over  53,000  beds 
worldwide. 

Three  Months  Ended  June  30:  1983  1982  %  Inc. 

Operating  revenues  $974,289,000   $876,127,000  11 

Income  before  Income  taxes  103,100,00  0  68,021.000  52 
Provision  tor  income  taxes  42,100,000      26,700.000  58 

Net  Income  61,000,000      41,321,000  48 

Net  income  per  common  and 
common  equivalent  shares  $.70  $.56  25 


Six  Months  Ended  June  30:  1983  1982 

Operating  revenues  $1,982,558,000  $1,750,492,000 


Income  before  income  taxes 
Provision  for  income  taxes 
Net  Income 

Average  number  of  common  and 
common  equivalent  shares 

Net  income  per  common  and 
common  equivalent  share 


217,910,000 
87,900,000 
130,010,000 


I46.413.C 
56,900,000 
89,513,000 


%  Inc. 
13 
49 
54 
45 


87,354,000      79,668,000  10 


$1.51 


$1.21  25 


(Contact:  Victor  L.  Campbell,  Vice  President-Corporate 
Communications,  Hospital  Corporation  of  America,  P.O.  Box 
550,  Nashville,  TN  37203.  Phone:  (615)  327-9551.) 

LASERTECHNICS,  INC.  0 

Albuquerque,  NM,  July  5 — Lasertechnics,  Inc.  (NASDAQ: 
LASX),  an  Albuquerque  laser  manufacturer,  demonstrated 
two  new  lasers  at  its  first  shareholders'  meeting  July  1, 
1983.  One  of  the  new  lasers,  a  krypton-fluoride  excimer 
system,  produces  short  but  powerful  pulses  of  ultraviolet 
light.  Lasting  only  a  few  billionths  of  a  second,  each  of  the 
pulses  delivers  more  than  30  million  watts  of  power. 
Company  president  Eugene  L.  Watson  says  that  the  laser 
has  been  purchased  by  the  Los  Alamos  National  Laboratory, 
where  it  will  be  used  to  study  atomic  fusion. 

The  second  new  laser  is  being  developed  as  an  automatic 
marking  system,  which  will  have  a  number  of  applications 
in  the  electronics  and  packaging  industries.  In  laser  mark- 
ing, the  light  beam  vaporizes  a  thin  layer  of  material  on  the 
surface  of  an  object,  leaving  a  clear,  indelible  mark.  It  can 
be  used  to  write  letters,  numbers,  symbols  and  codes  on  a 
wide  variety  of  products.  The  laser  marking  process  is  many 
times  faster  than  conventional  ink  devices. 

(Contact:  Eugene  L.  Watson  of  Lasertechnics,  Inc.  at 
6007  Osuna  Road,  Albuquerque,  NM  87109,  or  phone  (505) 

STABELL  RESOURCES  INC.  V 
(SLR)  Stabell  Resources  of  Vancouver  B.C.  reported 

STABELL  RESOURCES  announced  that  they  have  retained 
the  services  of  Kilborn  Associates  of  Montreal,  Canada 
having  evaluated  work  completed  to  date  and  substantiated 
initial  drill  results  on  Vein  #2  and  research  on  Shafts  #1 
and  #2. 

Priority  targets  based  on  Kilborn  evaluation  and  recom- 
mendation, will  be  a  75,000'  drill  program,  to  test  extension 
of  the  #4  zone  from  Western  boundary  (former  gold  Droduc- 


er  Sullivan  Mines).  The  projection  of  this  structure  from 
North-West  to  South-East  across  Stabell  property  towards 
Shaft  #2.  This  area  within  the  Batholith,  has  never  been 
tested  North  of  Shaft  #2. 

Initial  drilling  on  1,200'  strike  West  of  Stabell  Lake  in  60' 
centres  to  vertical  depth  of  800-l,000ft  and  600'  strike  East 
of  Stabell  Lake,  during  winter  months  when  lake  surface  is 
frozen.  This  #4  zone  was  the  principal  structure  on  the 
Sullivan  Mines  property  which  produced  1.1  million  ounces 
of  gold. 

Should  drill  program  outline  this  structure  and  prove 
favourable  tonnage,  phase  II  would  commence  immediately 
dewatering  existing  3  compartment  Shaft  #2  (depth  1025') 
and  rehabilitation  of  underground  workings  for  detail  under- 
ground exploration  program. 

The  Kilborn  report  also  recommends  conrurrent  surface 
drilling  program  to  extend  the  orebody  at  depth  at  Shaft  #1 
original  orebody  Stabell  vein  #1  and  further  recommends 
depth  drilling  beyond  500'  vertical  on  vein  #2.  The  present 
combined  reserves  of  Shaft  #1  and  vein  #2  could  substan- 
tially be  increased  with  this  program.  The  probable  exercise 
of  all  of  class  A&B,  warrants  by  September  13, 1983,  would 
raise  another  980,000  for  Stabell  treasury.  Management  is 
very  encouraged  with  work  completed  to  date,  and  remains 
optimistic  on  potential  of  this  strategically  located  property. 
CAPITALIZATION 

Stabell  Resources  Inc. 

Authorized  10,000,000  shares 

Issued  3,400,000  shares 

Listed  Vancouver  Stock  Exchange  SLR 

(Contact  Louis  Roy,  Sec.  Treas.,  1271-7th  Street,  Val 
d'Or,  Que.,  J9P  3S1  (819)  825-8628  or  Bill  Hallessey,  2055 
Peel  Street,  Montreal,  Que.,  H3A  3B8  (514)  845-0834  or 
D^^WSm^^^^v^^O^^^^^^^^ 

UNITED  TELECOMMUNICATIONS,  INC.  N 

KANSAS  CITY,  MO.,  July  11— United  Telecommunications, 
Inc.  earnings  per  share  for  the  first  half  of  1983  were 
$1.34,  up  12  percent  from  $1.20  in  the  first  six  months  of 
1982,  Chairman  Paul  H,  Henson  announced  today.  United's 
consolidated  revenues  and  sales  increased  8  percent  to 
$1.3  billion  in  the  period. 

Earnings  per  share  in  the  second  quarter  were  70  cents, 
compared  to  56  cents  in  the  three  months  ended  June  30, 
1982.  For  the  12  months  ended  June  30, 1983,  earnings  per 
share  were  $2.63,  compared  to  $2.40  for  the  12  months 
ended  June  30,  1982. 

Henson  said  effective  expense  control  and  stronger  long 
distance  telephone  business  provided  the  impetus  for  the 
second  quarter  earnings  growth.  Long  distance  calling 
volume  was  up  7.9  percent  in  the  second  quarter  and  7.3 
percent  in  the  first  six  months. 

"We  are  encouraged  by  an  improving  business  climate  in 
most  of  our  markets,"  Henson  said.  "We  expect  a  good 
second  half,  but  one  in  which  our  per  share  earnings  growth 
will  be  less  robust  than  in  the  first  six  months  of  1983." 
Henson  noted  that  United  Telecom's  telephone  operations 
were  particularly  strong  in  the  second  half  of  1982  and  that 
the  average  number  of  common  shares  outstanding  is  up  7 
percent  from  the  previous  year. 

UNITED  TELECOMMUNICATIONS,  INC. 

(Consolidated) 
(Thousands  ut  Dollars) 

6  Mos.  Ended  June  30 

1983  1982 

Revenues  and  sales: 

United  Telephone  System                $  979,037  $  886,739 

United  Communications  Systems            230,02  0  228,444 

United  Telecom  Computer  Group              74,014  76,116 

United  Telecom  Communications              11,208  10,545 

Inter-Company  Sales                           (8,888)  (8,216) 


$1,285,391 

$  113,694 
2,315 
$  111,379 


$1.193,628 

$  96,296 
2,491 
$  93,805 


Net  Income 

Preferred  stock  dividends 
Earnings  applicable  to  common  stock 

Earnings  per  share: 

Assuming  no  dilution 

Assuming  full  dilution 
Average  number  of  common  shares 

(Contact:  Don  Forsythe,  United  Telecommunications,  Inc., 
P.O.  Box  11315,  Plaza  Station,  Kansas  City,  MO  64112. 
Phone:  (913)  676-3343.) 


$1.34 
$1.31 
83,356,000 


$120 
$1  18 

77.899,000 


DIVIDENDS 
EACH  YEAR 
SINCE  1912 


Stock  Trends 


The  Board  of  Directors  of 
ENSERCH  Corporation  on 
July  21,  1983,  declared  a 
regular  quarterly  dividend 
of  40  cents  per  share  of 
common  stock,  payable 
September  6,  1983,  to 
shareholders  of  record 
August  19,  1983. 

For  additional  information, 
please  write  to  Benjamin  A. 
Brown,  Vice  President,  Finan- 
cial Relations ,  Dept.  C, 
ENSERCH  Center,  Box  999, 
Dallas,  Texas  75221. 


CORPORATION 


TEACHING  KIDS 

BUSINESS  IS 
OUR  BUSINESS. 


junior  Achievement  offers  business 
people  a  rare  opportunity.  A  chance 
to  share  their  knowledge  with  the 
next  generation  of  business  people. 

In  our  JA  evening  program  you'll 
meet  once  a  week  with  high  school 
students  to  help  them  set  up  and  run 
their  own  companies.  Or,  in  our 
daytime  program,  Project  Business, 
you'll  go  into  classrooms  once  a 
week  to  teach  8th  or  9th  graders 
about  the  business  world. 

To  find  out  more  about  Junior 
Achievement  contact  our  local  office 
listed  in  your  white  pages  or  write 
lunior  Achievement  Inc.,  National 
Headquarters,  550  Summer  St., 
Stamford,  Conn.  06901. 

Like  over  30,000  other  men  and 
women  you'll  discover  a  special 
sense  of  achievement  when  you  join 
lunior  Achievement. 

A  little  pride  will 
go  a  long,  long  way. 


m  1L  M8IML8 

-JL'  Ristorante  Italiano 

FORBES,  NEW  YORK  TIMES 
ikW^k        AND  GOURMET 

.  1460  SECOND  AVE.,  (76  &  77)  N.Y.C.  535-9310  . 


Continued  caution  still  is  recommended 
until  the  stock  market  finishes  its  shake- 
out,  but  next  year  the  DJI  could  be  1600. 

DOING  NUMBERS 
ON  1984 


By  Ann  C.  Brown 


Q2V2.  Hard  to  believe  it,  but  here  we 
are  smack  dab  in  the  middle  of  the 
third  quarter.  Not  a  minute  too 
soon  to  start  looking  ahead  to  next 
year  and  engaging  in  a  little  educat- 
ed guessing  on  what  could  be  in 
store  for  stockholders.  In  the  pres- 
ent climate  of  relative  peace  and 
reasonable  prosperity,  examine,  if 
you  will,  a  few  facts  and  figures  that 
could  affect  your  finances  over  the 
next  dozen  months  or  more. 

7°F.  The  probable  temperature 
the  day  the  first  hamlet  votes  in  the 
New  Hampshire  primary.  If  the  eco- 
nomic recovery  continues  apace 
and  Mr.  Reagan's  good  health  holds, 
he  would  appear  to  be  unbeatable. 
And,  since  the  stock  market  hates 
change  almost  as  much  as  it  hates 
uncertainty,  the  reelection  of  the 
President  should  be  better  for  inves- 
tors than  the  election  of  anyone 
else,  Democrat  or  Republican. 

$100,000,000,000-plus.  The  esti- 
mated amount  of  U.S.  bank  loans  to 
foreign  governments  and  corpora- 
tions. Fully  $80  billion  is  on  the 
"endangered  species"  list — $69  bil- 
lion to  the  Big  Five  Latin  American 
countries  alone.  Citicorp,  Chase 
Manhattan  and  other  liberal  lenders 
are  hoping  they  don't  have  to  write 
this  promissory  paper  down  to  zero. 
Chances  are,  they  won't  have  to. 

Ann  C  Brown  is  chief  executive  officer  of  the 
equity  cuivisoty  and  portfolio  management 
firm  of  AC.  Brown  &  Associates. 


Washington  has  shown  a  strong 
preference  for  backing  the  banks 
over  landing  the  troops  in  countries 
threatened  with  Communism. 

9%-8%-4%.  What  the  Adminis- 
tration dreams  will  be  1)  the  prime 
rate;  2)  the  unemployment  rate;  and 
3)  the  inflation  rate  come  Nov.  6, 
1984.  Each  component  of  this  series 
could  be  lower  than  it  is  now,  but 
that  low?  Not  likely.  The  unemploy- 
ment numbers  are  certain  to  domi- 
nate the  political  debates,  but  it's 
the  inflation  rate  that  will  control 
securities  prices. 

6'  7".  Paul  Volcker,  now  con- 
firmed for  a  second  term  as  Chair- 
man of  the  Federal  Reserve  Board, 
will  make  his  towering  presence 
felt  as  he  and  his  colleagues  struggle 
to  maintain  a  middle-of-the-road 
monetary  policy.  Too  much  money, 
and  the  recovery  suffers  inflation 
burnout;  too  little  money,  and  it 
crashes  from  an  interest  rate  high. 

1,  2,  3.  The  Ms  that  measure  the 
money  supply  used  by  the  Fed  to 
determine  when  to  tighten  up  and 
lighten  up.  Recent  moves  to  change 
the  parameters  when  the  results  ex- 
ceed the  guidelines  could  start  a 
dangerous  precedent. 

$450.  Probably  the  average  price 
of  gold  in  1984,  providing  no  one 
bombs  Johannesburg  or  lidda.  Infla- 
tion should  remain  low  enough  and 
interest  rates  high  enough  to  make 
the  carrying  costs  of  hoarding  pre- 
cious metals  unrewarding.  Joining 
gold,  silver  and  platinum  as  poten- 
tial investment  nonperformers  are 
diamonds,  stamps,  Chinese  ceram- 
ics, antiques  and  most  other  collec- 
tibles— and  most  real  estate. 

1465.  Best  single-point  estimate 
of  the  DJI  high  in  1984.  Calculated 
by  predicting  the  inflation  rate 
(5.5% )  and  adding  the  "cost  of  mon- 
ey" (4%) — the  return  expected  in 
the  absence  of  inflation,  plus  trans- 


MONEY  &  INVESTMENTS 


action  costs.  Divide  into  100  for  the 
multiplier  (10.5%).  Multiply  by  the 
estimated  1984  earnings  for  the  30 
Dow  stocks  ($139.50).  If  the  earn- 
ings come  closer  to  $145  and  the 
inflation  rate  averages  5%,  it's  con- 
ceivable that  the  DJI  could  reach 
1600  next  year. 

Okay,  you  say.  If  it's  likely  the 
DJI  could  be  250  to  350  points  high- 
er next  year  than  it  is  now,  what's 
recommended?  Continued  cau- 
tion— until  the  market  finishes  the 
shakeout,  although  some  very  at- 
tractive stocks  already  have  been 
hit,  and  hit  hard.  Take  Coleco  (36), 
for  example.  A  couple  of  months 
ago  the  stock  exploded  to  65,  a  spec- 
tacular 1,000%  appreciation  from 
its  last  summer's  low  of  63A — too 
good  to  be  true  and  much  too  good 
to  last.  Since  the  correction,  Coleco 
sells  at  6  times  next  year's  estimat- 
ed earnings  of  $5.50  per  share.  The 
stock  looks  like  a  buy  if  you  can 
handle  the  heavy  risk  that  earnings 
might  not  make  the  estimate. 

Delta  Air  Lines  (3 1 )  has  been  in  a 
nosedive  ever  since  it  hit  51.  The 
reason  for  this  free-fall  is  that  the 
company  will  show  an  ugly  deficit 
for  fiscal  1983  (and  a  dividend  cut), 
back  to  back  with  disappointing 
earnings  in  1982.  However,  with 
new  cost-efficient  equipment  now 
in  operation  and  more  coming  on 
stream,  Delta  could  report  a  sharp 
earnings  rebound — if  loan  factors 
continue  to  improve,  fuel  bills  stay 
stable  and  interest  rates  don't  take 
off.  Delta  management  is  consid- 
ered excellent,  and  should  it  man- 
age to  produce  the  fiscal  1984  per- 
share  earnings  of  $4.50  to  $5  and  $8 
for  1985 — current  estimates — its 
i  reputation  will  be  well  deserved. 
Walt  Disney  (66)  is  down  nearly 
25%  from  its  high  of  84.  Earnings 
estimates  have  been  cut  because  of 
the  continuing  concern  over  the 
strength  of  the  dollar  and  the  ad- 
verse effect  it  will  have  on  the  com- 
pany's foreign  earnings.  Also  worri- 
some are  the  costs  surrounding  the 
j  new  Disney  Channel  cable  TV  oper- 
'"  ation  and  a  shortfall  in  attendance 
r"T  at  Tokyo  Disneyland.  For  the  year 
ending  this  September,  earnings 
should  be  in  the  area  of  $3.30  to 
|  $3.50  per  share.  In  fiscal  1984  earn- 
'  ;  ings  are  anticipated  to  be  $4.95  to 
$5.25,  making  Disney  interesting  at 
current  prices  and,  below  60,  down- 
right fascinating.  ■ 


Business  news 

The  executives  who  run 
the  world's  20,000  largest 
corporations  were  asked  to 
name  their  most  reliable 
source  of  Business  News* 

The  result  may  surprise 
you,  but  it  won't  surprise 
American  readers  of  the 
Financial  Times. 


in  the  round. 

If  you  haven't  seen  the 
Financial  Times  recently, 
we'd  like  to  send  you  a 
sample  copy. 

Write  or  call: 
F.T.  Publications,  Inc. 
75  Rockefeller  Plaza, 
New  York,  NY  10019 
(212)  489  8300 
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mBESSmm  Tokyo  to  protest 

Miners     Chrysler    aSaillSt  FfeRCh 


Interest  rate 


Politicians 
natL-h  the  . 
"father  as    flOpeS  DriOg 


*  Survey: 
Annual 
Investment 
Files  1982 


Dm  Your  Mutual  Fund 

Gain  645 . 9°/o  over. 
the  Past  Five  Years? 

"United  Services  Gold  Shares,  Inc  has  outperformed  all  other 

mutual  funds  for  five  years. "  Business  Week,  3/21/83. 

Take  this  opportunity  to  learn  more  about  the  country's  top-performing  mutual 
fund.  UNITED  SERVICES  GOLD  SHARES  is  RANKED  NUMBER  ONE  in  per- 
formance over  the  past  five  years*  and  NUMBER  ONE  in  performance  for  the 
past  1 2  months.*  Astute  investors  the  world  over  have  made  it  the  nation's  largest  no- 
load  gold  mining  share  fund.  And  with  good  reason.  Performance.  Convenient  $500 
minimum.  Telephone  exchange  privileges  with  U.  S.  Treasury  Securities  Fund,  U.S. 
Growth  Fund,  Prospector  Fund,  and  Good  &  Bad  Times  Fund. 

No  sales  commission,  no-load  funds.  100%  of  your  money  is  invested. 
Approved  for  IRA,  Keogh,  403(B),  and  Corporate  Pension  and  Profit  Sharing  Plans. 
Request  your  FREE  PROSPECTUS  today.  Read  it  carefully  before  investing. 
'Schabacker  Investment  Management.  Yields  computed  through  June  1983,  divi- 
dends reinvested.  Past  12  months  gain  188.7%. 

Past  performance  does  not  necessarily  indicate  future  results. 


UNITED 
SERVICES 
GOLD 
SHARES,  Inc. 


™      Please  send  me  a  free  prospectus  regarding: 


□  United  Services  Gold  Shares 

□  U.S.  Treasury  Securities  Fund 

□  Good  and  Bad  Times  Fund 

□  Prospector  Fund 

□  Corporate  Pension  &  Profit-Sharing  Plans. 


□  U.S.  Growth  Fund 

□  IRA 

□  Keogh 

□  403(B) 


Name 

Address 

City/State/Zip 

Return  coupon  to  UNITEO  SERVICES  FUNDS.  P.O.  Box  29467, 
San  Antonio  TX  78229.  TOLL  FREE  1  -800-531  -5777.  FB-829 
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Property  Strategies 


Changing  residences  is  never  fun.  But 
planning  can  remove  some  of  the  pain 
from  personal  real  estate  transactions. 

MOVING  ON 


By  Stephen  E.  Roulac 


Psychologists  tell  us  that  buying 
and  selling  a  house  is  among  the 
most  stressful  of  all  life  exper- 
iences. This  certainly  was  true  for 
Lorraine,  a  friend  who  recently  sold 
her  condominium. 

She  decided  to  move  because  the 
undeveloped  tract  across  the  street 
from  her  home,  which  she  long  had 
considered  her  private  preserve,  was 
being  graded  for  a  new  housing  proj 
ect.  A  deteriorating  neighborhood 
also  forced  her  to  pay  private  school 
tuition  for  her  son. 

On  a  Sunday  drive,  Lorraine  saw 
an  open  house  at  another  develop- 
ment. She  discovered  that  the  prop- 
erty, a  condominium  listed  exclu- 
sively through  a  broker,  was  on  the 
market  because  the  woman  who 
owned  it  needed  to  raise  some  quick 
cash.  The  location  offered  an  easier 
commute,  more  space  and  a  strong 
public  school  system. 

Lorraine  faced  several  decisions. 
Should  she  buy  the  condominium? 
How  much  should  she  pay?  How 
should  she  finance  the  deal? 
Should  she  try  to  sell  her  unit 
without  a  broker?  And,  perhaps 
more  important,  how  should  she 
coordinate  the  timing  of  all  these 
transactions? 


Stephen  E  Roulac  is  chairman  of  National 
Management  Advisory  Services,  a  division  of 
Kenneth  Leventbal  &  Co.,  a  national  CPA 
and  consulting  firm  specializing  in  real 
estate  and  financial  services. 


As  a  bit  of  friendly  advice,  I  sug- 
gested the  following  strategy.  First, 
arrange  a  home  equity  loan.  This 
provides  the  cash-in-hand  to  negoti- 
ate a  purchase  effectively.  A 
number  of  financing  programs,  fea- 
turing 15-year  and  even  30-year  am- 
ortization schedules,  are  available. 

Having  this  financing  in  place 
may  also  help  sell  your  present 
residence.  Many  of  these  loans  are 
assumable,  a  plus  for  potential  pur- 
chasers. Under  the  best  of  circum- 
stances, arranging  a  mortgage  is  a 
less-than-pleasant  experience,  and 
today  processing  can  take  30  days, 
45  days  or  longer.  Lenders  let  peo- 
ple go  when  the  housing  market 
was  in  the  doldrums,  and  business 
has  picked  up  faster  than  new  hir- 
ing. Every  broker  has  his  own  hor- 
ror story  of  deals  lost  because  of 
slow  approvals. 

As  for  how  much  to  pay,  most 
real  estate  buyers  look  too  closely 
at  the  price  and  not  enough  at  un- 
derlying economics.  Start  with  the 
premise  that  the  majority  of  today's 
asking  prices  are  unrealistic.  Knock 
off  maybe  25%  to  get  in  the  ball 
park.  Don't  forget  that  borrowing 
funds  from  the  seller  at  below  mar- 
ket rates  can  reduce  the  real  costs 
dramatically. 

Changing  residences  also  changes 
things  like  mortgage  debt  service, 
property  taxes,  telephone,  utilities, 
transportation,  schooling,  even  en- 
tertainment. Consider  both  the  ab- 
solute dollars  and  the  tax  conse- 
quences. Property  taxes  and  inter- 
est, for  example,  are  deductible; 
private  school  tuition  and  other 
housing-determined  expenses  are 
not.  What  this  means  is  that  you 
can,  in  fact,  come  out  ahead  by  pay- 
ing more  for  property,  where  the 
increased  price  is  reflected  in  inter- 
est on  a  higher  mortgage,  if  you  can 
save   on   nondeductible  expendi- 
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tures,  such  as  private  school  tuition. 

What  about  selling?  Setting  the 
price  is  a  key  tactical  decision. 
The  best  guidance  here  is  to  look 
at  what  the  competition  is  doing. 
No  matter  how  valuable  your 
property  may  be,  if  others  are  will- 
ing to  sell  for  a  lot  less,  you  can- 
not ignore  them — at  least  not  un- 
til that  inventory  clears  the  mar- 
ket. However,  if  the  competition 
happens  to  be  very  inflated  in  its 
own  pricing  assessments,  you  can 
come  in  lower  and  still  have  lots 
of  bargaining  room. 

Selling  a  residence  without  a 
broker  is  impractical  for  most  peo- 
ple. During  the  workday,  no  one  is 
available  to  answer  the  phones.  If 
you  do  manage  to  get  an  offer,  you 
may  be  at  a  loss  as  to  how  to 
handle  the  paperwork,  do  the  nego- 
tiating, close  the  escrow.  While 
some  self-help  books  are  available, 
a  good  broker  can  add  value  to  a 
transaction — provided  you  use  him 
or  her  wisely. 

Make  it  clear  initially  that  you 
will  work  exclusively  with  one 
broker,  that  you  are  very  serious  and 
a  deal  will  ensue.  That  way  you 
won't  get  treated  like  a  look-see 
prospect.  As  for  a  purchase,  proceed 
with  caution  before  dealing  through 
the  listing  broker.  After  all,  he  rep- 
resents the  seller.  Better  to  deal 
through  the  broker  you  are  using  to 
sell  your  property.  He  will  receive  a 
3%  commission — splitting  the  6% 
total  with  the  seller's  broker.  If  you 
found  the  property  on  your  own,  he 
should  be  willing  to  give  most  of 
this  money  back  to  you. 

Buyers  and  sellers  always  want  to 
reduce  the  brokers'  commissions. 
But  generally,  it  is  a  bad  idea  to 
discuss  this  at  the  beginning  of  a 
relationship.  Better  to  propose  a 
commission  reduction  when  the 
deal  is  almost  final  and  just  a  few 
thousand  dollars  separate  the  par- 
ties. That's  when  your  leverage  is 
greatest. 

Even  after  all  the  analysis  and 
negotiating,  however,  remember 
that  personal  real  estate  transac- 
tions involve  more  than  dollars 
and  cents.  Intuitive  and  qualita- 
tive measures  of  value  can  be  just 
as  important.  Do  your  homework 
and  understand  all  the  economic 
and  tax  issues.  But  then  don't  be 
afraid  to  buy  something  just  be- 
cause you  like  it.  ■ 
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Flashbacks 


Edited  by  Dero  A.  Saunders 


"The  more  things  change. .  . ." 
Items  from  past  issues  of  Forbes 

Sixty  years  ago  in  Forbes 

'From  the  issue  of  September  1,  1923) 

"Herbert  Hoover  has  striven  heroical- 
ly to  help  the  business  world  since  he 
became  head  of  the  Department  of 
Commerce.  He  has  made  a  special 
point  of  collecting  and  distributing 
useful  facts  and  figures,  thus  helping 
businessmen  to  base  judgments,  not 
on  guesswork,  but  on  the  fullest  infor- 
mation obtainable.  All  enlightened 
business  leaders,  realizing  the  value 
and  desirability  of  such  work,  have 
given  Secretary  Hoover  and  his  depart- 
ment every  cooperation.  But,  though  it 
may  be  hard  to  believe,  there  are  still  a 
few  men  at  the  head  of  important 
enterprises  who  prefer  darkness  to 
light,  secrecy  to  frankness. 

"One  such  offender  is  William  M. 
Wood,  the  old-school  autocrat  who 
still  heads  the  American  Woolen  Co., 
:alled  in  the  trade  the  Woolen  Trust. 
Mr.  Hoover's  department  has  sought 
to  keep  the  country  posted  on  the 
amount  of  wool  consumed  month  by 
month,  just  as  such  information  is 
furnished  in  regard  to  cotton.  But 
though  the  great  majority  of  manufac- 
turers have,  naturally,  cooperated 
with  the  government,  do  you  think 
for  a  moment  that  Wood  has?  No.  He 
takes  the  attitude  that  what  the  Wool- 
en Trust  does  is  none  of  the  govern- 
ment's and  none  of  the  public's  busi- 
ness. He  refuses,  the  New  York  Times 
announces,  to  give  the  authorities  the 
information  they  desire  in  the  public 
interest." 

'Traffic  congestion  on  the  most  fre- 
quented streets  and  roads  in  or  near 
all  big  cities  in  America  may  prove 
the  deciding  factor  to  get  brakes  on  all 
four  wheels  adopted  as  standard  for 
1924  cars  and  ever  after.  So  says  the 
managing  editor  of  this  magazine, 
:onsidering  himself  the  typical  Amer- 
ican motorist  who  always  selects  the 
most  popular  and  crowded  route  be- 
tween two  points,  always  drives  as 
fast  as  possible,  and  always  keeps  his 
distance  in  the  jam  by  means  of 
brakes  and  bumpers." 

Fifty  years  ago 

September  1,  1933) 

"Although  the  effects  of  the  codes  are 
still  obscure,  the  National  Recovery 
Administration  can  claim  full  credit 
for  one  job  that  proved  exceedingly 


The  Blue  Eagle  was  the  symbol  of  the 
National  Recovery  Act,  which  starting  in 
mid- 1933  set  wage,  hour  and  trade 
practice  standards  across  U.S.  industry 

constructive — its  successful  media- 
tion of  labor  disputes  pending  public 
hearings  on  the  codes  for  the  affected 
industries.  The  first  feather  in  NRA's 
cap  was  settlement  of  the  soft  coal 
strike  in  the  Pennsylvania  fields;  then 
came  additional  strikes  in  Pennsylva- 
nia— in  anthracite  mines  and  in  ho- 
siery and  shirt  factories;  then  the  New 
York  City  dress  strike,  which  threat- 
ened developments  nearly  as  serious 
as  those  in  the  coal  fields.  All  these 
disputes  were  settled  peacefully,  and 
NRA's  National  Labor  Board  now  is 
working  on  labor  troubles  from  Los 
Angeles  to  Philadelphia  and  from 
Chicago  to  Birmingham." 

"One  interesting  development  to  be 

watched  is  the  demand  for  cartons 
holding  only  6  bottles.  This  was  ap- 
parently first  introduced  to  the  trade 
by  Pabst  and  other  middle  western 
brewers,  and  seems  to  be  popular  with 
the  consumer  because  it  is  so  much 
easier  to  buy  or  to  carry  a  carton  of  6 
than  one  of  12  or  24.  Eastern  brewers 
have  not  up  till  now  given  much  at- 
tention to  the  small  carton." 

"In  the  past  two  years,  Florida  orange 
growers  have  marketed  large  quanti- 
ties of  fruit  in  open-mesh  cotton  bags 
whose  interstices  are  wide  enough  to 
reveal  clearly  the  half-dozen  or  so  or- 
anges in  each  sack.  Their  enterprise 
has  been  rewarded  by  the  enthusiastic 


approval  of  consumers.  Oranges 
packed  in  cotton  bags  attracted  atten- 
tion; they  were  easy  for  consumers  to 
handle;  they  could  be  displayed  effec- 
tively; and  the  bags,  once  empty, 
could  be  reused  in  a  variety  of  house- 
hold tasks." 

Twenty-five  years  ago 

(September  1.  1958) 

"However  the  stock  market  exits 
from  1958  four  months  hence — like  a 
snorting  bull  or  a  growling  bear — it 
will  almost  certainly  be  a  mighty 
winded  animal.  That,  at  least,  was  the 
outlook  when,  at  press  time  last 
month,  the  New  York  Stock  Ex- 
change closed  its  books  on  still  an- 
other day  of  brisk  volume,  in  which 
more  than  3  million  shares  were  trad- 
ed. At  that  pace,  we  reckoned,  1958 
might  prove  to  be  the  biggest  volume 
year  since  the  wild  trading  spree  of 
1955,  when  649,602,291  shares  traded 
hands.  ...  As  of  late  August,  the  Big 
Board  had  recorded  26  days  this  year 
in  which  trading  volume  had  exceed- 
ed 3  million  shares,  and  4  of  those  had 
actually  seen  more  than  4  million 
shares  bought  and  sold.  By  itself,  an 
imposing  record." 

"Within  the  next  few  months  there 
will  go  on  sale  in  Manhattan  the 
first  models  of  a  compact,  four-cylin- 
der, four-passenger  car  called  the 
Datsun.  The  Datsun  is  made  in  Ja- 
pan. Everything  in  it  is  Japanese,  in- 
cluding the  design  and  engineering. 
In  terms  of  the  300,000  or  so  foreign- 
made  cars  which  Americans  will 
drive  out  of  the  showrooms  this  year, 
the  Datsun  is  not  likely  to  burn  up 
the  road  in  sales.  But  symbolically 
the  shiny  little  motor  car  dramatizes 
the  distance  Japan  has  sped  along  the 
road  of  industrialization.  .  .  . 

"Today,  as  the  Datsun  shows,  Japan 
is  on  a  level  where  it  can  strive  to 
compete  with  the  precision,  mass- 
production  products  of  Detroit,  Cov- 
entry, Turin  and  Wolfsburg.  Even 
more  revealing,  however,  is  the  Dat- 
sun's  sales  pitch.  The  car  is  priced  to 
sell  for  several  hundred  dollars-  more 
than  France's  Renault  or  Germany's 
Volkswagen.  Its  sponsors  are  not 
counting  on  low  price  to  make  their 
sales;  they  plan  to  emphasize  instead 
craftsmanship — hardly  the  quality  for 
which  cheap  Japanese  goods  were  fa- 
mous— or  notorious — before  World 
War  II." 

— Malcolm  S.  Forbes 
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The  rung  of  a  ladder  was  never 
meant  to  rest  upon,  but  only 
to  hold  a  man's  foot  long 
enough  to  enable  him  to  put 
the  other  somewhat  higher. 
Thomas  Huxley 


Men  do  their  hardest  work 
at  the  bottom  of  the  ladder, 
not  at  the  top. 
William  Feather 


Security  is  being  an  uncommon 
person.  Security  is  never 
outside  a  person.  If  it  isn't 
within,  it  isn't  anywhere. 
Earl  Nightingale 


Since  habits  become  power, 
make  them  work  for  you 
and  not  against  you. 
E.  Stanley  Jones 


This  world  is  given  as  the 
prize  for  the  men  in  earnest. 
Frederick  Robertson 


A  Text . . . 

But  let  him  ask  in  faith, 
nothing  wavering.  For  he 
that  wavereth  is  like  a 
wave  of  the  sea  driven 
with  the  wind  and  tossed. 
James  1:6 


Sent  in  by  Gail  Howard,  New  York,  N.Y. 
What's  your  favorite  text?  The  Forbes  Scrap- 
book  of  Thoughts  on  the  Business  of  Life  is 
presented  to  senders  of  texts  used. 


Success  to  the  strongest, 
who  are  always,  at  last, 
the  wisest  and  best. 
Ralph  Waldo  Emerson 


There  is  no  substitute 
for  going  forward. 
Arnold  Glasow 


Thoughts 

on  the  Business  of  Life 


Diamonds  are  chunks  of  coal 
that  stuck'  to  their  job  Most 
people  show  more  persistency 
in  their  first  12  months  than 
they  show  later  in  12  years; 
did  they  not,  they  never  would 
hare  learned  to  walk'1  /here  « 
no  market  for  rolling  stones. 
"Tenacity  is  the  only  key  that 
will  open  the  door  of  success, " 
declared  Daniel  Guggenheim 
Without  stick-to-itiveness.  no 
man  is  likely  to  climb  to  the 
top  of  the  ladder  and  stick 
B.C.  Forbes 


Nothing  is  achieved  before 
it  be  thoroughly  attempted. 
Philip  Sidney 


Nothing  is  useless  to  the 
man  of  sense;  he  turns 
everything  to  account. 
Charles  Fontaine 


Not  everything  that  is  more 
difficult  is  more  meritorious. 
Saint  Thomas  Aquinas 


The  block  of  granite  which  was 
an  obstacle  in  the  pathway 
of  the  weak  becomes  a  stepping- 
stone  to  the  strong. 
Thomas  Carlyle 


Don't  take  the  will  for 
the  deed;  get  the  deed. 
Lewis  Mumford 


More  than  3,000  "Thoughts."  indexed  by 
author  and  subject,  are  available  in  a  574- 
page  book  at  $13.95.  Send  check  and  order 
to:  Forbes  Inc..  60  Fifth  Ave.,  New  York,  N.Y. 
10011.  Add  appropriate  sales  tax  on  New 
York  Stats  orders. 


If  a  man  has  any  brains 
at  all,  let  him  hold  on 
to  his  calling,  and  in  the 
grand  sweep  of  things,  his 
turn  will  come  at  last. 
William  McCune 


When  a  stupid  man  is  doing 
something  he  is  ashamed  of,  he 
always  declares  it  is  his  duty. 
George  Bernard  Shaw 


Not  everything  that  is  faced 
can  be  changed  at  once,  but 
nothing  can  be  changed  until 
it  is  faced. 
James  Baldwin 


It  is  a  true  miracle  when 
a  man  finally  sees  himself 
as  his  only  opposition. 
Vernon  Howard 


The  weakest  among  us  has  a 
gift,  however  seemingly  trivial, 
which  is  peculiar  to  him,  and 
which  worthily  used,  will  be 
a  gift  to  his  race  forever. 
John  Ruskin 


Even  a  boring  occupation  can 
be  interesting  when  your  goal 
is  to  do  it  better. 
Robert  Half 


Few  things  are  brought  to  a 
successful  issue  by  impetuous 
desire,  but  most  by  calm  and 
prudent  forethought. 
Thucydides 


Haste  does  not  belong  to  genius. 
That  has  the  patience  which  seems 
to  have  been  assigned  by  nature 
to  all  forms  of  the  creative 
faculty.  For  the  gods,  and 
for  genius,  time  is  not. 
S.  Weir  Mitchell 


A  driving  ambition  is 
of  little  use  if  you're 
on  the  wrong  road. 
Frank  Tyger 
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One  of  the  most  important 
commitments  we  make  is  to  the 
growth  and  development  of  our 
children.  Commitment  is  the  key 
to  making  our  family,  home  and  business 
what  we  want  them  to  be.  And  commit- 


INSURANCE  FROM 


OVA 


ments  worth  keeping  are  worth 
thoughtful  protection.  The  CNA 
Insurance  Companies  and  the 
agents  who  represent  us  understand 
this.  We  provide  all  lines  of  insurance. ..to  help 
those  who  make  commitments  keep  them. 


CNA  Insurance  Companies/CNA  Plaza/Chicago,  IL  60685  •  Independent  agents  who  represent  CNA  are  listed  in  the  Yellow  Pages 
Personal,  Commercial,  Life  and  Health,  Employee  Benefits,  Professional  Liability,  Association  Programs,  Annuities  and  Pensions 
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Kidder, Peabody 
offers  you  tax-free 
bonds  that  xMd 
worn  than  interest. 

As  one  of  the  nation's  leading  under- 
writers of  tax-free  bonds,  Kidder, 
Peabody  is  in  a  unique  position  to 
offer  a  vast  selection  of  securities  to 
investors.  Whether  they're  seeking 
more  interest,  or  more  security. 

And  as  one  of  the  industry's 
leading  innovators,  many  of  our  offer- 
ings are  unique,  designed  to  let 
.  ^stors  take  advantage  of  the  latest 
ono,?'c  trends.  Our  highly  popular 
pound  Interest  Bonds,  for 


instance,  give  investors  tax-free  interest 
on  tax-free  interest; and  our  equally 
popular  Option  Tender  Bonds  yield 
high  tax-free  interest  with  protection 
against  downside  market  risk. 

If  your  holdings  are  complex 
and  you're  not  sure  which  bonds  are 
right  for  your  investment  needs  and 
tax  considerations,  call  on  a  Kidder, 
Peabody  stockbroker  to  help  you 
think  it  through.  Our  brokers  are 
accomplished  professionals,  skilled 
in  assisting  upper-income  individuals, 
whatever  their  degree  of  sophisti- 
cation. And,  because  of  Kidder's 
extensive  underwriting  commitment 
our  brokers  have  access  to  more 


municipals  than  most  of  their  counter- 
parts in  the  industry.  In  addition,  they 
can  give  you  the  thinking  of  experts  in 
ourthirteen  regional  offices  who  spe- 
cialize in  kr.al  offerings  throughout 
the  country 

Whether  you  would  like  your 
securities  to  yield  more  interest  or 
more  security,  Kidder,  Peabody  will 
give  you  a  wide  choice  in  tax-free 
bonds.  Talk  to  one  of  our  brokers  at  an 
office  near  you. 

■B  Kidder,  Peabody 

II  &  CO.  INCORPORATED 
h.ndtJ1865 
ME  Mrmhrn  Nru>  Yort  ,„i  Ammim  Sioik  EnAwtfH 

 over  60  ottkw  worldwide  I  Member  SIPC  


BURROUGHS  ANNOUNCES 
THE  80  HOUR  WORKDAY. 


BUttUNGAME 

SEP! 


Thanks  to  an  ingenious  product- 
ivity tool  from  Burroughs  called  the 
-ogic  and  Information  Network 
Compiler,  or  LINC,  computer  pro- 
rammers  can  now  increase  their 
roductivity  as  much  as  10  times! 
(i  some  cases,  even  more.) 

It's  like  getting  an  extra  72  hours 
f)f  work  in  a  day. 

How  is  this  possible? 
The  LINC  software  system 
autonia  ically  writes  virtually  all  the 
;oding  programmers  would  have  to 


do  manually,  so  it  drastically  reduces 
the  time  it  takes  to  develop  and  imple- 
ment even  complex  application  sys- 
tems. (It  also  simplifies  program 
maintenance.) 

Furthermore,  LINC  uses  a  new 
high-level  language  that  defines 
problems  in  human  terms,  not 
computer  terms,  so  important  infor- 
mation can  be  easily  created  and 
managed. 

And  people  can  use  LINC  with 
very  little  training. 


At  Burroughs,  productivity  has 
always  been  a  primary  consideration, 
whether  it's  the  technological  innova- 
tion of  our  hardware  or  the  advanced 
design  of  our  software. 

for  more  detailed  information 
call  1-800-621-1776  Ext.  45. 

It  may  be  the  most  productive 
phone  call  vou'll  ever  make. 

Burro 

THE  QUESTION  ISN'T  WHO'S  BIGGER. 
IT'S  WHO'S  BETTER. 


GETTING  COPIES 
"AS  SOON  AS  POSSIBLE" 
JUST  GOT  SOONER. 


Savin  Introduces  A.S.A.R  Copiers.  With  the  pace  of  business  today,  you 
can't  afford  to  wait  for  a  sluggish,  unreliable  copier.  So  Savin  introduces 
the  A.S.A.P  5000  series  — the  fastest,  most  productive  Savins  ever. 
The  Fastest  First  Copy  Time.  Our  new  Savin  A.S.A.P  5040  beats  the 
new  Xerox  Marathon  1045  in  start-up,  first  copy  time  and  total  copies 
per  minute.  It  feeds  documents  almost  twice  as  fast  as  Canon.  That 
means  your  people  get  back  to  business  fast,  whether  they're 
copying  a  little  or  a  lot. 
Super-fast  Features.  The  5040  not  only  switches  copying 
modes  faster,  it  gives  you  more  to  choose  from— three 
reduction  sizes  and  one  enlargement.  And  you  can  copy 
V        two  originals  side-by-side  to 
save  even  more  time. 
What  are  you  waiting  \» 
for?  Of  course,  the  entire  *  § 

7  a 

A.S.A.R  line  comes  backed  9 
with  Savin's  outstanding  reputation 
for  reliability  and  service.  Plus  incredibly 
consistent  copy  quality. 

And  you  can  depend  on  Savin 
to  get  even  more  productive  as  time 
goes  by.  Our  modular  design  lets  you 
choose  the  perfect  copier  for  today's 
pace,  yet  expands  with  you  to  meet 
tomorrow's. 

You  owe  it  to  yourself  to  see  the 
new  Savin  A.S.A.R  copiers  A.S.A.R! 


For  a  demonstration  or  more  information,  call 
1-800-554-ASAP.  Operator  983.  Or  mail  this  coupon 
A.S.A.P  to:  Savin,  P.O.  Box  49206,  Atlanta,  GA  30359. 
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143  Cover  Story:  Wouldn  't 
it  be  nice  to  do  all  your 
work  at  home,  like  Chris 
Rutkoivski? Maybe.  But 


38  Video  Tired  of  Pac- 
Man?  Bored  with  Donkey 
Kong*  Try  watching  music 


49  Ireland:  A  Dub/in  lad 
who  made  good  in  the  U.S. 
has  struck  it  rich  again 


38  Video: 

Beautiful  Model  Meets  Sumo  Wrestler 

That's  how  it  all  began.  The  rest,  as  they  say, 
is  history. 

41  Municipal  Bonds: 
What's  In  A  Rating? 

When  is  a  triple-A  not  a  triple-A? 

42  Mutual  Funds: 

Jerry  Tsai  Tries  Again 

Will  portfolio  managers  who  weren't  happy 
working  for  an  insurance  company  feel  better 
working  for  a  packaging  company? 

43  Banks: 

The  Most  Developed  World 

Foreign  bankers  are  quietly  getting  stiffed — 
in,  of  all  places,  the  U.S. 

44  Companies: 
Unimed,  Inc. 

Everything  else  is  down  at  this  tiny  company, 
but  the  price/earnings  ratio  is  as  high  as  a 
kite — "high"  being  the  operative  word. 

49  Oil: 

Erin  Go  Drill 

Do  oil  and  catsup  mix? 

54  Profiles: 

The  Brothers  Ashkenazy 

From  Beverly  Hills  to  tattered  West  Holly- 
wood they  seem  determined  to  remake  Los 
Angeles  in  their  own  flamboyant  image. 

84  Health  Care: 
The  Lion's  Den 

For-profit  hospitals  in  socialized  Britain? 

92  Companies: 
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Expansion-itis  is  a  painful  disease. 

98  Companies: 
Western  Electric 

Why  now — of  all  times — would  it  decide  to 
penalize  its  earnings  by  going  to  LIFO? 
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The  Bass  Brothers 
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Cray  Research 
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118  Taxing  Matters: 
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You  can't  keep  a  really  motivated  govern- 
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somewhat  of  a  disappointment. 
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Hungry  Tiger,  Inc. 
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in  more  ways  than  climate. 
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Brunswick  Corp. 

When  the  pyramid  gets  too  tall. 


143  Cover  Story: 

A  Job  With  A  View 

Will  telecommunications  turn  your  home 
into  your  office?  A  big  part  of  the  answer  is 
whether  you  would  really  like  it. 


152  The  Thrifts: 
Change  Or  Die 

A  nice  little  irony  in  the  Age  of  the  Saver. 

158  Investments: 
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The  tale  of  the  disillusioned  dentist. 
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Warren  Bujfett 


Arithmetic  lesson 

Warren  Buffett,  investor,  publisher,  busi- 
nessman and  connoisseur  of  journalism, 
points  out  a  not  inconsequential  error  in 
this  column  (Aug.  15).  "How  $675  be- 
came $7  million."  Basing  the  statement 
upon  some  figures  supplied  by  R.M. 
Smythe  &  Co.,  we  said  that  a  single  $675 
share  of  the  old  Standard  Oil  Trust  pur- 
chased in  1911,  the  year  of  the  Trust's 
breakup,  would  be  worth  nearly  $7  mil- 
lion in  1983,  provided  the  purchaser  had 
hung  on  to  all  the  paper  received  in  the 
divvying  up  of  assets.  Those  numbers 
didn't  look  right  to  Buffett.  Boy,  was  he 
right!  We  were  off  by  a  factor  of  100.  It 
turns  out  that  you  would  have  needed 
100  shares  of  the  old  Standard  Oil  Trust, 

$67,500  worth — not  one  single  share,  $675  worth — to  end  up  with 
about  $7  million  worth  of  equities  today;  somebody  here  sloppily 
misplaced  a  pair  of  zeros.  Notice  how  Buffett  sensed  right  away, 
almost  instinctively,  that  an  appreciation  of  10,000-fold  was  beyond 
the  range  of  probability.  Now  you  know  why  Buffett  is  probably  the 
smartest  investor  in  the  country:  His  well-trained  mind  sees  patterns, 
proportions,  meanings  where  most  of  the  rest  of  us  see  only  numbers. 

Eliminating  the  greedy  middleman 

In  a  sense,  the  cooperative  movement  in  the  U.S.  was  founded  on  a 
misconception.  Because  wheat  was  cheap  and  bread  relatively  dear, 
the  farmers  assumed  somebody  was  ripping  them  off.  Who?  The 
notorious  middleman,  of  course.  Why  not  form  cooperatives  and 
eliminate  that  greedy  fellow?  The  farmers'  cooperative  was  born.  Yet 
wheat  remains  relatively  cheap  and  bread  dear.  Why?  Because  the 
middleman  was  not  a  greedy  capitalist  or  bloated  merchant.  He  was 
the  truck  driver  who  delivered  the  bread.  The  papermaker  who 
produced  the  packaging.  The  developer  of  the  shopping  center  where 
the  bread  was  sold.  He  was  the  relief  client  supported  by  taxes  levied 
on  the  stores  that  sold  the  bread.  He  was,  in  short,  the  whole  chain  of 
complexity  that  makes  the  modern  world  as  comfortable  and  conve- 
nient, as  safe  and  humane  as  it  is.  Be  all  this  as  it  may,  farmers' 
cooperatives  still  exist  and  market  nearly  one-third  of  all  the  food 
Americans  eat.  On  page  92,  James  Cook  reports  on  one  of  the  biggest 
farm  coops  of  them  all,  Land  O'Lakes.  Is  it  doing  well?  Fairly  well.  Has 
it  eliminated  the  so-called  middleman?  Of  course  not. 


Vision  of  the  future 

The  computer  is  changing  the  workaday  and  playday  worlds  as 
drastically  as  the  automobile  did  before  it,  creating  new  wants,  new 
occupations,  new  ways  of  doing  things,  obsoleting  much  that  is 
traditional.  Will  it  all  turn  out  the  way  suggested  on  our  cover?  Could 
be.  Kathleen  Wiegner,  a  veteran  West  Coast  Associate  Editor  for 
Forbes,  was  a  natural  for  writing  the  cover  story,  "A  job  with  a  view." 
In  her  spare  time  Wiegner  writes  poetry  and  experiments  with  her 
home  computer,  just  the  right  combination  of  art  and  technology  to 
produce  a  vivid  vision  of  the  future.  Story  starts  on  page  143. 


Editor 
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RD 


Before  Dictaphone*,  word  processing  required 
a  Masters  Degree  in  gobbledygook. 


A.D 


After  Dictaphone*  learning  word  processing  was 
a  snap.  Either  Em  remarkable  or  this  machine  is. 


If  you  think  bringing  in  a  word  processor  means  bringing 
in  a  staff  of  pedigreed  specialists,  you  should  be  thinking 
Dictaphone.  Our  exclusive  Straight  Talk  programming 
makes  the  Dictaphone  System  6000  easy  to  work.  And 
Dictaphone  Personal  Touch  Training  means  real  live 
people  will  teach  your  people  to  work  it.  In  no  time,  they'll 
be  turning  out  mountains  of  letter-perfect  work  and  have 
you  wondering  why  you  waited  so  long. 


§§  Dictaphone 

A  Pitney  Bowes  Company 


Please  tell  me  more  about  word  processing  without 
gobbledygook. 

Call  toll-free.  1-800-431-1052  (Except  Hawaii  and  Alaska) 
In  New  York  call  1-914-967-6067 


Name  

Company. 
Address  _ 
City. 


.Title 


Phone. 


_State_ 


^ip 


Or  write:  Dictaphone  Corp. 

120  Old  Post  Road,  Rye,  New  York  10580 

Dictaphone,  Straight  Talk  and  Personal  Touch  are  trademarks  of  Dictaphone 
Corp  .  Rye.  N  Y  Product  contains  software,  portions  of  which  were  developed 
under  license  from  Symantec  "Dictaphone  Corp  is  a  Pitney  Bowes  Co  *  1983. 

WF-93 


Trends 


Edited  by  John  A.  Conway 


The  great  smoke  debate 

Should  smoking  be  allowed  at  work? 
William  L.  Weis,  an  accounting  pro- 
fessor at  Seattle  University  and  a  non- 
smoker,  says  no.  Smokers  cost  their 
employers  at  least  $4,600  a  year  in 
absences  and  added  fire,  health,  dis- 
ability and  term  life  insurance  premi- 
ums, he  says.  They  have  more  acci- 
dents and  illnesses,  are  absent  50% 
more  than  nonsmokers  and  have  over 
twice  their  mortality  rate,  he  claims, 
adding  that  firms  that  prohibit  smok- 
ing have  saved  thousands  per  worker 
per  year.  Smoking  also  creates  a  mo- 
rale problem,  he  says.  Surveys  have 


total  fraud  losses  of  $46  million  last 
year,  up  from  $26  million  in  1981, 
with  counterfeiting  up  660%,  to  $9.5 
million.  Both  now  plan  or  use  fine- 
line  printing,  holograms  and  the  like 
to  counterfeit-proof  their  cards,  warn 
customers  to  guard  numbers  like  cash 
and  are  lobbying  for  a  federal  law 
against  bank  card  counterfeiting. 
(American  Express  has  used  hard-to- 
duplicate  plastic  since  1958  and  says 
its  losses  are  relatively  small.)  But  H. 
Spencer  Nilson,  publisher  of  The  Nil- 
son  Report,  a  credit  card  newsletter, 
says  the  campaign  is  eyewash.  Bank 
card  issuers  lost  only  $106  million 
from  fraud  in  the  U.S.  last  year,  he 


Smoker  versus  nonstnoker 
Does  the  vice  have  a  price? 


shown  70%  to  80%  of  workers  want 
smoking  banned  or  limited  to  sepa- 
rate areas,  Weis  says.  For  the  defense, 
Lewis  Solmon,  an  economist  and  as- 
sociate dean  at  UCLA's  graduate 
school  of  education  and  a  smoker, 
says  smoking  doesn't  cause  work  loss. 
For  example,  he  notes,  blue-collar 
workers  smoke  more  and  are  absent 
more  than  white-collar  workers,  but 
"if  no  one  smoked,  there  would  still 
be  more  absences  at  blue-collar  jobs." 
More  important,  says  Solmon,  if 
smokers  were  eliminated,  some  ex- 
cellent workers  would  be  lost. 

The  card  sharks 

If  you  listen  to  the  bank  card  people, 
fraud  is  on  the  rise.  Visa  says  its 
14,900  member  banks  and  thrifts  last 
year  lost  $100  million  worldwide 
from  theft,  counterfeiting,  lost  cards, 
etc.  Counterfeiting  fraud  rose  faster, 
bums,  up  from  $750,000  in  1981  to 
Si 0.9  million.  MasterCard  reported 


says,  about  the  proportion  of  losses 
from  white-collar  crime  at  retail 
stores.  So  why  the  hoorah?  Says  Nil- 
son,  "Visa  is  losing  out  to  automated 
teller  networks."  He  says  it  wants  a 
worldwide  system  and  is  pushing 
electronic  authorization  for  security 
to  get  it.  He  says  MasterCard  jumped 
in  with  better  cards  to  defend  itself. 
Nilson  predicts  both  will  lose  out  to 
big  retailers  and  banks,  with  plans  for 
their  own  electronic  networks. 

The  moonlight  armies 

The  shadowy  outlines  of  the  under- 
ground economy  can  never  be  drawn 
exactly,  but  the  United  Nations'  In- 
ternational Labor  Organization  has 
made  a  stab.  Overall,  a  new  ILO  study 
says,  the  army  of  moonlighters  in 
some  of  the  principal  industrial  coun- 
tries represents  nearly  10%  of  the 
working  population  and  in  some  cases 
exceeds  the  number  of  unemployed. 
The  estimates  vary  from  3%  to  5%  of 


the  work  force  in  France,  8%  to  12% 
in  West  Germany,  13%  to  14%  in 
Sweden,  from  10%  to  35%  in  Italy.  In 
the  U.S.,  the  ILO  figures,  more  than 
25  million  workers,  or  close  to  25%  of 
the  work  force,  are  drawing  untaxed 
underground  income.  The  amounts 
earned  by  this  clandestine  labor  force 
are  even  more  mysterious,  but  the 
ILO  estimates  that  in  several  Western 
European  countries  and  the  U.S.  the 
total  adds  up  to  5%  or  more  of  their 
gross  national  product. 

Executives  in  wonderland 

Like  Alice,  the  American  business  ex- 
ecutive has  to  keep  running  hard  just 
to  stay  in  one  place.  A  compensation 
study  by  the  Hay  Group  in  Philadel- 
phia found  that  the  head  of  a  major 
division  in  a  big  industrial  company — 
Hay  studied  819  of  them  in  485 
firms— earned  $129,500  in  1973.  This 
year  the  average  was  up  to  $287,100. 
Buying  power,  however,  was  another 
story.  The  1973  figure  for  this,  using 
standard  tax  assumptions,  was 
$81,710.  This  year,  factoring  in  taxes 
and  inflation,  the  typical  executive's 
buying  power  was  $83,900 — a  gain  of 
just  3.3%.  Most  other  managers  and 
professionals  weren't  even  keeping  up 
with  Alice.  A  $37,800  manager  in 
1973  might  be  making  $84,000  today, 
but  his  buying  power  is  off  by  7.3%. 
Staff  professionals  went  from  $15,500 
to  $33,800  during  the  past  decade,  but 
their  buying  power  dropped  8.5%. 

Suffer  the  little  children 

If  you  think  you  have  had  a  bad  time 
with  the  IRS,  consider  the  large  fam- 
ily. Eugene  Steuerle,  a  Treasury  De- 
partment tax  analyst,  says  tax  policy 
has  discriminated  against  it  since  the 
late  1940s.  Personal  tax  exemptions 
for  each  dependent  have  risen  only 
from  $600  to  $1,000  since  1948,  much 
less  than  family  income,  he  says. 
"The  current  dependency  exemption 
is  inadequate  by  almost  any  stan- 
dard," Steuerle  argues  in  a  new  book 
on  taxing  the  family  published  by  the 
conservative  American  Enterprise  In- 
stitute. If  exemptions  had  kept  pace 
with  per  capita  income  for  the  past  35 
years,  he  says,  they  would  amount  to 
$5,600  for  each  dependent  by  1984. 
Instead,  Steuerle  says,  a  couple  with 
two  children  has  had  about  a  43% 
increase  in  its  average  tax  rate  since 
1960,  while  a  couple  with  four  depen- 
dents has  had  a  223%  increase.  Mean- 
while, single  and  married  people  with 
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ALITALIA'S 
BUSINESS  CLASS. 
IT  ELIMINATES 


Other  airlines'  747s  to  Italy 


Alitalia's  747 


On  some  airlines,  Business  Class  is  virtually 
indistinguishable  from  Economy.  On  Alitalia,  it's 
virtually  indistinguishable  from  First  Class. 
Our  seats  are  few.  And  far  between. 

Other  airlines  flying  to  Italy  seat  as  many  as 
eight  Business  Class  passengers  across.  On 
Alitalia's  747s  out  of  New  York,  we  seat  you  four 
across.  That's  two  on  one  side  of  the  plane  and 
two  on  the  other.  You  can't  get  stuck  in  the  mid- 
dle, because  there  isn't  any.  Instead,  there's  space. 
Space  to  stand  in.  Walk  in.  Stretch  your  legs  in. 
On  our  DC  10s  out  of  Chicago,  the  seats  are 
arranged  in  pairs  and  are  six  across,  but  the  com- 
fort is  just  as  lavish. 

On  Alitalia, 
Business  conies  first. 

Other  airlines  sandwich 
their  Business  Class  pas- 


sengers somewhere  in  the  middle  of  the  plane. 

At  Alitalia  we  put  Business  Class  where  First 
Class  used  to  be,  up  front.  So  you'll  be  getting  on 
last  and  getting  off  first. 

Above  it  all,  fine  Italian  cuisine. 

From  the  hearty  dishes  of  the  South  to  the 
delicate  subtleties  of  the  North,  we  serve  the  kind 
of  specialties  you'd  expect  to  find  only  in  the  finest 
Italian  restaurants. 

Of  course,  no  meal  would  be  complete  with- 
out wines.  And  ours  are  from  the  finest  vineyards 
in  Italy. 

Add  it  all  up.  We  think  you'll  agree:  if  you're 
flying  to  Italy  Business  Class,  you'll  want  to  make 
it  your  business  to  fly  Alitalia. 

For  reservations  or  for  more  information,  call 
your  travel  agent  or  get  in  touch 
with  your  nearest  Alitalia  office. 


/Ilitelia 
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no  children  arc  paying  about  the  same 
rates  as  they  did  in  1960,  he  reports. 
Steuerle  (who  has  two  children)  con- 
cedes that  people  with  dependents 
"accept  certain  burdens"  but  chal- 
lenges the  idea  that  having  kids  is 
taxable  "consumption." 

Quote,  unquote 

Howard  Goldberg,  a  woman's  coat 
and  suit  marketer,  commenting  on 
the  power  failure  that  blacked  out 


ample,  are  backing  the  plan,  and  so 
are  congressmen  of  every  political 
stripe,  on  both  sides  of  the  aisle.  The 
idea  would  let  nonworking  spouses, 
male  or  female,  deposit  up  to  $2,000  a 
year,  or  a  maximum  of  $4,000  per 
couple,  the  same  as  working  pairs.  (A 
nonworking  spouse  is  now  limited  to 
$250.)  Mrs.  Schlafly  told  the  Senate 
Finance  Committee  the  present  situa- 
tion leads  "women  to  abandon  the 
role  of  career  homemaker.  ..."  NOW 
argues  that  women  working  at  home 
are  as  valuable  as  their  deskbound 
sisters.  President  Reagan  has  no  stat- 
ed position  on  the  bill,  but  it  is  hoped 


The  garment  district  blackout 


New  York  City's  $17  billion  garment 
industry  for  three  days  during  a  peak 
summer  selling  period:  "This  is  the 
worst  thing  that's  happened  since  the 
maxiskirt." 


The  imagemakers'  image 

Madison  Avenue's  huckster  image 
has  been  a  target  for  critics  for  so  long 
that  admen  have  apparently  become 
indifferent  to  the  whole  thing.  Peter- 
son Blyth  Cato  Associates,  a  market- 
ing and  package-design  firm,  surveyed 
more  than  100  senior  executives  at 
packaged-goods  firms  with  at  least 
$50  million  in  sales.  Almost  two- 
thirds  (62%)  rated  their  image  prob- 
lem as  "negligible"  and  48%  said  that 
"a  negative  public  image  is  something 
that  the  advertising  industry  will  sim- 
ply have  to  live  with." 

IRAs  for  homemakers 

A  proposal  now  before  Congress  to  let 
nonworking  spouses  open  full-scale 
tax-deferred  retirement  accounts 
(IRAs)  is  catching  on  like  mother- 
hood. Archenemies  like  the  National 
Nation  for  Women  (NOW)  and 
hlafly's  Eagle  Forum,  for  ex- 


he  will  see  it  as  one  way  to  help  close 
the  "gender  gap"  before  next  year's 
election.  The  big  hitch:  The  Joint 
Congressional  Committee  on  Tax- 
ation figures  the  change  could  cost 
the  Treasury  $100  million  in  the  first 
year  and  $500  million  by  1987.  (An 
estimated  $40  billion  went  into  tax- 
free  IRAs  in  1982,  far  above  Treasury 
projections.) 

Diamonds  by  the  numbers 

A  New  York  diamond  firm  has  come 
up  with  a  new  protection  gimmick  for 
its  wares — laser-cut  identification 
numbers.  Lazare  Kaplan  &  Sons, 
founded  in  1903,  has  developed  a  laser 
device  that  inscribes  logo  and  an  iden- 
tifying number  on  its  stones.  The  first 
devices  have  been  leased  to  the  Gem- 
ological  Institute  of  America,  and  an 
international  registry  for  the  dia- 
monds is  being  set  up.  By  providing 
fast  recognition  of  stolen  stones,  says 
Earl  Simson,  Kaplan's  new  scientific 
director,  police,  insurance  companies 
and  banks  will  all  benefit.  (There  is 
another  protection  system,  which  in- 
volves photographing  diamonds,  but 
Simson  says  it  is  not  as  practical.)  The 
laser-based  system,  which  can  also  be 


used  on  gemstones  like  rubies  and 
emeralds,  was  developed  by  George 
Kaplan,  son  of  the  firm's  founder  (who 
is  still  around,  at  age  100).  It  will  be 
sold  to  jewel  registry  services  and  jew- 
elers, but  the  identification  service  is 
limited  to  stones  of  20  points  (a  fifth 
of  a  carat)  or  more. 

What  alien  landlords? 

If  well-heeled  foreigners  are  buying  up 
choice  U.S.  farmland — a  constant  fear 
that  no  one  ever  seems  to  prove — 
what  kind  of  profit  harvest  have  they 
reaped?  Not  much,  according  to  the 
Federal  Reserve  Bank  of  Chicago,  in 
the  heart  of  the  heartland.  Farm  prices 
peaked  in  1981  and,  by  the  first  quar- 
ter of  this  year,  had  dropped  14%. 
Things  did  improve  in  1983,  when  a 
small  rise  in  the  first  quarter  was  fol- 
lowed by  another  1 .6%  increase  in  the 
second,  according  to  the  bank's  can- 
vass of  close  to  600  agricultural  bank- 
ers in  its  five-state  district.  Despite 
that,  however,  farmland  values  were 
still  5%  below  that  of  a  year  earlier. 
(As  for  the  foreign-buyer  myth,  the 
Commerce  Department  says  that 
only  about  1%  of  American  farmland 
is  held  by  overseas  owners.) 

Uncle  Sam,  housekeeper 

One  split  trash  bag  can  give  a  house- 
holder apoplexy,  so  how  about  a  mil- 
lion at  a  time?  That's  what  happened 
to  Uncle  Sam,  and  the  Justice  Depart- 
ment is  suing  Western  Addition  Man- 
power Services  of  San  Francisco  and 
its  president.  The  government 
charges  they  faked  35  quality  reports 
on  $3,189,789  worth  of  garbage  bags. 


Trash  bags  in  New  York 

Bad  enough  one,  but  millions? 

(The  company  pleaded  guilty  to  two 
false-reporting  counts  last  fall.)  More 
than  50%  of  the  bags  shipped  to  1,000 
government  facilities,  it's  charged, 
were  below  minimum  specifications 
and  kept  splitting.  The  government 
wants  $1.6  million  in  damages  and 
another  $1.6  million  under  the  False 
Claims  Act. 
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After  119  years 
were  tired  of  being 

 "J.&W 

Who?" 


Ask  anyone  in  the 
H  financial  community  about 
J.&W  Seligman  and  you'll  get  a  wide  variety  of 
responses— including  the  all  too  ubiquitous  ccWho? 

We've  not  minded  because  a  certain  amount  of 
mystique  does  add  a  note  of  distinction. 

However,  after  nearly  a  century  and  a  quarter  of 
quietly  going  about  our  business  of  managing 
money,  we  decided  it's  time  to  become  better  known. 

Today  Seligman  has  over  $4  billion  under 
management  in  two  groups:  a  select  group  of 
private  accounts  which  we  manage  separately  for 
individuals  and  institutions  and  a  program  of 
quality  investment  funds. 

In  all,  a  distinguished  group  of  clients  look  to 
us  for  both  guidance  and  growth. 

If  you're  interested  in  either  area  we'd  like  you 
to  know  more  about  us.  Just  call  or  write  Ron 
Schroeder,  our  President.  Outside  of  New  York  State 
our  number  is  (800)  221-7844;  in  New  York  State 
call  (212)  488-0200. 


J.&W.  Seligman  &  Co.  Incorporated 

One  Bankers  Trust  Plaza.  New  York,  NY  10006 


It  used  to  take  six  different  companies 
to  build  a  communication  system  like  this. 

Now  it  only  takes  one. 


We've  made  complex  telecommuni- 
cations simple.  As  your  single  source 
for  an  entire  system  we  will  custom 
tailor  it  to  your  exact  needs. 

That  means  fast  information  flow  for 
both  voice  and  data  and  increased 
organizational  efficiency.  All  of  which 
can  add  up  to  savings  in  operating 
costs. 

We  provide  all  components  from 
telephones,  to  terminals,  to  PABX's,  to 
transmission  equipment.  And  we  offer 
the  experience  needed  to  build  a  sys- 
tem that  will  serve  you  effectively 


today  and  grow  with  you  in  the  future. 
Fully  integrated  data  capability  and 
advanced  features  will  be  available 
through  easily  implemented  system 
upgrades.  Just  as  important,  we  offer 
a  service  organization  that  will  be 
there  when  you  need  them. 

But  our  communication  services 
don't  stop  at  your  office  door.  You  can 
use  GTE's  Telenet  public  data  net- 
work and  Telemail  electronic  mail  sys- 
tem to  speed  communications 
throughout  the  country.  And  GTE's 
Satellite  Communications  subsidiary 


can  link  your  office  to  a  satellite. 

In  a  field  as  complex  as  telecommu- 
nications you'll  find  you  can  simplify 
your  problems  by  dealing  with  the 
company  that  has  it  all. 

For  more  information  call  1-800- 
BCS-2900  or  write  Marketing 
Communications,  GTE  Business 
Communication  Systems,  12502 
Sunrise  Valley  Drive,  P.O.  Box  4050, 
Reston,  Virginia  22091. 

We've  simplified 
a  complicated  business. 


Business  Communication 
Systems 


Want  to  take 
a  look  at  the 
biggest  economy 

Mgi  in  South 

QVm  America? 

' "  y 

i  


You  know  pretty  well  that  when  you  need  to 
reckon  or  identify  a  business  or  investment 
opportunity  in  far-away  regions,  you  need 
swift,  consistent,  reliable,  independent,  and 
safe  information,  just  as  if  you  were 
collecting  it  by  yourself  on  the  very  spot . 
That's  why  Brazil  -  as  the  biggest  economy 
in  South  America  and  a  country  receiving 
massive  North- American  investments  -  is 

issuing  a  weekly  that  offers  you  a 
comprehensive  and  accurate  outlook  of  its 
economy:  The  New  York  Weekly  Edition. 
The  New  York  Weekly  Edition  is  published 
by  Gazeta  Mercantil  -  one  of  the  leading 
financial  newspapers  in  the  world  -  and 
gives  you  every  week  an  account  of  the 
ways  and  trends  of  Brazilian  economy, 
analyzed  by  highly  specialized  journalists. 

The  sections  of  the  New  York  Weekly 
Edition  are  your  best  tools  which  afford  you 

a  precise  analysis  and  evaluation  of  the 
momentum  of  Brazilian  economy  and  allow 

you  to  invest  safely  in  this  market. 
Take  your  subscription  now  and  get  in  direct 
touch  with  the  biggest  economy  in  South 
America.  Just  follow  the  instructions  below. 


NEW  YORK  WEEKLY  EDITION 
GAZETA  MERCANTIL 

THE  BRAZILIAN  ECONOMY  IN  DETAILS. 


NAME:  

COMPANY:  

JOB  TITLE   

ADDRESS  

CITY.'STATE:   

ZIP/COUNTRY  

YOUR  SIGNATURE: 


PLEASE  FILL  IN  THE  DETAILS  ABOVE  AND  MAIL 
THE  COUPON  WITH  YOUR  CHECK. 
SUBSCRIPTION  TO  NEW  YORK  WEEKLY  EDITION 
TOR  52  ISSUES  =  USS  185.00  PAYABLE  TO  CAYMEL 
CO  LTD. 415 HALSTEAD AVE  .2ND FLOOR 
SONECK.NY  10543. 


Follow-Through 


Grow — or  go 

Press  speculation  to  the  contrary, 
Forbes  reported  this  past  spring  (Mar 
28)  that  investors  might  have  to  wait 
for  a  puhlic  offering  of  Osborne  Com- 
puter, at  least  until  its  new  portable, 
the  Executive,  proved  itself  in  an  in- 
creasingly competitive  market.  Now 
the  public  may  never  see  Osborne's 
shares.  The  company  has  dropped  its 
plans  to  go  public — and  for  very  good 
reason. 

Since  the  Executive's  introduction 
in  May,  the  Hayward,  Calif,  com- 
pany's original  model,  the  Osborne  I, 
has  suffered  badly.  Osborne  has  re- 
sponded with  a  35%  price  cut,  closing 
two  plants  (one  on  the  East  Coast)  and 
laying  off  292  workers.  The  company 
explained  that  this  was  caused  by 
lowered  demand  for  the  Osborne  1, 
combined  with  more  labor-efficient 
production  techniques.  Meanwhile, 
however,  sales  of  the  Executive  had 
also  slowed. 

Amidst  this  news,  the  Peninsula 
Times-Tribune  of  Palo  Alto  reported 
that  Adam  Osborne,  the  founder  and 
chairman  of  the  firm,  had  told  a  local 
business  group  that  his  company 
"can't  survive  on  its  own  in  this  in- 
dustry" and  that  he  was  searching  for 
"a  large  company  that  will  take  a 
piece  of  us  and  grow  in  partnership  or 
be  acquired." 

Osborne  says  his  quotation  was 
"butchered."  "To  say  that  we're  on 
the  auction  block  is  incorrect,"  he 
maintains.  Now  trying  to  refinance 
through  a  private  stock  placement, 
Osborne  says,  "We  are  entertaining  a 


Adam  Osborne 

A  question  of  survival. 


number  of  options  that  do  include 
overtures  from  large  companies,  some 
involving  more  money  coming  into 
the  company." 

Then  his  punch  line:  "With  the  ar- 
rival of  IBM  and  other  large  compa- 
nies, one  or  two  years  hence  it  will  be 
impossible  for  small  companies  such 
as  Osborne  to  survive.  Small  compa- 
nies have  got  to  become  big  or  be 
merged  with  big  companies." 

Stirrings  on  the  river 

"What  happens  in  Moscow  deter- 
mines our  fate,"  Jack  Lambert,  head  of 
Twin  City  Barge  Co.,  told  Forbes  last 
year.  Russia,  once  the  biggest  buyer  of 
U.S.  grain,  had  been  out  of  the  market 
since  Jimmy  Carter's  1980  embargo, 
and  the  U.S.  barge  industry  was  hav- 
ing its  worst  year  in  its  more  than 
200-year  history  (Forbes,  Nor.  22, 
1982).  Part  of  the  problem  was  that 
Wall  Street  had  promoted  barges  as 
tax  shelters,  and  20%  of  the  nation's 
28,000  barges,  many  owned  by  small 
investors,  were  sitting  idle.  Smaller 
companies  were  hard  hit  by  a  federal 
waterways  user  fee,  first  imposed  in 

1980.  By  last  year  the  only  publicly 
held  independent  companies  of  any 
size  were  Twin  City  (revenues,  $90 
million)  and  CLC  of  America  ($82 
million).  Another  six  were  held  by 
corporations  such  as  Dravo,  U.S.  Steel 
and  Chromalloy.  But  there  was  hope 
on  the  horizon,  not  the  least  of  it  that 
the  Soviets  had  suffered  yet  another 
bad  harvest  and  might  be  back  in  the 
U.S.  grain  market  soon. 

The  bad  news  for  barges  continued 
into  the  first  half  of  1983.  Revenues 
dropped,  and  many  of  the  companies 
are  losing  money.  Twin  City  and  CLC 
stocks,  both  trading  at  about  $12  a 
share,  have  been  lackluster  since 

1981.  But  now  the  Soviets  have  signed 
a  new  five-year  grain  contract  with 
the  U.S.,  promising  to  buy  a  mini- 
mum of  9  million  metric  tons  a  year, 
beginning  Oct.  1.  "That's  magnifi- 
cent," says  Lambert,  "and  no  one's 
going  to  beat  them  off  with  a  club  if 
they  want  to  order  more."  The  Chi- 
nese, out  of  the  grain  market  since 
last  January,  settled  their  import  dis- 
putes with  the  U.S.  last  month  and 
are  "back  in  the  store."  According  to 
analyst  Jerry  Levine  of  Merrill  Lynch, 
there  is  still  a  20%  to  25%  oversupply 
of  grain  barges  on  the  Mississippi.  But 
barge  rates,  he  says,  have  begun  to 
rise,  hitting  break-even  or  better  for 
the  first  time  in  over  a  year.  "I  would 
dance  around  a  maypole  if  there  was 
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Why  does  Bethlehem 
remain  in  the  steel  business? 

Why  don't  we  diversify? 


The  answers  to  those  two  questions,  which  we're 
frequently  asked,  are  these: 

"Because  we  believe  we  can  generate  acceptable 
earnings  in  steel." 

"We  are  diversified." 

We're  in  many  businesses  other  than  basic  steel 
products.  And  these  non-steelmaking  activities  generally 
contribute  profits  to  our  company. 

But  right  now  steel  is  Bethlehem's  major  business. 
And  we've  made  significant  progress  in  implementing 
the  strategic  plan  to  make  Bethlehem  the  best  steel 
producer  in  this  country  — in  terms  of  productivity, 
quality,  service  and  profitability  With  an  improved 
economy  and  more  competitive  employment  costs, 
we're  optimistic  about  steel  over  the  longer  term. 

That's  why  in  the  near  term  Bethlehem's  efforts 
and  resources  will  be  directed  primarily  to  upgrading 
our  steel  operations.  Nonetheless,  we  don't  rule  out 
further  diversification,  either  to  complement  present 
businesses  or  to  venture  in  new  directions. 


Bethlehem 

Bethlehem  Steel  Corporation 
Bethlehem,  PA  18016 


Bt'HilthF,, 
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THE  LIMP  PAD  VS.THE  AMPAD 

Does  your  yellow  pad  let  you  down 
just  when  you  need  support?  Look 
at  The  Ampad.  It's  stiff,  like  a 
clipboard. 

But  you'll  probably  discover 
even  better  reasons  for  demanding 
The  Ampad.  Like  our  16  lb.  water- 
marked paper,  that  won't  bleed. 
Like  The  Ampad's  perforated 
pages.  Like  The  Ampad's  leather- 
like  binding,  which  is  stapled  and 
glued.  So  it  doesn't  fall  apart  like 
other  yellow  pads. 

Other  companies  think  we're 
crazy  to  make  a  yellow  pad  this 
good.  But  the  U.S.  Senate  doesn't 
think  we're  crazy.  They  use  The 

Ampad  Corporation,  Holyoke,  Massachusetts  01040 


Ampad.  So  do  most  people  who 
make  decisions  for  a  living. 

It  seems  that  the  more  you  use 
yellow  pads,  the  more  you  appre- 
ciate The  Ampad.  After  all,  why 
use  a  limp  pad  when  you  can  get 
the  stiff  one?  Give  this  ad  to  who- 
ever orders  your  stationery. 
Say  you  want 

AMPAD 


Forbes  Subscriber  Service 

Write:  Subscription  Service  Manager 
Forbes,  60  Fifth  Avenue 
New  York,  NY  10011 
Call:  212-620-2243 
Change  of  Address.  Please  give  six 
weeks  notice.  Write  your  new  address 
on  this  form  and  return  it  with 
a  recent  mailing  label  from  the 
magazine. 

New  Subscription.  To  order  Forbes, 
fill  in  the  form  and  return  it  with  a 
check  for  the  subscription  you  prefer. 
I  year  $36  □  3  years  $72  (the 
I  >nt  of  one  year  free).  Canadian 
order  ..  ;  year  $50,  3  years  $104  Or- 
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to  U.S.  rate. 
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Follow-Through 

one  in  front  of  our  office,"  says  Lam- 
bert. Next  year,  he  thinks,  should  put 
Twin  City  back  in  the  black. 

Elsewhere  in  the  industry,  things 
don't  look  so  hopeful.  At  Dixie  Carri- 
ers, the  Kirby  Exploration  barge  sub- 
sidiary that  carries  coal,  chemicals 
and  petrochemicals,  for  example,  the 
first  half  saw  revenues  down  about 
25%  and  profits  down  from  $2.5  mil- 
lion pretax  to  zero.  "Rates  have  dete- 
riorated further  since  1982,"  says  Ar- 
chie Wilson,  president  of  Dixie.  "It 
will  be  mid- 1984  before  anything  dra- 
matic will  take  place." 

Much  of  the  industry  is  also  casting 
an  anxious  eye  at  CSX.  The  second- 
largest  railroad  in  the  U.S.  tendered 
for  Texas  Gas  Transmission  in  June, 
and,  despite  a  fight  from  the  Water 


Grain  barges  on  the  move 

The  word  from  Moscow  is  good. 


Transport  Association,  the  $1.07  bil- 
lion deal  went  through  last  month. 
American  Commercial  Lines,  Texas 
Gas'  barge  line,  is  being  held  by  an 
independent  trust  until  the  Interstate 
Commerce  Commission  can  rule  on 
its  acquisition.  "We  believe  the  ship- 
per should  have  the  advantage  of  one- 
stop  shipping,"  says  a  CSX  spokes- 
man. Counters  Dixie's  Wilson,  "It 
gives  us  great  concern  to  have  a  rail- 
road owning  a  barge  system  with 
which  it  competes." 

There  are  those,  however,  who 
would  be  happy  with  the  CSX  acquisi- 
tion. "If  that  is  successful,  then  some 
of  the  transportation  conglomerates 
could  be  interested  in  other  barge 
companies,"  says  Merrill's  Levine. 
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THE  CANON 

FASTBACK. 

At  50  copies  a  minute,  the  NP-500 AF  system  simply  gets 
your  paperwork  back,  fast. 
Even  copies  it  in  black  or  b 

Now,  whenever  the  job  is  a  rush,  the  quick 
comeback  is  simple.  Give  the  paperwork  to  the 
Canon  Fastback. 

At  50  copies  a  minute,  the  Canon  NP-500AF 
Fastback  is  more  than  merely  quick.  It's  nimble. 

Takes  the  ups  and  downs  of  paperwork  in 
stride.  Reduces  by  75%  and  64%.  Enlarges 
by  127%  original  size. 

In  tact,  the  NP-500AF's  so  accommodating  it'll 
make  copies  In  either  black  or  brown  : 

And  talk  about  instant  response  Just  hand  over 
your  documents  and  the  automatic  document  feeder 
takes  over.  Even  if  the  original  is  up  to  50  pages  long. 

You  don't  have  to  adjust  copy  density  either 
Automatic  exposure  takes  care  of  that 

What's  more,  an  optional  2,000  sheet  paper 
deck  keeps  the  paperwork  coming  without 
interruption.  And  if  you  need  it  all  collated,  an 
optional  sorter  makes  up  to  15  sets  at  a  time. 

Naturally,  you're  probably  curious  about  how 
far  back  this  Canon  Fastback  is  going  to  set  you 
Well,  we  suggest  you  check  out  the  price  and  size  of 
anything  that  comes  close. 

We're  sure  you'll  come  back  to  the  Canon 
NP-500AF  fast. 

You  see,  we  didn't  call  it  The  Fastback  for  nothing. 

Interchangeable  developer  unils  allow  you  lo  change  copy  color  conveniently 


Look  at  the  company  the  Fastback  keeps.They're  good  and  fast  too. 


Readers  Say 


How  to  save  WPPSS 

Sir:  The  state  of  Washington  should 
declare  itself  a  "developing  nation." 
Then  the  International  Monetary 
Fund  could  bail  out  the  Washington 
Public  Power  Supply  System.  With  an 
IMF  "grant,"  it  could  pay  off  the  out- 
standing bonds. 
— Bruce  H.  Forsyth 
Rochester,  N.Y. 


Not  a  giveaway 

Sir:  "The  newest  pork  barrel"  (July  4) 
describes  my  proposed  Mortgage  Re- 
tirement Account  Act  of  1983  (MRA) 
as  a  giveaway  to  the  housing  industry 
and  a  $10  billion  drain  on  the  Trea- 
sury in  lost  tax  revenues.  The  Individ- 
ual Retirement  Account  (IRA)  was 
created  to  encourage  Americans  to 
save  for  retirement.  Generally,  the 
most  valuable  and  most  common  re- 
tirement asset  for  retired  Americans 
is  their  personal  residence. 

The  MRA  would  simply  change 
IRA  law  to  allow  taxpayers  to  invest 
their  allowable  $2,000  IRA  deduction 
in  a  personal  residence,  either  to  accu- 
mulate a  down  payment  or  to  prepay 
mortgage  principal  and  therefore  pay 
off  the  mortgage  at  a  faster  than 
scheduled  rate. 
— John  Tower  (R—Tex  ) 
U.S.  Senate 
Washington,  D  C 


Tech  talk 

Sir:  Re  "Kids'  Video-Game  Dexterity 
Is  A  National  Asset"  (Fact  and  Com- 
mon. Aug.  15)  While  crawling 
through  the  business  section  of  B. 
Dalton  in  Austin,  Tex.,  I  overheard 
three  13-  to  14-year-olds  complaining 
about  the  simplicity  of  some  of  the 
computer  books  on  display. 

One  ended  the  conversation  with, 
"Well,  I'm  trilingual  now  .  .  .  Basic, 
Fortran  and  Cobol." 
— Graham  Thatcher 
Rapid  City,  S.D. 


A  fed  program  that  works 

Sir:  Re  your  recognition  of  the  Civil- 
ian Conservation  Corps  (Fact  and 
Comment,  Aug  1 5),  and  more  recently, 
the  California  Conservation  Corps, 
vou  should  be  aware  as  well  of  the 
.iccomplishments  of  the  federally 
sponsored  Youth  Conservation  Corps. 


During  the  early  Seventies,  as  part 
of  the  YCC,  I  worked  in  the  Great 
Smoky  Mountains  National  Park. 
The  work  was  hard,  the  pay  was  low, 
but  the  personal  experience  was  unex- 
ampled, leading  me  to  an  appreciation 
of  nature  and  of  my  then-untested 
abilities. 

—Edward  W.  Myers 
New  York,  N.Y. 


Getting  RR's  good  ear 

Sir:  Your  Aug.  1  item  (Trends)  con- 
cerning the  President's  good  ear  was 
indeed  sharp  reporting.  I  noticed,  with 
pleasure,  during  your  interview  with 
the  President,  pictured  on  page  18, 
you  had  the  President's  good  ear. 
—Richard  Khig  Brown 
Norristown,  Penna. 


For  hearing,  left  is  best 


Mutual  consent 

Sir:  In  reading  the  verbatim  transcript 
of  your  Oval  Office  conversation  with 
President  Reagan  (Fact  and  Comment, 
Aug.  1),  I  couldn't  help  but  wonder — is 
the  White  House  taping  system  back 
in  operation,  or  is  MSF  blessed  with 
total  recall? 
— Robert  Burry 
Carbondale,  Colo. 

We  both  taped,  overtly,  to  be  sure  of 
verbatimization. — MSF 


Forsake  first  use 

Sir:  You  sarcastically  dismiss  the 
Bundy/Kennan/McNamara/Smith  ar- 
ticle in  the  Spring  1982  issue  of  For- 
eign Affairs  (Fact  and  Comment,  Aug.  15) 
that  advocates  that  the  U.S.  promise 
not  to  be  the  first  to  use  nuclear  weap- 
ons in  the  event  of  a  war  with  the 
Soviet  Union.  Among  their  points: 

Our  first  use  of  such  weapons  in 
Europe  would  risk  the  devastation  of 


our  own  cities — a  fact  undermining 
the  credibility  of  the  deterrent. 

We  should  move  in  the  direction  of 
greater  reliance  on  conventional  de 
fense.  A  recently  released  study  by 
leading  arms  experts  concludes  that  if 
the  NATO  powers  were  to  increase 
defense  expenditures  by  4%  to  5%  per 
year  in  real  terms,  the  necessary  level 
of  conventional  armament  should  be 
achieved  within  the  decade. 

We  have,  and  would  need  to  retain, 
the  nuclear  capability  to  strike  back, 
in  the  event  of  first  use  of  nuclear 
weapons  by  the  Russians.  That  capa- 
bility should  deter  Russia  from  resort- 
ing to  nuclear  arms. 
—Peter  H,  Kaskell 
Stamford,  Conn 


Didn't  beat  Princeton 

Sir:  The  table  in  "Campus  cop-out" 
(Aug,  15)  reports  a  45%  increase  in  the 
total  size  of  Yale's  endowment  in  the 
year  ended  June  30,  1983,  vs.  a  42% 
increase  for  Princeton.  The  Princeton 
number  is  45%,  not  42%.  We  may 
have  let  Yale  tie  us  one  year,  but  they 
certainly  didn't  beat  us. 
—Carl  W.  Schafer 

Financial  Vice  President  and  Treasurer, 
Princeton  I  'nil  'ersift 
Princeton,  NJ. 

Sir:  One  problem  in  the  fiscal  man- 
agement of  not-for-profit  organiza- 
tions is  the  diffidence  of  board  mem- 
bers. A  mentor  in  the  philanthropic 
program  business  once  said:  "The 
point  at  which  business  leaders  cease 
to  function  as  entrepreneurial  leaders 
is  the  point  of  their  appointment  to  a 
governing  board." 
— Arthur  C.  Frantzreb 
President, 

.Arthur  C.  Frantzreb,  Inc. 
McLean,  Va. 


Estimate  is  up 

Sir:  In  the  Aug.  1  article  entitled 
"When  the  music  stops,"  the  29% 
downward  revision  in  earnings  esti- 
mates for  HBO  &  Co.  was  the  result  of 
failing  to  adjust  for  a  recent  3-for-2 
stock  split. 
— Terence  M  Quinn 
New  York,  N.Y. 

Reader  Quinn  is  correct.  The  figure  for 
HBO  &  Co.  should  have  been  up  more 
than  5%,  one  of  the  best  on  the  list. — Ed. 
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A  computer 

upgrade  with  Wang 
won't  stunt  your 

<1  r>  gti  The  best  reason  for  choosir 

growth: 


4 

m  i 

FISCAL  YEAR 


inga 

Wang  VS  com puter  today  may  be 
tomorrow.  Because  unlike  compara- 
ble IBM  systems,  the  Wang  VS  line  is 
a  com  puter  family  with  a  smooth, 
proven  and  continuous  growth 
path. 

Consider.  All  WangVS  computers  use 
a  single  operating  system  and  single  system 
software.  Once  your  people  are  familiar 
with  one  Wang  VS,  they're  already  familiar 
with  the  next. 

Ontheotherhand.thelBM  34/36,38 
and  4300  all  use  different  operating  systems, 
different  source  codes  and  even  different 
software.  Upgrading  from  one  to  another  is 
almost  like  starting  over  again  with  a  whole 
new  system. 

Atypical  conversion  from  the  IBM  34/36 
to  a  Wang  VS  computer  takes  a  bout  two 
months.  From  then  on,  no  other  conversions 
are  necessary. 

Converting  from  the  I BM  34/36  to  the 
IBM  38  is  a  longand  tedious  process.  And 
you  face  an  even  more  difficult  task  going 
to  an  IBM  4300.  That's  time  and  money  that 
agrowingcompanyjustcan'tafford. 

Ifyou  wantto  spend  more  time  doing 
business,  and  less  time  getting  ready  to  do 
business,  choose  the  Wang  VS  computer 
line.ltwon'tstuntyourcompany'sgrowth  no 
matter  how  fast  you  grow. 

I~  For  a  demonstration  of  Wang  VS  computers,  call 

1-800-225-9264.  Or  send  this  coupon  to:  Wang  Laboratories, 
Inc.,  Business  Executive  Center,  One  Industrial  Avenue,  Lowell, 
MA  01851 


Title 


Company 


Address 


City 

(  ) 


State 


Telephone 


©1983  Wang  Laboratories,  Inc. 


WANG 


The  Office  Automation 
Computer  People. 


IMPORTING?  EXPORTING? 

CONSIDER  THE  PROMPT,  EFFICIENT  AND  ACCURATE 
ASSISTANCE  OF  THE  KEY  SWISS  BANK. 


At  Swiss  Bank  Corporation, 
America's  importers  and  ex- 
porters have  come  to  rely  on 
our  worldwide  banking  assist- 
ance. As  one  of  the  world's 
premier  financial  institutions, 
we  offer  a  full  range  of  ser- 
vices, especially  those  that 
deal  with  the  most  complex 
international  and  domestic 
transactions.  Whether  your 
financing  needs  require  any- 
thing from  letters  of  credit 


to  documentary  collections, 
we  offer  THE  standard  of  ser- 
vice and  expertise.  For  over 
40  years,  we've  been  com- 
mitted to  America's  business 
community.  Which  is  why  we 
have  offices  in  key  cities 
with  over  1100  attentive  Swiss 
Bank  Corporation  employees. 

So,  consider  the  global 
resources  of  the  key  Swiss 
bank  for  your  importing  and 
exporting  needs. 


THE  KEY  SWISS  BANK. 


Swiss  Bank  Corporation 

Schweizerischer  Bankverein 
Societe  de  Banque  Suisse 


cement  in  C        i2  Basle,  Aeschenvorstadt  1 ,  and  inCH-8022  Zurich,  Paradeplatz6.  Over  190  offices  throughout  Switzerland,  Main  Office 

lew  York,  FourWorld  trade  Center,  10048, 212/938-3500  Branches:  Chicago,  Three  First  National  Plaza,  60602,  312/346-0350  and  San 
101  California  Street,  94111, 415/774-3300.  Agency:  Atlanta,  235  PeachtreeSt.  N.E,  30303, 404  522-1600.  Representative  Offices:  Houston, 

One  Aiien  Center,  77002,  713  / 658-0561,  Los  Angeles,  800  W.  Sixth  St.,  90017, 213/489-5900 


"With  all  thy  getting  get  understanding" 


Fact  and  Comment 


By  Malcolm  S.  Forbes,  Editor-in-Chief 


ARE  INTEREST  RATES  UP  TO  STAY? 


No. 


WILL  THE  UP  IN  INTEREST  RATES  STALL  THE  NEW  HOUSING  REVIVAL? 


We  observed  here  six  months  ago  that  "with  mortgage 
money  now  available  at  12.5%,  projected  housing  starts 
will  soon  be  well  up  again."  The  corollary  presumably 
would  be  that  the  current  2%  climb  in  mortgage  costs 
from  the  low  li.5%-12%  level  would  choke  off  the  resur- 
gence of  home  building. 

"Wrong,"  says  Ray  Yavneh,  the  head  of  Forbes  Special 
Situation  Survey.  "With  1,084,200  housing  starts,  1981 
was  the  poorest  year  for  new  housing  since  World  War  II. 

"Then,  with  1,062,200  starts,  1982  was  worse. 


"Don't  join  the  oversimplifiers.  Be  careful,  in  any  com- 
mentary on  housing  data,  to  distinguish  between  seasonal- 
ly adjusted  annual  rates  for  a  given  period  (monthly,  quar- 
terly) and  numbers  of  actual  starts. 

"This  year  will  come  in  at  around  1.6  million  starts — a 
staggeringly  strong  rebound,  above  everybody's  expecta- 
tions last  year.  And  1984  will  be  good,  too." 

Happiness  is  believing  that  Mr.  Yavneh  is  more  apt  to  be 
right  than  those  who  feel  that  a  14%  mortgage  rate  will 
stifle  the  revival. 


SPEAKING  SOFTLY  AND  ACTING  SOFT  ARE  TWO  VERY  DIFFERENT  THINGS 


Only  out  of  stark  necessity  do  we  carry  the  world's  most 
expensive  big  stick.  Our  freedom — and,  not  so  incidental- 
ly, the  rest  of  the  Free  World's — depends  on  it. 

We  are  a  principled  nation  and,  because  we  have  such  a 
propensity  to  preach  to  those  we  consider  in  breach,  too 
often  smaller  unprincipled  bullies  of  the  Qaddafi  stripe 
figure  we're  too  soft  even  to  finger  our  stick.  In  Central 
America,  Chad  and  the  Middle  East  we  now  have  deployed 


mighty  reminders  that  there  is  a  mite  more  behind  our 
spoken  expressions  of  concern. 

Sure,  we're  overextended,  if  one  assumes  that  in  each 
instance  our  presence  might  lead  to  all-out  military  in- 
volvement. But  our  presence  is  more  apt  to  snuff  out  a 
flame  that  could  lead  to  conflagration. 

Look  what  a  couple  of  thousand  Frenchmen  flown  to 
Chad  have  done  to  stall  that  menacing  Libyan  maniac. 


TALKING  ABOUT  BEING  SPREAD  THIN 

how  about  the  U.S.S.R.  itself?  Afghanistan.  .  .  .  Poland.  Cuba,  Syria  ...  to  say  nothing  about  the  stirring  among 
.  .  .  Shoring  up  minions  in  Mozambique,  Angola,  Ethiopia,  the  minority  races  in  Russia  itself,  who  now  constitute  a 
Nicaragua,  Kampuchea.  .  .  .  Paying  through  the  sickle  to  majority. 

AT&T  RINGS  THE  BELL 

AT&T  shouldn't  feel  too  down  that  it  can't  use  its  invaluable  Bell 
name  and  symbol.  The  initials  AT&T  are  virtually  a  symbol;  none 
stand  higher,  brighter  in  the  corporate  alphabet  spectrum. 

And,  I  must  say,  those  22  divested  local  units  and  their  7  regional  — JT 
parents  who  don't  now  make  the  most  of  their  Bell  have  to  be  out  of 
their  circuits.  (Pray  tell,  what  Bell  does  USWEST,  NYNEX,  Pactel  or  /^T&I 
Ameritech  ring?) 
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THE  SUN  ALSO 
SHINES  ON  LENINGRAD 

Though,  as  this  photograph  which  appeared 
in  Life  magazine  would  suggest,  the  rarity  of 
it  leads  people  to  go  all  out  in  soaking  it  up. 


ANYONE  REMEMBER  WHEN  BURLESQUE  WAS  IN  BLOOM? 


It's  jolting  to  realize  how  few  alive  today  will  recall 
from  experience  what  a  big  thing,  a  very  naughty  thing 
burlesque  was  considered  to  be  in  this  country  half  a 
century  ago. 

How  vividly  I  can  remember  in  midteens  making  an 
occasional  Saturday  sortie  with  a 
couple  of  school  chums  to  New 
York's  42nd  Street,  where  there 
were  two  burlesque  theaters  among 
multiple  legitimate,  as  well  as  mov- 
ie, theaters.  The  off-color  jokes  and 
the  strippers  (who  never  got  beyond 
bras  and  panties  that  would  look 
positively  demure  next  to  today's 
bikinis)  wowed  us. 


And  to  think  of  the  near-total  support  New  York's  most 
fabulous  mayor,  Fiorello  La  Guardia,  won  when  he  closed 
down  the  burlesque  theaters  with  blasts  of  fiery,  heartfelt 
moral  outrage!  Under  the  headline  "La  Guardia  Backs  Ban 
on  Burlesque,"  the  New  York  Times  of  May  3,  1937  quoted 
the  feisty  mayor:  "The  operators  of 
the  burlesque  houses  put  more  and 
more  filth  and  lewdness  into  their 
presentations  and  maintained  a  bra- 
zen and  arrogant  attitude  of  defi- 
ance. There  will  be  no  letup  on  the 
part  of  the  city  in  this  situation.  It 
will  be  a  bitter  fight  to  the  finish 
against  the  incorporation  of  filth." 
How  innocent  it  all  seems  now. 


CRACKING  DOWN  ON  THE  ART  "GIVING"  RACKET  IS 


most  certainly  in  order.  With  mighty  rare  exception,  the  tax 
credit  for  gifts  of  art  should  bear  a  reasonable  relation  to  the 
donor's  cost.  Except,  in  those  rare  instances,  when  decades 
have  passed  since  purchase,  and  the  artist's  fame  has  soared. 


Fortunately,  there's  a  wise  effort  by  enlightened  art 
dealers  and  museumers  who've  cooperated  with  the  IRS  in 
the  form  of  an  art  advisory  panel.  Cheers  for  this  effort  to 
crack  down  on  this  form  of  white-collar  tax  fraud. 


THE  ULTIMATE  IN  GRACEFUL  REJECTION  SLIPS 


"A  British  writer's  submission  to  a  Chinese  economic 
journal,  according  to  Los  Angeles  magazine,  was  returned 
with  the  following  cover  letter:  'We  have  read  your  manu- 
script with  boundless  delight.  If  we  were  to  publish  your 
paper,  it  would  be  impossible  for  us  to  publish  any  work  of 

.  .  .  SPEAKING 

Regardless  of  whether  it's  a  result  of  arrogance  or 
ignorance,  it's  inexcusable  for  businessmen  who  accept 
business  invitations  to  luncheons,  dinners  or  functions 
that  involve  planning  for  food,  seating,  souvenirs,  etc., 
subsequently  to  neither  show  up  nor  call  up  when  the 
commitment  can't  be  kept. 

It's  astonishing  the  number  of  those  who  cavalierly 


a  lower  standard.  And  as  it  is  unthinkable  that,  in  the  next 
1,000  years,  we  shall  see  its  equal,  we  are,  to  our  regret, 
compelled  to  return  your  divine  composition  and  beg  you  a 
thousand  times  to  overlook  our  short  sight  and  timidity.'  " 
— from  Media  Industry  Newsletter 

OF  ANSWERS 

ignore  such  basic  consideration — which  is,  after  all,  what 
manners  are  all  about. 

Not  many  who  lack  such  rudimentary  courtesy  get  to 
corporate  upper  echelons.  But  there  are  too  many  at  other 
levels  who  say  "yes"  and  then  don't  show. 

There's  nobody  so  important  or  so  unimportant  for 
whom  or  to  whom  rudeness  is  ever  excusable. 


22 


FORBES,  SEPTEMBER  12,  1983 


YESTERDAY'S  POLITICIANS  SKEWERED  EACH  OTHER  EVEN  MORE 


devastatingly  than  today's.  Compare  these  putdowns  by 
two  long-ago  U.S.  Presidents  with  the  language-impover- 
ished efforts  of  today's  office-seekers. 

Wrote  John  Quincy  Adams  of  Daniel  Webster:  "Mr. 
Webster  has  no  longer  a  Senate  at  his  heels;  nor  is  there 
any  prospect  that  he  will  ever  exercise  much  influence 
over  the  public  affairs  of  this 
Country.  There  was  a  time  when 
I  should  have  considered  this  as 
inauspicious  to  the  welfare  of  the 
Union.  The  recent  exposition  of 
his  principles  has  convinced  me 
that  the  loss  of  his  services  in  the 
chief  magistracy  will  be  no  disas- 
ter to  the  American  People.  His 
Constitutional  Doctrines  are 
radically  unsound — and  even  if  none  purer  of  alloy  should 
ever  elevate  the  standard  of  the  Nation's  policy,  there  is 
little  reason  to  apprehend  that  any  of  baser  metal  will  ever 
obtain  the  stamp  of  National  approbation." 

And  this,  by  Zachary  Taylor,  who  was  finally  nominated 

INSTANT  CONCLUSIONS 

befit  bereft  minds. 


£  fern.  Ua^^J*^»JJ^  J&*y<a-  <■*  £Xt£o 

f3»   %L,  tdcLawrU 


in  a  convention  that  proved  to  be  Henry  Clay's  last  presi- 
dential hurrah:  "I  say  I  have  been  for  some  time  and  still 
entertain  the  opinion  he,  Mr.  Clay,  could  not  have  been 
elected  and  had  he  been  again  brought  before  the  country 
as  a  candidate  the  effect  would  have  been  the  perpetuating 
the  present  party  in  power  on  the  country  and  which  still 
may  be  the  case,  the  effects  of 
which  in  my  humble  opinion  will 
have  the  effect  of  undermining 
the  purity  of  our  glorious  institu- 
tions, and  that  too  at  no  distant 
day,  in  such  a  way  that  there  will 
be  but  little  left  of  them  other 
than  in  name;  I  presume  there- 
fore the  question  with  the  con- 
vention was  not  as  to  who  ought 
to  be  selected  as  a  candidate,  but  who  could  be  elected 
with  the  greatest  certainty,  who  would  arrest  the  down- 
ward tendency  of  our  national  affairs,  and  bring  the  gov- 
ernment back  to  its  original  purity  as  in  the  days  of  our 
first  Presidents." 

THE  BEST  VISION 

Insight. 


InrnMr  hirlMvnaiiM 


BOOKS 


#  Crucible   for   Conservation — by 

Robert  W.  Righter  (Colorado  Associ- 
ated University  Press,  $12.50).  Giv- 
ing great  fortunes  away  in  a  way  that 
will  do  lasting  good  is  so  difficult 
that  few  have  succeeded.  It  took 
John  D.  Rockefeller  Jr.  almost  half  a 
century  to  give  the  Country  most  of 
what  is  now  one  of  our  most  popular 
and  dramatic  national  parks,  Wyoming's  Grand  Teton. 
Here's  an  absorbing  tale  of  how  the  area's  ruggedly  inde- 
pendent ranchers,  cowboys  and  other  early  settler  descen- 
dants were  finally  won  over.  With  few  exceptions,  all  are 
now  numbered  among  the  millions  who  love  and  enjoy 
this  national  park. 

Excerpt:  The  establishment  of  Grand  Teton  National 
Park  in  1950  was  a  victory  for  the  preservationist  cause  at 
a  time  when  the  wilderness  movement  was  struggling. 
Over  and  above  the  question  of  conservation,  the  issue 
may  be  seen  as  a  victory  for  the  democratic  process. 
Throughout  the  years  there  was  anger,  vituperation,  and 
bitterness.  There  were  deals,  there  was  deceit,  but  amidst 
it  all  the  democratic  process  continued.  There  were 
threats,  but  no  violence.  No  one  picked  up  a  gun  or  a 
bomb,  although  at  times  they  were  sorely  tempted.  Order 
remained,  and  the  national  will  of  the  majority  prevailed. 


•  The  Art  of  the  Japanese  Kite — 

by  Tal  Streeter  (Weatherhill, 
$11.95).  In  Japan  being  told  to  go 
fly  a  kite  is  a  serious  assignment. 
American  sculptor  Tal  Streeter 
spent  two  years  there  gorgeously 
capturing  and  practicing  this 
colorful  and  major  Japanese  art 
form.  You  can  see  it  all  here, 
hanging  by  a  string. 
Excerpt:  I  made  my  first  kite  around  the  time  of  my  ninth 
birthday.  The  sticks  were  scraps  of  pine,  the  paper  a  large, 
flattened-out  brown  paper  bag.  1  had  two  full  summers  of 
fun  with  that  kite-,  I  seldom  tired  of  sending  it  toward  the 
Kansas  sun.  I  had  other  toys,  but  the  kite  was  a  favorite 
from  noon  to  sundown  through  that  summer  and  the 
following  one. 

The  Christmas  between  the  two  summers  was  a  mile- 
stone on  the  road  to  my  becoming  a  sculptor.  Hanging 
from  the  branches  of  that  year's  Christmas  tree  were 
many  small  packages,  and  under  the  tree  was  a  still  larger 
gift.  The  first  package  contained  a  folding  rule,  the  next  a 
hammer,  then  a  saw,  a  pair  of  pliers,  and  several  other 
carpenter's  tools.  The  big  present  turned  out  to  be  a 
wooden  tool  chest.  These  weren't  toys,  I  felt.  In  time,  I 
grew  away  from  that  disappointment.  My  father  taught 
me  how  to  use  the  tools  properly,  and  the  idea  of  making 
things  flowed  uninterruptedly  from  that  point  to  today. 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mind.  -MSF 


The  More  Things  Change  . . . 

The  whole  situation  [in  Nicaragua] 
seems  endlessly  confused  to  foreign- 
ers who  have  been  trying  to  follow  the 
press  accounts.  There  has  been  much 
talk  of  American  oppression  of  Nica- 
raguans.  In  all  my  years  of  contact 
with  that  country  I  am  still  to  see  or 
hear  anything  that  looks  like  exploi- 
tation. As  far  as  the  United  States 
Government  is  concerned,  its  chief 
interest  has  been  in  seeing  the  will  of 
the  Nicaraguan  people  carried  out,  in 
accordance  with  the  terms  of  their 
own  constitution.  The  U.S.  Govern- 
ment has  favored  those  elected  by  due 
process  of  law  and  of  late  has  opposed 
those  that  came  into  power  through 
illegal  revolutions. 

— Professor  Jeremiah  W.  Jenks, 
U.S.  economist  and  expert  in 

public  administration,  interviewed 
in  Forbes,  Apr.  15,  1927 


Tax  Cut  Up? 

Repeal  of  tax  indexing  .  .  .  would 
mean  that  effective  tax  rates  would 
rise  year  after  year  as  even  moderate 
rates  of  inflation  pushed  taxpayers 
into  higher  brackets.  .  .  .  Most  middle 
and  upper  income  people  base  their 
spending  on  their  income  over  a  sub- 
stantially longer  period  of  time.  When 
someone  thinks  his  income  is  going 
to  be  higher  in  the  future,  he  is  more 
willing  to  spend  today. 

The  fundamental  implication  is 
that  a  repeal  of  indexing  would  jeopar- 


dize the  recovery  this  year  even 
though  it  only  raised  tax  revenue  in 
the  future. 

— Martin  Feldstein,  chairman, 
Council  of  Economic  Advisers, 
speaking  before  the 
Economic  Club  of  Detroit 

Shoot  Honkers 

Many  Texas  newcomers  are  warned 
of  the  dim  view  Lone  Star  drivers  take 
of  drivers  who  honk  at  them.  "It's 
considered  rude,"  the  warning  goes. 
"You  can  get  shot." 

Although  people  from  other  parts  of 
the  country  take  the  view  that  shoot- 
ing people  is  a  bit  rude  itself,  law 
officials  like  Lieutenant  Massey  con- 
cede that  the  Texas  penchant  for  car- 
rying a  firearm  in  a  vehicle,  most  of- 
ten a  hunting  rifle,  tends  to  escalate 
the  freeway  violence. 

— New  York  Times 

Restore  the  Dignity 

My  chief  concern  today — and  I 
think  it  ought  to  be  a  major  concern 
for  all  Americans — is  to  restore  the 
dignity  of  teaching  as  a  career.  It  is 
still  possible  in  America  today  to  be 
proud  of  being  a  teacher. 

That's  a  message  which  I  believe 
could  be  developed  by  groups  such  as 
the  Advertising  Council.  What  I  have 
in  mind  is  a  cover  picture  of  a  teacher 
at  work  in  the  classroom — chalk  on 
his  coat,  patches  on  his  elbows,  not 


"There's  no  point  hanging  about  waiting — 
I've  just  bought  this  one." 


very  stylish  in  general,  and  surround- 
ings certainly  not  very  posh.  The 
catch  line  would  be:  "The  chairman 
of  General  Motors  should  ask  why 
this  man  works  for  $15,000." 

Such  a  story  could  become  signifi- 
cant for  all  of  American  education. 
The  business  of  quality  teaching  has 
to  be  uppermost  in  the  minds  of  all 
Americans,  and  one  key  lies  in'  our 
perception  of  teaching  as  a  career. 
— Bruce  McClellan,  headmaster, 
The  Lawrenceville  School, 
Lawrenceville,  N.J. 


There's  this  myth  that  the 
artist  has  to  starve  in  the 
attic,  but  that's  romantic 
nonsense.  I  can  write  just  as 
good  music  on  a  full  stom- 
ach as  on  an  empty  stom- 
ach— maybe  even  better. 

— composer  Ralph  Shapey,  winner 
of  a  $288,000  MacArthur  Foundation 
award,  quoted  in  Time. 


Ultimate  in  Vanity 

Ancient  Evenings  is  a  turgid  book, 
and  revels  in  guts  and  gore,  but  the 
most  offensive  thing  about  it  is  the 
vanity  that  permeates  the  entire 
work,  an  immense,  suffocating  van- 
ity. Norman  Mailer's  unblinking,  sto- 
ic gaze  here  seems  no  more  than  the 
surliness  of  an  aging  man  who  feels 
that  he,  alone  among  men,  does  not 
deserve  to  die  and  wants  to  be  saved 
for  some  kind  of  godlike  sex  beyond 
the  grave.  As  Raymond  Chandler  said 
of  Hemingway,  he  writes  as  if  he 
wants  his  epitaph  to  read,  "Here  lies  a 
man  who  was  bloody  good  in  bed.  Too 
bad  he's  alone  here." 

— Rhoda  Koenig, 
New  York  magazine 

Women's  Lib  Pays  Off 

As  I  walked  past  a  construction  site 
in  a  new  spring  suit,  a  worker  munch- 
ing on  an  apple  yelled  out  to  me, 
"Good  afternoon,  honey.  Want  a 
bite?" 

Against  my  better  judgment,  I 
yelled  back,  "No  thanks,  I'm  on  my 
way  to  lunch." 

The  hard  hat  kept  talking  as  I  pro- 
ceeded up  the  block,  but  I  ignored 
him.  Finally  he  proposed,  "Hey,  how 
about  lunch?" 

"No  thanks,"  I  replied. 

I  thought  he  had  given  up,  but  as  I 
crossed  the  street  he  shouted,  "I'll  let 
you  pay!" 

Ethel  Weinberg,  Savvy 
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'  urprise.  Corporate  America  is  still  owned 
|by  individuals.  These  private  investors 
hold  over  55%  of  all  listed  shares.  Clearly,  this 
retail  market  is  vital  to  equity  issuers.  And 
Lehman  Brothers  has  one  of  the  most  produc- 
tive sales  forces  in  all  of  equity  retailing. 

American  Motors  Corporation 

Selling  55%  of  a  10  million 
share  offer — at  retail 

American  Motors  had  substantial  product  de- 
velopment costs  to  finance.  Lehman  Brothers 
helped  to  analyze  the  market  situation  with 
AMC,  and  a  new  common  stock  issue  was 
decided  upon.  We  co- managed  the  offering 
and  helped  generate  enough  buyer  demand  to 
double  the  initial  filing  to  10,000,000  shares. 
We  then  sold  5,500,000  shares— 276%  of 
our  underwriting  commitment.  And  virtually 
all  at  retail.  AMC  chairman  Paul  Tippett  com- 
mented that  "When  it  comes  to  equity  distribution, 
Lehman  Brothers  does  an  outstanding  job. 9 

Chrysler  Corporation 

Retailing  twice  what  any  other  firm 
could  sell — wholesale  or  retail 

Chrysler  decided  to  take  advantage  of  its 
turn-around  to  restructure  its  balance  sheet. 

Based  on  our  knowledge  of  today's 
equity  market  and  our  equity  underwriting 
strength,  Lehman  Brothers  recommended  an 
offering  of  new  common  stock  and  was  named 
co-manager.  Using  our  own  distribution  sys- 
tem exclusively,  we  sold  3,500,000  shares  of 
the  third  largest  offering  in  history. 

Before  mstitutional  designation,  this  per- 
formance was  twice  that  of  any  other  co-manager. 
Wholesale  or  retail — "wire  houses"  included. 
Chrysler chairman  Lee  A.  lacocca  said  "Nobody  sells 
better  than  Lehman.  And vou  can  quote  me.  " 

UniroyaL  Inc. 

Selling  232%  of  our  commitment 

UniroyaPs  new  management  had  returned  it 
to  profitability.  Lehman  Brothers  saw  this  as 
an  opportunity  to  strengthen  Uniroyal's 
balance  sheet  and  improve  its  acquisition 
capability  with  a  new  common  stock  offer- 
ing. Uniroyal  agreed  and  filed  a  3,000,000 
share  offering  with  Lehman  Brothers  as  sole 
manager.  Following  a  comprehensive  market- 


ing effort,  Uniroyal  was  able  to  increase  the 
offering  to  5,000,000  shares.  We  sold  over 
3,000,000  of  them— 232%  of  our  under- 
writing commitment.  Joseph  P.  Flannery, 
Uniroyal's  chairman,  summed  up  the  transaction 
this  way:  "We  just  couldn't  have  asked  for  a 
better  performance. 9 

United  States  Steel  Corporation 

Knowing  the  individual  investor 

The  Company  wanted  to  take  a  new  issue  of 
convertible  exchangeable  preferred  stock  to 
the  market.  Lehman  Brothers  advised  that  it 
be  priced  and  targeted  at  the  individual  inves- 
tor and  was  named  a  co-manager. 

The  result:  $250  million  of  new  capital 
was  raised  for  the  Company.  Lehman  Brothers 
alone  sold  $60,000,000,  all  at  retail.  U.S.  Steel 
chairman  David  M.  Roderick  said  "Lehman 
Brothers  told  us  that  they  knew  the  retail  market. 
This  performance  proved  it.  " 

The  Unique  Combination 

Retail  and  Institutional 

What  are  the  reasons  behind  this  Lehman 
Brothers  equity  distribution  strength?  We 
have  one  of  the  most  productive  retail  sales 
forces  in  the  securities  industry.  Their  individ- 
ual production  is  several  times  the  average. 
Our  typical  investor  portfolio  is  20  times  the 
industry  norm.  According  to  the  New  York 
Stock  Exchange,  these  large  investors — peo- 
ple with  portfolios  larger  than  $50,000 — are 
about  10%  of  the  investor  population.  But 
their  portfolios  account  for  well  over  50%  of 
all  individual  stock  ownership.  These  large 
investors  have  staying  power.  They  also  have 
very  particular  needs.  Our  professionals  are 
specifically  trained  to  serve  those  needs. 

Lehman  Brothers  complements  this  re- 
tail strength  with  its  traditionally  powerful 
institutional  sales  ability.  This  institutional 
force  consistently  ranks  in  the  top  tier  of  all 
securities  firms. 

This  unique  combination — retail  and 
institutional — allows  Lehman  Brothers  to 
tailor  every  issue's  distribution.  The  corpo- 
rate client  benefits:  A  broad  ownership  base. 
Stability.  And  strong  aftermarket  support. 

Who  owns  America?  Lehman  Brothers 
knows  it's  the  individual  investor. 


Lehman  Brothers  Kuhn  Loeb 

Incorporated 

55  Water  Street,  New  York,  NY  10041  (212)  558-1500 


I  his  car  "knows"  when  the 

road  is  slippery 

It  is  the  Peugeot  505  S. 


Thesteering  of  the  Peugeot  "thinks"  for 
itself.  If  conditions  are  slippery,  the 
steering  will  order  itself  to  cut  back  on 
the  power  assistance  to  give  the  driver 
as  much  feel  of  the  road  as  possible. 

The  brakes  "weigh"  the  passengers 
and  their  luggage,  then  adjust  them- 
selves for  safer  braking.  They  are  disc 
brakes- on  all  four  wheels. 

The  tires  are  no  mere  letter-of-the- 
law  tires.  They  are  Michelin  steel- 
belted  radials. 

This  is  a  car  designed  to  help  avoid 
accidents. 

Note:  The  Peugeot  505  S  is  available 
with  either  a  fuel-injected  gasoline  or 
turbocharged-diesel  engine. 

The  Peugeot  brochure  is  crammed 
with  350  facts  like  these.  Call 
1-800-447-2882  toll  free  any- 
where in  the  continental  U.  S. 
for  a  free  copy  (and  name  of 
your  nearest  Peugeot  dealer) . 
And  read  why  many  observ- 
ers think  the  Peugeot  may 
well  be  undervalued  in  today's 


Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 


AN  OPPORTUNE  TIME  TO 

Fundamentals  for  nonspeculative  securities  look  good. 
Inflation  remains  low.  Next  year's  economy  will  be  strong, 
growing  at  a  6%  rate.  Profits  in  1984  will  be  robust,  on  top 
of  1983's  impressive  snapback  from  the  recession. 

Although  the  bull  market  is  now  in  its  second  year, 
there  are  a  number  of  stock  groups  that  are  relatively 
cheap.  Among  them:  energy,  utilities,  banks,  S&Xs,  prop- 
erty and  casualty  insurers,  retailers,  consumer-oriented 
outfits  such  as  American  Brands  and  Reynolds  Industries, 
and  cyclical  industrials  such  as  Ingersoll-Rand. 

The  markets  were  shaken  this  summer  by  the  Federal 
Reserve's  foolish,  half-baked  attempt  to  "fine-tune"  the 
pace  of  the  recovery  in  the  absurd  belief  that  strong  eco- 
nomic growth  causes  inflation.  Fed  Chairman  Volcker 
may  be  able  to  "tighten  judiciously"  for  a  couple  of 
months  more,  which  will  make  security  prices  volatile. 
Housing  will  be  damaged — temporarily — and  the  fourth 
quarter  will  be  sluggish  for  the  economy.  But  the  Fed  boss' 
freedom  to  play  such  games  will  lessen  as  the  presidential 
campaign  heats  up. 

As  fears  of  a  credit  squeeze  recede,  interest  rates  will 


BUY  STOCKS  AND  BONDS 

drop.  Government  bond  yields,  currently  12%,  will  be 
around  10%  by  spring.  Ninety-day  Treasury  bills,  which 
almost  touched  double  digits  a  couple  of  weeks  ago,  should 
be  at  7%  or  less  by  April  Fool's  Day. 

Utility  stocks  will  move  up  because  of  declining  interest 
rates.  Consumer  spending  should  help  retailers  and  food 
processors.  Greater  economic  activity  will  see  companies 
using  more  oil,  natural  gas  and  coal.  Property  and  casualty 
stocks  and  those  of  most  banks  already  reflect  current  and 
future  bad  news.  These  equities  will  be  appreciating. 

The  stock  market  should  peak  by  next  summer  when 
investors  will  start  worrying  about  what  the  Federal  Re- 
serve and  the  Reagan  Administration  will  do  after  the 
November  elections. 

By  the  time  Ronald  Reagan  takes  his  second  oath  of 
office,  the  long-underlying  crisis  in  monetary  policy  (see 
this  column,  Aug.  15)  will  again  be  visible.  How  well  the 
Administration  responds  will  determine  if  we  get  an  even 
more  impressive  surge  in  stocks  than  we've  had  in  the  last 
12  months,  or  if  we  will  sink  back  into  the  general  decline 
of  real  equity  values  that  began  in  1966. 


A  NATIONAL  FIGURE 


in  the  making  may  be  California's  new  gover- 
nor, George  Deukmejian. 

He  lacks  the  glamour  of  predecessors  Jerry 
Brown  and  Ronald  Reagan  but,  in  his  first  few 
months  in  office,  he  has  proven  to  be  an  effec- 
tive leader.  Not  long  ago  he  came  by  to  break 
bread  with  Forbes  editors  and  struck  us  as 
quiet,  knowledgeable  and  able. 

Upon  taking  office,  he  faced  the  most  seri- 
ous financial  crisis  of  a  big-state  governor  this  year.  He  was 
under  enormous  pressures  to  raise  taxes  substantially  to 
cover  the  budget  shortfall.  He  recognized  that  the  tax 
revolt,  which  his  state  triggered  five  years  ago  with  Propo- 
sition 13,  was  alive  and  well,  even  though  most  political 
experts  have  written  it  off  as  dead. 

He  said  "no"  to  a  general  tax  increase.  Although  the 
Democrats  control  both  houses  of  the  legislature,  Deuk- 


meiian  made  his  "no"  stick  while  significantly 
cutting  spending  for  the  new  fiscal  year. 

He  has  not  only  outmaneuvered  the  Demo- 
crats on  the  budget,  but  he  may  also  undo  their 
notorious  gerrymandering  of  congressional 
and  legislative  districts  with  a  special  election 
he  has  called  for  this  December. 

Deukmejian's  stand  on  taxes  contrasts 
with  that  of  other  big-state  governors,  which 
may  be  why  his  popularity  is  high  while  the  chief 
executives  of  Ohio  and  elsewhere  find  themselves  in 
political  trouble. 

Deukmciian  originally  won  his  political  spurs  as  a 
state  legislator  who  skillfully  guided  effective  grassroots 
campaigns  to  reform  California's  criminal  justice  system. 

Here  is  a  low-key  comer  who  might  be  a  contender  in 
the  race  to  succeed  President  Reagan  in  1988. 
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THIS  IS  ONE  OF  OUR  TELEPHONES 


Our  latest  business  telephone 
may  just  change  your  idea  of  tele- 
phones. 

Because  it  can  do  a  lot  more 
than  the  telephones  you  already 
krow. 

While  you're  making  an  ordi- 
na  'ir  extraordinary  phone 

canals  transmit  information. 
Simultaneously.  Over  the  very 


same  telephone  line. 

With  the  touch  of  a  button,  you 
can  send  the  facts  and  figures  on 
your  data  screen  to  the  data  screen 
of  the  person  you're  talking  to. 
Without  interrupting  your  conver- 
sation. 

Amazing?  Certainly. 

And  this  is  just  one  of  a  com- 
plete line  of  products  and  systems 


offered  by  AT&T  Information 
Systems. 

Everything  from  a  basic  busi- 
ness phone  system  to  one  that 
includes  keyboards,  printers,  dat; 
screens,  and  message  centers,  al 
linked  by  computer  technology. 

Small  companies  can  start  wi 
a  basic  system;  as  they  grow,  the 
system  can  expand  with  them. 


©  1983  AT&T 

SO  IS  THIS. 


because  everything  is  modular, 
"bsolescence  becomes  obsolete. 

As  for  larger  companies,  they'll 
md  the  most  sophisticated  sys- 
sms  in  the  industry.  Integrating 
/oice,  data,  office,  building,  and  net- 
work management  functions. 

All  the  way  up  to  DIMENSION* 
System  85.  Which  can  now  handle 
',000  lines  at  a  single  location,  or 


up  to  25,000  lines  at  multiple  loca- 
tions all  through  our  distributed 
communications  system. 

Large  or  small,  our  business 
systems  are  designed  to  help  your 
people  do  their  jobs  more  efficientiy. 
So  your  company  can  compete 
more  effectively.  And  win. 

If  you'd  like  to  know  more  about 
these  telephones,  or  the  rest  of  our 


product  line,  pick  up  your  tele- 
phone and  call  us.  1-800-247-1212, 
Ext.  898.  AT&T  Information 
Systems. 

lit  AT&T 


The  New  Avis  Rapid  Return. 
The  Fastest  Way  To  Return  Your  Car  And 
Get  A  Retard  Of  Your  Expenses. 


"»«««  a, 


You  get  a  record 
of  your  expenses 
in  seconds! 


If  you've  been  waiting  at  the 
counter  to  return  your  rental  car 

and  get  a  record 
of  your  expenses, 
Avis  has  great 
news.  The  wait  is 
over. 

Avis  has  just 
introduced  the 
new,  computerized 
Avis  Rapid  Return" 
at  selected  airports 
and  major  downtown 
locations.  It's  the 

fastest  way  to  return  your  rental  car  and  get  a  printed  record  of  your  ex- 
penses, to  the  penny.  Automatically.  Without  waiting  at  the  rental  counter. 

And  Avis  Rapid  Return  is  as  easy  to  use  as  a  pocket  calculator.  Just 
enter  your  car  number,  your  mileage  and  your  gas  gauge  reading  into  the 
computer.  With  the  push  of  a  button,  your  car  return  is  completed.  And  so 

is  the  record  of  your  expenses. 

Which  means  that  vou  can  catch 
your  plane  and  get  a  record  of  your 
expenses,  without  ever  waiting  at  the 
rental  counter. 

The  new  Avis  Rapid  Return.  It's 
another  Avis  first  that  means  better 
and  faster  service  for  you.  And  another 
way  that  Trying  Harder  Makes  Avis 
Second  to  None. 

Avis  features  GM  cars.  Chevrolet  Caprice  Classic. 


TRYING  HARDER  MAKES  AVIS  SECOND  ID  NONE. 

©  1983  Avis  Rent  A  Car  System.  Inc  Avis' 


AVIS 


Avis  Rapid  Return  service  available  for  charge  customers  only  who  require  no  modification  of  rental  agreement  charges. 


What's  Ahead  for  Business 


Edited  by  Thomas  O'Donnell 


GET  YOUR  SECOND  HALF  SCORECARDS 

Herewith,  latest  communiques  from  several  important  economic 
fronts — inflation,  the  capital  markets  and  the  shape  of  things  to  come 
at  Christmastime. 


The  outlook 
for  inflation 
remains  good 


Crowding  out? 
Expect  it  later, 
not  sooner 


Santa  Claus 
is  going 
to  town 


Notwithstanding  diehard  monetarists'  fears  that  the  14%  growth 
in  the  money  supply  from  January  through  July  (as  measured  by  Ml) 
will  rekindle  inflation,  the  battle  against  rising  prices  continues  to  go 
well.  But  uneasiness  persists.  On  the  wage  front,  some  generous 
settlements  are  being  recorded,  like  the  14.5% -over-two-years  con- 
tract just  won  at  Consolidated  Edison  of  New  York.  Autoworkers  are 
talking  about  "Restore  and  more  in  '84." 

The  biggest  imponderable,  of  course,  is  the  strength  and  duration  of  the 
economic  recovery,  now  in  its  1 1th  month.  What's  Ahead  thinks  that 
while  the  best  news  about  inflation  is  probably  behind  us,  the  future 
looks  reassuring.  Producer  prices  will  be  up  a  scant  1.2%  for  this  year, 
and  increase  by  3.5%  next  year. 

Expect  to  hear  less  about  "crowding  out" — the  dreaded  scenario  in 
which  heavy  capital  demands  coming  at  the  same  time  from  both  the 
private  and  government  sectors  drive  up  interest  rates,  thus  driving 
away  otherwise  worthy,  would-be  borrowers.  Expect  the  more  vocal 
worriers  to  move  back  their  forecasts  of  crowding  out  from  the  fall  of 

1983  to  1984. 

Government  borrowings  were  heavy  in  the  first  half  of  this  year, 
totaling  $172.5  billion.  According  to  Merrill  Lynch  economist  Deb- 
orah Kuenstner,  such  borrowings  will  drop  to  $150  billion  for  the 
second  half.  But  private  borrowing,  which  reached  $138.5  billion  in  the 
first  six  months,  is  rising  to  $154  billion  in  the  second.  Those  figures 
mean  total  borrowing  will  drop,  so  crowding  out  won't  take  place  until 

1984  at  the  earliest,  if  then.  All  in  all,  though  the  economy  is  expand- 
ing at  a  rate  twice  the  standard  forecast  of  a  few  months  ago,  total 
demand  for  funds  on  a  percentage  basis  is  lower  than  it's  been  in  the 
average  postwar  upturn. 

An  exceptionally  strong  Christmas  season  is  in  the  making, 
according  to  a  generous  sampling  of  retailers  polled  by  What's  Ahead. 
Spiegel  Mail  Order,  for  example,  expects  holiday  sales  to  come  in  about 
30%  higher  than  last  year.  For  the  industry,  a  10%  to  15%  gain  over 
last  Christmas  season  revenues  looks  very  likely. 

Weather,  inevitably,  is  a  key  variable  beyond  anyone's  control.  Last 
winter,  some  wary  buyers  recall,  was  predicted  to  be  one  of  the  coldest 
on  record.  It  turned  out  to  be  one  of  the  mildest.  Result:  Racks  of 
stylish  winter  clothing  and  other  cold-weather  gear  was  sold  at  distress 
prices.  Other  buyers  worry  that  the  recession-spawned  trend  toward 
bargain  hunting  and  discount  shopping  is  a  permanent  change.  In  the 
main,  though,  most  stores  expect  to  slow  down,  and  in  some  cases  to 
reverse,  the  trend  toward  ever-earlier  holiday  sales.  In  contrast  to  last 
year,  most  expect  to  hold  out  for  full  price  well  after  Thanksgiving. 
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The  Forbes  Index 


Forbes  Index 


12-month  close-up 
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Good  but  not  great.  With  a  2%  gain  in  this  reporting 
period,  the  Forbes  Index  continues  the  upward  march  that 
it  began  nine  months  ago.  After  gaining  only  1.1%  in  June, 
industrial  production  increased  by  1.8%  in  July.  The  latest 
figure  for  consumer  installment  credit  shows  a  1.3%  gain 
over  the  previous  month. 
However,  even  though  consumers  were  increasing  in- 


stallment debt,  retail  sales  were  flat  in  July,  after  a  0.3% 
gain  in  June. 

Another  cause  for  concern:  New  housing  starts  were  up 
46%  from  July  of  1982  but  were  off  10.2%  from  this  past 
June.  Last  year,  by  contrast,  new  housing  starts  jumped 
more  than  17%  from  June  to  July.  No  one  said  this  recov- 
ery was  going  to  be  easy. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  persona!  income,  the  change  in  the 
amount  of  consumer  installment  debt  outstanding. 

To  measure  these  eight  elements,  Forbes  monitors  11 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  series  are  presented  at  right. 


Consumer  price  indexes  |  1967=  100) 

all  urban  consumers,  unadiusted  (Dept.  of  Labor) 


New  housing  starts  (thousands) 
privately  owned,  unadjusted  (Dept.  of  Commerce) 


Industrial  production  index  ( 1967=  100) 
Seasonally  adjusted  |Federal  Reserve) 


Manufacturers  new  orders  and  inventories 

|$billions)  seasonally  (Dept.  of  Commercel 


Personal  income  {Sbillionsl  wage  and  salary  dis 
bursements,  seasonally  adjusted  (Dept.  of  Commerce) 
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In  Any  Field  There  Can  Only  Be  One  First 
In  Real  Estate  We  Are  It 


National  Property  Analysts 
is  the  number  one  shopping 
center  developer  in  the  country.* 
It's  an  honor  based  solely  on 
performance. 

It's  an  achievement  we  plan 
on  repeating  year  after  year. 

National  Property 
Analysts,  Inc. 

THE  MOST  IMPORTANT  THING  OUR 
REAL  ESTATE  EARNS  IS  YOUR  TRUST 

PHILADELPHIA    LOS  ANGELES    NEW  YORK 
ST.  LOUIS    SAN  FRANCISCO   OKLAHOMA  CITY 


As  named  by  National  Mall  Monitor  m  1983 


Forbes 


Duran  Duran  was  Nobody  Nobody  until  it  discovered  videotape. 
Is  a  new  entertainment  industry  aborning? 


Beautiful  model 
meets  sumo  wrestler 


By  Pamela  Sherrid 

T|  HE  RECORD  COMPANIES  had  IIO 
idea  what  they  were  sitting 
on,"  says  Sony  executive  John 
O'Donnell.  "You  couldn't  even  ex- 
plain these  things  to  retailers.  But 
when  I  saw  the  video  clip  of  'Girls  on 
Film'  three  years  ago,  I  started  jump- 
ing up  and  down.  'People  will  buy 
that,'  I  said." 

O'Donnell,  30,  is  in  charge  of 
Sony's  video  software  business  in  the 
U.S.  What  got  him  jumping  was  see- 
ing 3  minutes  and  23  seconds  of  vid- 
eotape. The  footage  features  a  fashion 
model  tangling  with  a  sumo  wrestler, 
and  a  man  mysteriously  drowned, 
while  the  British  band  Duran  Duran 


plays  synthesized  pop-rock  in  the 
background.  These  videotapes  try  to 
do  for  rock  what  Disney  tried  to  do  for 
classical  music  with  Fantasia.  A  Fan- 
tasia rendered  in  a  style  of  1920's  Ber- 
lin decadence. 

These  taped  sequences — called  mu- 
sic videos  in  the  trade — are  the  main- 
stay of  MTV:  Music  Television  chan- 
nel, a  two-year-old  joint  venture  of 
Warner  Communications  and  Ameri- 
can Express  that  is  piped  free  into  14 
million  homes  by  cable  operators. 
The  programming  is  intentionally  bi- 
zarre: Dancers  in  black  leather  and 
chains  grind  to  a  tune  of  punk  rocker 
Billy  Idol.  David  Bowie  makes  love  on 
a  beach  with  his  adorable  Chinese  girl 
friend.  Elton  John  plays  the  piano  on  a 


boardwalk  in  the  south  of  France.  All 
very  edifying. 

Record  companies  created  videos  as 
a  marketing  tool.  Duran  Duran,  for 
example,  was  Nobody  Nobody  before 
it  appeared  on  MTV,  and  now  its  rec- 
ord is  a  bestseller.  But  suppose  the 
folks  at  Procter  &  Gamble  suddenly 
discovered  that  people  will  pay  to  see 
Crest  commercials.  That's  what's 
happening  here.  Instead  of  just  being 
promotion,  the  videotapes  are  them- 
selves becoming  the  product. 

The  record  business,  what's  more, 
could  surely  use  such  a  lift.  Ship- 
ments are  up  this  year,  but  they  had 
been  declining  steadily  since  1978. 
That's  why  there  is  a  strong  incentive 
to  have  video  pay  its  own  way. 


Scenes  from  music  videos  of  the  British  rock  band  Duran  Duran 
Like  Disney's  Fantasia— with  a  touch  of  Berlin  decadence. 
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The  excitement  about  video  music 
stems  in  part  from  the  new  appetite 
for  programming  created  by  home 
video  tape  recorders  and  disk  players. 
Hardware  manufacturers,  such  as 
Sony  and  RCA,  love  music  video.  It 
gives  consumers  one  more  reason  to 
buy  their  machines,  the  latest  models 
of  which  offer  stereo. 

Feature  films  still  dominate  the 
home  video  players,  but  software  af- 
filiates of  the  big  manufacturers  are 
already  eagerly  licensing  music  video 
from  the  record  companies.  "It's 
clearly  the  next  wave  of  viable  prod- 
uct," says  Charles  Mitchell,  vice 
president  of  disk  programs  at  RCA. 

Marketers  think  fans  will  want  to 
buy  music  programs,  even  though 
they  continue  to  rent  movies.  Each 
will  have  its  niche.  "Watching  music 
video  is  far  more  spontaneous  and  re- 
peatable  than  watching  a  film,"  says 
Sony's  O'Donnell. 

Cost  is  still  a  big  obstacle.  A  full- 
length  videodisk  now  goes  for  $25  and 
a  videocassette  for  up  to  $80 —  hardly 
casual  purchases  for  the  youthful 
crowd  that  likes  Duran  Duran.  Con- 
veniently, Sony's  market  research 
shows  that  the  longer  a  music  video 
lasts,  the  less  people  watch.  Your 
typical  rock  fan  isn't  noted  for  his  or 
her  attention  span.  So  Sony,  fresh 
from  its  Walkman  triumph,  is  con- 
centrating its  efforts  on  a  new  $19.95 
"Video  45"  format:  three  or  four 
songs,  lasting  about  15  minutes.  "At  a 
party,  kids  can  put  it  on  to  dance  and 
then  stop,"  O'Donnell  explains. 

Kids  may  also  be  dancing  to  videos 
in  their  favorite  night  spots.  Record 
companies  will  get  additional  revenue 
by  licensing  videos  to  operators  of 
new  video  jukeboxes  (see  box). 

More  than  most  new  products, 
however,  music  video  raises  complex 
legal  and  economic  questions.  Be- 
cause the  spots  were  first  made  for 
promotional  purposes,  their  produc- 
ers skirted  the  complicated  royalty 
and  union  agreements  that  character- 
ize the  entertainment  industry.  But 
now  that  videos  may  someday  make 
money,  the  artists,  unions  and  music 
publishers  want  a  piece  of  the  action. 
In  June,  for  example,  the  American 
Federation  of  Musicians,  which  repre- 
sents studio  players,  won  the  right  to 
a  fixed  royalty  on  future  video  profits. 

A  hint  of  what  the  future  may  hold 
comes  from  Australian  Robert  Hart, 
who  runs  a  Los  Angeles-based  video 
affiliate  of  EMI  Music.  Look  at  his 
cross-merchandising  strategy  for  a 
full-length  video  of  a  Duran  Duran 
album.  Single  videos  from  the  album 
were  shown  on  MTV  for  their  promo- 
tional value.  At  the  same  time,  Hart 


Welcome,  weirdos 


Watching  music  in  a  California  restaurant 


Tired  of  Pac-Man?  Bored  with  Donkey  Kong?  Have  no  fear,  the 
inventors  of  coin-fed  machines  have  come  up  with  another  device  to 
relieve  you  of  your  quarters.  This  time  there's  no  need  to  match  wits 
with  a  microchip.  All  you  have  to  do  is  get  up  and  dance. 

Hurry  down  to  your  neighborhood  bar  or  cafe,  and  you  may  soon  be 
able  to  try  a  new  contraption  called  the  video  jukebox.  Developed  in 
England,  where  video  music  got  its  start,  this  1980s  version  of  the 
Wurlitzer  requires  50  cents  for  a  song.  But  along  with  the  tune  come 
pictures,  exhibited  on  a  TV  monitor  or  large  projection  screen.  Avant- 
garde  dance  clubs  have  been  showing  videos  to  their  clientele  for  years. 
Now  fans  everywhere  may  soon  pick  their  own  favorites. 

Businessmen  on  both  sides  of  the  Atlantic  are  interested.  Video  Music 
International,  a  small  Los  Angeles  company  headed  by  a  former  jazz 
musician,  has  been  selling  video  jukeboxes  for  several  months.  This  fall 
US  Billiards,  a  well-known  name  in  the  coin-operated  games  business, 
begins  distributing  them  nationwide  through  a  joint  venture  with  a 
British  firm. 

"The  machine  has  done  wonders  for  business,"  says  the  manager  of 
Sound  &  Vision,  a  London  pub  that  embraced  video  over  a  year  ago.  "It's 
brought  all  sorts  of  weird  and  wonderful  people  in  here." — P.S. 


licensed  videodisk  rights  to  RCA  and 
Pioneer,  videocassette  rights  to  Sony 
and  Thorn-EMI  Video  and  video  juke- 
box rights  to  various  licensees. 

Sony  helped  defray  the  cost  of  a 
promotional  tour  for  the  Duran 
Duran  videocassette  to  publicize  its 
new  stereo  video  machine.  At  a  Duran 
Duran  appearance  this  spring  in  a 
Manhattan  video  store,  the  group  at- 
tracted a  swarm  of  young  fans,  and  the 
band's  videocassette  is  working  its 
way  up  Billboard'?,  sales  charts.  Mean- 
while, Hart  has  negotiated  a  deal  to 
air  the  show  on  pay  cable.  "We're 
close  to  making  money,"  he  says. 

As  the  music  video  industry  ma- 
tures, record  executives  must  decide 
whether  to  continue  to  provide  their 
product  free  to  MTV  and  its  competi- 
tors, such  as  WTBS'  Night  Tracks.  Les 
Garland,  MTV's  vice  president  of  pro- 
gramming, likens  his  position  to  that 
of  radio  stations,  which  get  free  rec- 
ords. He  thinks  the  videotapes  need 
his  channel  more  than  the  channel 
needs  them.  "Nobody  will  want  to 
buy  videos  if  they  don't  know  what 
they  are  buying,"  he  says.  "Charging 
MTV  risks  killing  the  goose." 

Some  record  company  officials  ad- 


mit that  Garland  is  holding  a  strong 
hand.  "MTV  is  a  great  promotional 
vehicle,  and  we  are  leery  of  trying  to 
pressure  them,"  says  an  RCA  Records 
spokesman.  But  Warner  Records, 
owned  by  MTV's  parent,  is  more  ag- 
gressive. Though  it  hasn't  yet  taken  on 
MTV,  Warner  has  told  New  York's 
WABC-TV  that  it  will  get  videos  for  a 
new  music  video  show  only  if  it  pays  a 
fee.  "We're  tired  of  giving  away  mil- 
lions of  dollars'  worth  of  free  television 
programming,"  says  an  executive. 

In  fact,  videos  are  getting  too  expen- 
sive to  use  solely  for  marketing.  Mak- 
ing one  used  to  be  an  optional  expense, 
but  the  power  of  MTV  has  made  it  a 
necessity.  At  Warner  Records,  for  in- 
stance, the  100  videos  produced  this 
year  will  be  nearly  double  the  number 
in  1982,  with  the  cost  rising  to  an 
industry  average  of  $35,000  per  song. 
"This  is  a  multimillion-dollar  piece  of 
overhead  that  didn't  exist  before," 
says  one  Warner  executive. 

Many  old-timers  in  the  record  busi- 
ness are  appalled.  But  sooner  or  later 
they  will  have  to  face  the  fact  that  the 
bulk  of  their  customers  grew  up  with 
video  and  may  well  come  to  regard 
just  plain  music  as  boring.  ■ 
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I  

Music  video's  mini-mogul 


Music  video  producer  Scott  Millaney  of  London  's  MGMM 


Rock  'n'  roll  fans  in  Britain  and  the  U.S.  can  argue  for 
hours  about  which  country  produces  a  better  sound. 
But  when  it  comes  to  pictures,  the  British  have  a  clear 
lead.  Europe's  nationalized  radio  stations  don't  play 
much  rock,  and  years  ago  record  producers  there  turned 
to  television  to  help  publicize  their  products.  That's  why 
many  of  the  most  popular  music  video  spots  in  the  U.S. 
are  imported. 

No  one  has  turned  out  better  material  than  a  London- 
based  outfit  called  Millaney,  Grant,  Mallet  &  Mulcahy. 
Despite  its  establishment  name,  the  punk  clothes  and 
jagged  hairdos  indicate  clearly  that  MGMM  is  no  broker- 
age firm.  Scott  Millaney,  32,  is  the  "grown-up  of  the 
bunch,"  explains  an  employee.  As  the  producer,  Mil- 
laney puts  to  work  the  talent  of  his  three  partners — Brian 
Grant,  32,  David  Mallet,  36,  Russell  Mulcahy,  29— all 
top  directors  of  music  video  clips. 

With  annual  revenues  of  $4  million  and  output  of  120 
videos  last  year,  MGMM  has  helped  define  music  video. 
"We  started  out  four  years  ago  with  a  £2,000  loan  that  I 
got  by  putting  up  my  house  as  collateral,"  recalls  Mil- 
laney, a  blond,  laid-back  Londoner  with  a  taste  for  self- 
promotion.  He  was  running  a  small  video  studio  for  a 
record  company  when  he  quit  to  join  forces  with  Brian 
Grant,  a  TV  cameraman  who  had  worked  on  musical 
shows.  The  two  other  directors  soon  joined  them,  at- 
tracted by  music  video's  creative  freedom. 

MGMM  efforts  include  two  of  the  bestselling  video 
albums  ever,  Duron  Duron  and  Olivia  Newton-John's 
Physical,  and  short  videos  for  such  stars  as  David  Bowie, 
Elton  John  and  Donna  Summer.  Millaney's  challenge  is 
to  produce  great  material  with  the  money  record  compa- 
nies give  him,  while  keeping  the  creative  talent  happy. 

Budgets  have  been  rising  sharply,  but  they  are  hardly 
lavish:  A  three-minute  music  video  might  cost  $35,000, 
one-fifth  the  price  of  a  30-second  commercial.  Unless  a 


star  shows  up  late  for  a  shooting- — not  unusual — 
MGMM  is  responsible  for  all  cost  overruns. 

"We  don't  make  as  much  money  as  we  should,"  Mil- 
laney admits  with  a  smile.  Why  not?  Well,  sometimes 
it's  directors  letting  off  steam.  "Russell  especially  loves 
busting  things  and  throwing  water  over  people,"  says 
Robin  Walker,  who"  runs  MGMM's  Los  Angeles  office. 
Sometimes  it's  the  perils  of  shooting  on  location.  While 
making  a  video  on  Antigua,  for  example,  Millaney  had  to 
pay  off  local  hoods.  Sometimes  it's  artistic  indulgence — 
like  the  time  Millaney  knowingly  went  overbudget  on  a 
remake  of  Psycho  for  the  band  Landscape.  "We  use  that 
one  as  a  showcase,"  he  explains. 

These  days  MGMM  is  the  most  visible  part  of  a  S15 
million-a-year  music  video  industry  that  has  developed 
in  London,  and  Millaney  has  big  plans  for  the  future.  He 
thinks  that  record  companies  will  eventually  stop  fi- 
nancing music  videos,  and  he  wants  to  fill  that  void. 
"We're  looking  to  raise  money  to  produce  clips  and  to 
relicense  them  to  the  record  companies,"  he  says.  "We'd 
like  to  own  the  finished  product  rather  than  be  well-paid 
whores."  That  may  be  wishful  thinking,  however.  If 
there  is  any  big  money  to  be  made  in  videos,  the  record 
companies  won't  bow  out  willingly. 

Millaney  has  other  worries,  too.  U.S.  competition  is 
heating  up,  what  with  California  film  schools  churning 
out  young  directors  eager  ior  a  start  and  big-time  TV 
commercial  directors  trying  their  hand  at  music  video. 

Meanwhile,  MGMM's  own  stars  are  being  lured  to 
greener  pastures.  Russell  Mulcahy,  one  of  the  most 
acclaimed  new  video  makers,  has  just  finished  his  first 
feature  film  in  Australia  (it's  about  a  berserk  boar)  and 
Brian  Grant  has  film  plans,  too.  (His  is  a  thriller  about  a 
blind  piano  tuner).  If  Millaney  can't  turn  up  similarly 
talented  replacements,  his  own  star  could  fall  just  as  fast 
as  it  has  risen. — P.S. 
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When  is  a  triple- A  not  a  triple- A?  When  its  a 
triple-B  with  insurance.  That's  what  the 
investor  should  keep  in  mind  about  the 
municipal  bond  insurance  boom. 


What's  in  a  rating? 


By  Howard  Rudnitsky 

T|  he  demand  for  insured  mu- 
nicipal bonds  this  year  is  insa- 
tiable," crows  an  official  at  New 
York-based  American  Municipal 
Bond  Assurance  Corp.  (AMBAC),  a 
subsidiary  of  MGIC  Investment 
Corp.,  which  over  the  past  ten  years 
has  insured  some  $45  billion  of  princi- 
pal and  interest. 

The  numbers  bear  him  out.  In  the 
first  half  of  1983,  AMBAC  insured 
$3.3  billion  (par  value)  of  new  munici- 
pal bond  issues,  a  third  of  a  billion 
more  than  in  all  of  1982.  And  1982 
was  a  record  year.  On  top  of  that, 
AMBAC  insured  another  $1.4  billion 
of  municipal  bond  funds  (mostly  unit 
trusts),  up  from  $800  million  in  the 
first  half  of  1982. 

It  was  a  similar  story  at  White 
Plains,  N.Y. -based  Municipal  Bond 
Insurance  Association  (MBIA).  "So  far 
this  year  we  have  insured  about  12% 
of  all  new  long-term  issues,"  says 
Lauren  Miralia,  executive  vice  presi- 
dent at  MBIA's  managing  agency. 

Investors  are  clamoring  for  protec- 
tion after  reading  about  WPPSS  and 
the  default  of  two  lifecare  issues  this 
year.  Municipal  bonds  are  hot  with 
individual  investors  these  days,  but 
the  defaults  have  made  them  a  bit 
more  selective.  As  a  result,  says  Jack 
Merritt  of  Chicago-based  Van  Kam- 
pen  Merritt,  the  largest  sponsor  of  in- 
sured municipal  unit  trusts  ($4.9  bil- 
lion), "our  trusts  routinely  sell  out  in 
a  matter  of  hours,  as  soon  as  we  put 
them  together." 

In  .June,  Merrill  Lynch  brought  out 
the  largest  insured  trust  to  date,  a 
$214  million  issue  insured  by  MBIA— 
"for  people  who  like  to  wear  belts 
with  suspenders" — followed  by  an- 


other large  issue  in  late  August  that 
was  also  insured  by  MBIA.  Unlike 
most  other  unit  trusts,  Merrill's 
bonds  remain  insured  even  if  they  are 
sold  out  of  the  portfolio.  That  pro- 
vides more  marketability. 

How  much  does  insurance  add  to 
borrowing  costs?  The  insurers  claim 
it  often  can  be  done  on  favorable 
terms  to  an  issuer,  frequently  for  little 
more  than  0.65%  to  1%  of  total  debt 
service  (principal  and  interest).  This  is 
paid  upfront.  However,  if  that  can 


Both  MBIA  and  AMBAC  are 
choosy.  They  can  afford  to 
be  choosy  because  the  mas- 
sive demand  is  not  only 
from  investors  but  also  from 
issuers  who  are  afraid  they 
will  have  to  pay  heavily  to 
market  their  bonds.  Clear- 
ly, demand  is  outstripping 
supply. 


save  an  issuer  25  to  40  basis  points  of 
interest  over  the  30-year  life  of  an 
issue,  the  insurance,  in  effect,  will  pay 
for  itself.  In  fact,  argues  Van  Kam- 
pen's  Merritt,  "even  if  it's  only  a 
wash,  it's  worth  it  to  an  issuer  if  he 
couldn't  sell  the  issue  at  all  without 
the  insurance." 

Of  course,  this  state  of  affairs  has 
been  very  profitable,  so  far,  to  the 
insurance  companies.  New  issue 
bond  insurance  brings  in  the  entire 
premium  at  the  time  of  issue  (gener- 
ating some  $60  million  in  premiums 
for  MBIA  alone  last  year).  On  the  oth- 
er hand,  most  unit  trust  insurance 
premiums  arc  paid  annually  over  the 
life  of  the  issue.  That  produces  less 
premium  upfront,  but,  as  an  AMBAC 


executive  puts  it,  "It's  an  $11  mil- 
lion-a-year  annuity  currently,  for  25 
to  30  years,  even  if  we  didn't  do  an- 
other drop  of  business."  Either  way, 
it's  a  nice  business. 

Moreover,  the  two  insurers  are 
choosy.  MBIA  avoided  insuring  any 
WPPSS  bonds,  and  more  aggressive 
AMBAC  has  a  total  exposure  of  only 
$77  million  on  the  now-defaulted 
WPPSS'  4  and  5  project  bonds. 

They  can  afford  to  be  choosy  be- 
cause the  massive  demand  comes  not 
only  from  investors  but  also  from  is- 
suers who  are  afraid  they  will  have  to 
pay  heavily  to  market  their  bonds. 
Clearly,  demand  is  outstripping  sup- 
ply. To  meet  it,  AMBAC,  together 
with  another  MGIC  subsidiary,  has 
only  $126  million  in  capital  and  sur- 
plus. Even  bigger  MBIA,  which  is  an 
association  of  five  large  insurance  car- 
riers, including  Aetna  Casualty  & 
Surety,  Travelers  Indemnity  and  Fire- 
man's Fund,  doesn't  have  unlimited 
underwriting  capacity. 

So  it's  not  surprising  that  a  Merrill 
Lynch  subsidiary  is  reportedly  getting 
together  with  four  other  companies  to 
form  a  new  municipal  bond  insurance 
company  that  would  have  a  starting 
capital  of  $100  million.  That  would 
make  the  new  company  a  major  bond 
insurer  overnight.  The  other  partners: 
GEC  Credit  (a  General  Electric  sub- 
sidiary), Lehman  Brothers  Kuhn  Loeb, 
Kemper  Corp.  and  General  Reinsur- 
ance. The  new  company  is  likely  to  be 
run  by  Gerald  Friedman,  one  of  the 
founders  of  AMBAC,  who  left  that 
firm  in  1981.  In  addition,  American 
Health  Capital,  created  last  year  by 
Voluntary  Hospitals  of  America,  Mel- 
lon Bank  and  a  private  group,  also  is 
insuring  hospital  issues. 

There  is  a  caveat  connected  with 
insurance  protection.  What  if  the  in- 
surance company  fails  before  the 
bond  does?  These  bonds  have  life 
spans  of  25  or  30  years,  after  all,  and  a 
lot  can  happen  to  a  company  in  a 
quarter  century.  Short  of  that,  what 
happens  if  it  gets  into  financial  diffi- 
culties? It  might  be  forced  to  stretch 
out  its  payments  if  a  large  number  of 
bond  failures  hit  it  at  once. 

Improbable?  Perhaps.  The  point  is, 
insurance  does  not  give  absolute  pro- 
tection. Nothing  does.  But  if  triple-A 
is  what  you  are  after,  buy  a  group  of 
triple-A  bonds,  without  insurance. 
Even  MBIA's  Miralia  admits  that 
"most  insureds  are  selling  as  double- 
A  and  sometimes  as  cheap  double-A." 
The  market  is  telling  you  that  turning 
a  tnple-B  insured  into  a  triple-A  may 
not  be  the  bargain  it  seems  to  be.  ■ 
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American  Can  just  paid  big  money  to  get 
into  the  mutual  fund  business.  Will  the 
brains  it  bought  stay  put? 


Another  try 
for  Jerry  Tsai 


By  Barbara  Rudolph 


Would  you  buy  a  mutual 
fund  from  Jerry  Tsai?  A  lot  of 
people  who  were  stuck  with 
shares  of  Tsai's  Manhattan  Fund 
when  it  fell  apart  in  1969  would 
quickly  answer  in  the  negative.  But 
Tsai  apparently  hopes  a  lot  of  other 
people  will  forget  or  overlook  his 
spectacular  bust.  Tsai  is  now  vice 
chairman  and  a  major  shareholder  at 
American  Can  Co.,  and  three  months 
ago  Canco  agreed  to  buy  American 
General  Capital  Corp.,  which  runs 
$4.3  billion  worth  of  mutual  funds. 

American  General  isn't  just  an- 
other management  company.  It  leads 
the  industry  in  composite  equity  per- 
formance and  has  four  funds  listed  on 
this  year's  Forbes  Honor  Roll  (Forbes, 
Aug.  29).  That's  why  the  management 
firm  reportedly  attracted  around  80 
suitors,  including  Metropolitan  Life 
and  New  York  Life,  Integrated  Re- 
sources, Torchmark  and  Houston  in- 
vestor Fayez  Sarofim. 

Under  the  agreement  American 
General  will  receive  $38  million  in 
cash,  plus  something  like  75%  of  this 
year's  aftertax  earnings,  which  could 
top  $6  million.  The  total  purchase 
price  comes  to  about  2Vi  times 
book  value.  That  looks  ex- 
pensive, roughly  what  Amer- 
ican Express  initially  of- 
fered for  Investors  Diver- 
sified Services. 

On      the  surface, 
though,  this  looks  like  a 
deal  that  could  be  good  for 
everyone.     It  continues 
American  General's  recent 
strategy    of  concentrating 
mostly  on  insurance.  Ameri- 
can Can,  meanwhile,  gets  more  prod 


ucts  for  agents  at  its  Pennsylvania 
Life  and  National  Benefit  Life  subsid- 
iaries, among  others,  and  the  mutual 
fund  company's  1,100-person  sales 
force  may  well  start  selling  American 
Can's  annuities.  And  Jerry  Tsai  gets  a 
chance  to  manage  big  amounts  of  pub- 
lic money  again. 

But  Canco  is  buying  problems,  too. 
Partly  because  it  is  primarily  an  insur- 
ance company,  American  General 
was  not  accustomed  to  paying  the 
kinds  of  salaries  that  top  money  man- 
agers expect.  Compensation  at  Amer- 
ican General's  funds  was  always  be- 
low average,  and  the  bull  market 
broadened  that  gap. 

Not  surprisingly,  this  has  brought 
an  inordinate  amount  of  turnover 
among  AmGen  portfolio  managers. 
Ellen  Harris,  for  example,  the  former 
head  of  American  General's  Venture 
Fund,  moved  over  to  Paine  Webber 
two  months  ago  and,  by  one  estimate, 
may  well  have  tripled  her  salary.  In 
October  of  1981  William  Sams,  the 
respected  manager  who  built  the  fast- 
growing  Pace  Fund,  left  for  First  Pacif- 
ic Advisors.  Tsai  will  clearly  have  to 
reverse  this  brain  drain.  But  will  port- 
folio managers  who  weren't  very  hap- 
py working  for  an  insurance  company 
feel  any  better  about  working  for  a 
packaging  company? 

Buying  American  General  brings 
some  other  big  challenges  for  Tsai  and 
American  Can.  The  most  important 
is  to  keep  new  money  rolling  in.  Most 
of  the  group's  funds  have  an  8.5% 
load,  which  is  a  disadvantage  when 
competing  with  no-load  funds  unless 
you  have  a  brilliant  record.  But  in  the 
fund  marketing  game,  you  are  only 
as  good  as  the  last  quarter's  results. 
If  American  General  loses  its  lus- 
ter under  American  Can,  the  brokers 
who  sell  the  funds  may  switch  to  the 
current  hot  product. 

Did  Tsai  overpay?  "He  got  it 
cheap — if  the  funds'  sales  force  stays 
and  if  he  can  retain  good  portfolio 
managers,"  says  one  industry  expert. 
But  perhaps  Jerry  Tsai,  who  has  done 
extremely  well  in  the  stock  market 
since  his  Manhattan  Fund  days,  is 
planning  to  do  some  of  the  stock  pick- 
ing himself.  Or  perhaps  he  would  like 
to  assemble  a  new  team  in  his  own 
image.  "I  think  Jerry  wants  to  prove 
himself  again  as  a  money  manager," 
says  another  industry  observer. 

This  much  is  clear:  The  American 
General  funds  are  under  new  manage- 
ment. When  a  good  restaurant 
comes  under  new  management, 
one  doesn't  automatically  assume  the 
food  will  be  as  good  as  it  was  before.  ■ 
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The  Third  World  isnt  the  only  place  bank- 
ers are  making  bad  loans.  Look  what  hap- 
pened to  some  foreign  banks  in  the  U.S. 


Stiffing  the 
foreigners 


By  Ellyn  Spragins 

F|  OREIGN  BANKERS  HAVE  RUN  into 
trouble  with  their  own  dead- 
beat  borrowers.  Amid  the  an- 
guish and  near  panic  attached  to  the 
foreign  exposure  of  big  U.S.  money 
center  banks,  some  foreigners  are  qui- 
etly getting  stiffed  in  this  bastion  of 
fiscal  stability,  the  U.S. 

It's  no  secret  why.  Foreign  bankers 
discovered  in  the  late  1970s  that  they 
could  rather  easily  compete  for  corpo- 
rate business  in  the  U.S.  How?  Simple. 
By  cuttinginterest  rates  on  loans.  From 
Europe,  Japan  and  Canada  the  bankers 
rushed  to  push  cash  into  U.S.  corpora- 
tions. Inevitable  result:  "They've  got- 
ten burned,"  says  a  financial  executive 
of  a  large  corporation. 

"We  were  swamped  with  over- 
tures," says  David  Bevan,  senior  vice 
president  of  Transway  International 
Corp.,  a  company  with  $900  million 
in  annual  sales.  "Any  borrowing  rate 
they  offered  was  generally  lower  than 
what  you  could  get  from  an  American 
bank."  The  foreign  banks,  says  a  loan 
officer  of  an  American  money  center 
bank,  "tried  to  buy  business,  and  they 
bought  a  lot.  They  did  eat  part  of  our 
lunch." 

Followed  by  postprandial  pains. 
Foreign-bank  lending  in  the  U.S. 
swelled  over  the  last  five  years.  This 
was  when  foreigners  bought  business 
with  short-term  interest  rates  a  quar- 
ter- to  a  half-point  under  the  rate  U.S. 
banks  were  offering  the  same  borrow- 
ers. Soon  enough,  many  of  the  foreign- 
ers' loans — as  well  as  domestic  bank- 
ers'—began to  sour.  But  the  foreigners 
sometimes  made  loans  that  U.S. 
bankers,  a  bit  more  cautious  on  their 
home  turf,  rejected.  A  money  center 
loan  officer  says  his  bank  rejected  a 
request  from  a  multinational  com- 


pany for  $250  million  to  finance  an 
acquisition.  "The  company  turned 
around  that  night,  went  to  a  Canadian 
bank  and  got  that  money  overnight 
with  a  three-page  agreement,"  he 
says.  "You  can  guess  how  much  credit 
analysis  went  into  it." 

The  foreign  bankers  sought  to  limit 
their  risk  by  making  most  of  their 
loans  to  borrowers  among  the  1,000 
biggest  U.S.  companies.  But  some  of 
the  lenders — U.S.  as  well  as  foreign — 
failed  to  look  much  beyond  the  bor- 
rower's size,  and  bigness  isn't  neces- 
sarily equivalent  to  solidity.  Now 
France's  Paribas  has  $127.5  million  at 
risk  in  loans  to  troubled  GHR  Corp.,  a 
Louisiana  refinery.  Foreign  banks 
were  also  hard  hit  by  Wickes  Cos., 
Inc.  and  its  subsidiaries,  now  in  Chap- 
ter 1 1  proceedings.  A  group  including 
the  Banque  de  Paris,  Canadian  Imperi- 
al, the  Royal  Bank  of  Canada,  Bank  of 
Nova  Scotia  and  a  California  arm  of 
Lloyds  Bank  had  lent  a  substantial 
portion  of  Wickes'  $580  million  in 
unpaid  senior  debt. 

In  some  cases,  skimpy  investiga- 
tion and  credit  analysis  was  behind 
some  of  the  loans.  In  February,  when 
Tiger  International,  a  $1.6  billion 
transportation  services  company  in 
Los  Angeles,  declared  a  moratorium 
on  interest  and  principal  payments  on 


half  its  $1.8  billion  in  debt,  says  one  of 
its  U.S.  lending  officers,  it  caught  for- 
eign bankers  by  surprise.  "In  speaking 
with  some  of  them  several  months 
before,  just  after  our  bank  had  started 
to  reduce  its  commitment  to  Tiger," 
he  says,  "it  seemed  clear  they  had  no 
idea  what  was  going  on,  and  they  had 
an  unsecured  exposure." 

Worse,  from  the  point  of  view  of 
American  bankers,  was  the  tendency 
of  the  foreign  lenders  to  bolt  and  run 
when  borrowers  ran  into  trouble. 
That  threatened  all  lenders.  "It  has 
happened  four  or  five  times,"  says  an 
American  banker.  "Those  guys  were 
the  first  to  head  to  the  exit."  After 
Allis-Chalmers  proposed  deferring  its 
debt  repayment  around  year-end, 
"Lloyds  Bank  came  close  to  putting 
Chalmers  into  the  tank  by  trying  to 
pull  out,"  says  one  of  the  company's 
lenders.  "All  of  the  banks  kind  of 
ganged  up  on  them  and  told  them 
they  had  to.play  ball."  But  Swiss  Bank 
Corp.  did  manage  to  bail  out  of  the 
Wickes'  lending  group,  recovering  its 
money  before  Wickes'  bank  lenders 
were  forced  to  take  their  chances 
when  the  company  entered  Chapter 
11  proceedings. 

Such  affronts  to  team  play  have 
soured  feelings  all  around.  Says  Bevan 
of  Transway:  "We  are  less  willing  to 
deal  with  banks  that  are  only  friendly 
on  a  short-term  basis,  and  I  sense  that 
other  corporate  treasurers  feel  the 
same  way."  Jeffrey  Wallace,  a  consul- 
tant on  banking  for  Greenwich  Re- 
search Associates,  says  corporate  bor- 
rowers are  tending  to  favor  U.S.  banks 
over  foreign  banks.  "That  is  a  clear 
change  in  attitude  from  over  a  year 
ago,"  he  says. 

Burned  or  not,  the  foreigners  intend 
to  remain  in  the  U.S.  market.  "Where 
else  in  the  world,"  asks  Paul  Wilson 
of  the  Royal  Bank  of  Canada,  "can  you 
find  such  political  stability  and  long- 
term  economic  growth?"  Some  corpo- 
rations, such  as  U.S.  Home  and  Cali- 
fornia Portland  Cement,  keep  well- 
established  relationships  with  two 
sets  of  lenders,  American  and  foreign. 
Meanwhile,  the  foreigners  continue 
to  promote  business  in  the  U.S.  de- 
spite changing  liquidity  conditions  at 
home.  Boise  Cascade  executives  say 
they  are  getting  calls  from  representa- 
tives of  smaller  foreign  banks  that  had 
never  called  before. 

But  the  foreigners  are  analyzing 
creditworthiness  much  more  diligent- 
ly and  are  more  reluctant  to  cut  inter- 
est rates  below  market.  Sometimes,  it 
seems,  a  black  eye  can  help  a  fellow 
see  more  clearly.  ■ 
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The  reason  that  investors  are  high  on 
tiny  Unimed  has  to  do  with  legal  dope. 


Pot  of  gold? 


By  Subrata  N.  Chakravarty 

We're  very  shy  about  talking 
to  the  press,"  says  Unimed, 
Inc.  President  and  Chief  Ex- 
ecutive Paul  V.  Bollenbacher. 

Not  surprising,  in  a  way.  Based  in 
Somerville,  N.J.,  Unimed  has  only  $2 
million  a  year  in  sales.  Earnings  and 
revenues  from  operations  have  de- 
clined for  three  years  running.  Un- 
imed has  only  two  products,  both  of 
which  have  been  taken  off  the  U.S. 
market  under  pressure  from  the  Food 
&  Drug  Administration.  Unimed 
seems  to  have  little  to  talk  about. 
Then  why  does  its  stock,  unfollowed 
by  a  single  Wall  Street  securities  ana- 
lyst, sell  for  100  times  earnings? 

That  bears  on  the  real  reason  Un- 
imed is  shy:  marijuana.  No,  Unimed 
shareholders  aren't  necessarily  smok- 
ing it.  They  are  investing  in  it.  Un- 
imed is  proposing  to  produce  tetrahy- 
drocannabinol— THC  for  short,  the 
active  chemical  ingredient  of  marijua- 
na. THC  reduces  or  eliminates  the 
nausea  experienced  by  many  cancer 
patients  in  chemotherapy;  so  there  is 
a  legal  demand  for  the  stuff.  Unimed 
lacks  only  final  approval  from  the 
FDA  before  marketing  THC  under  the 
trade  name  Marinol. 

Some  30  states  already  permit  pa- 
tients in  chemotherapy  to  smoke 
marijuana  legally  (even  if  the  legality 
of  their  buying  it  remains  murky). 
THC's  origin  in  cannabis  makes  ex- 
ecutives of  big  drug  companies  ner- 
vous (Can  you  imagine  the  fuss  if 
Merck,  say,  were  to  market  "marijua- 
na"?), and  that's  why  a  tiny  outfit  like 
Unimed  wound  up  with  it.  The  Na- 
tional Institute  for  Drug  Abuse  had 
been  looking  for  someone  to  develop 
and  market  THC,  but  there  were  no 
takers.  "In  a  sense  it  was  an  orphan 
drug,"  says  Ed  Nida,  an  FDA  spokes- 


/  rnirhed  President  Paid  V.  Bollenbacher 
"We  don't  know  what  we  have  yet." 

man.  "There's  no  question  about  its 
effectiveness  or  legitimacy,  but  it's 
got  a  bad  reputation." 

The  small  size  of  the  legal  THC 
market  also  dulled  interest  among  big 
companies.  But  for  Unimed,  which 
has  lived  on  the  edge  for  20  years,  no 
market  was  too  small.  Unimed  pur- 
chased production  patents  for  THC 
from  a  private  chemist  and  filed  a 
New  Drug  Application  with  the  FDA 
in  fiscal  1981.  Now  the  National  Can- 
cer Institute,  with  the  FDA's  permis- 
sion, is  distributing  THC  free  to  some 
800  hospitals.  The  cancer  institute 
will  stop  doing  so  when  Unimed  gets 
its  FDA  approval  to  sell  the  drug. 

Marinol  is  theoretically  capable  of 
abuse,  but  in  such  very  large  doses  it 


has  unpleasant  side  effects.  Besides, 
says  Nida,  "Marijuana  is  so  damn 
easy  to  buy,  no  abuser  is  likely  to 
bother  popping  these  pills." 

FDA  approval  will  come  just  in 
time,  so  far  as  Unimed  is  concerned. 
Its  first  drug,  Sere,  which  promised 
control  of  Meniere's  disease,  a  severe 
vertigo,  was  taken  off  the  U.S.  market 
after  the  FDA  decided  its  efficacy  was 
unproved.  Amid  shareholder  lawsuits 
against  Unimed  and  the  now  defunct 
brokerage  firm,  Andresen  &  Co.,  the 
stock  price  collapsed.  The  CEO  was 
fired,  and  Bollenbacher,  then  vice 
president  for  finance,  took  charge  m 
1969.  "There  was  a  point  when  I 
didn't  cash  my  paycheck  for  six 
months,"  he  says.  "We  were  that 
close  to  running  out  of  money."  To- 
day, with  sales  of  only  $2  million  a 
year,  Unimed  husbands  its  cash.  It 
keeps  $3  million  on  hand. 

Bollenbacher  flew  to  Europe  and 
negotiated  licenses  with  three 
companies  to  manufacture  and  sell 
Sere  overseas.  Unimed  today  has 
H  no  U.S.  sales.  Foreign  licensees  sell 
H  Sere  in  54  countries  and  account 
for  90%  of  its  revenues.  The  rest 
comes  from  Unimed's  Canadian 
subsidiary.  But  the  Sere  patents  are 
running  out  and,  although  Unimed 
did  negotiate  the  sale  of  the  trade- 
mark to  its  principal  licensee  on 
advantageous  terms,  Marinol  is 
coming  along  in  time  to  keep  the 
company  from  fading  away. 

Unimed  has  other  promising 
products  in  the  works,  too.  Bollen- 
bacher is  pursuing  clinical  tests  of 
a  compound,  spirogermanium, 
that  shows  promise  for  the  treat- 
ment of  prostatic  cancer  and  lym- 
phoma. Farther  in  the  future  is 
LAAM,  a  longer-acting,  less  nar- 
cotic form  of  methadone.  Unimed 
may  develop,  test  and  market  it. 

But  Marinol  remains  Unimed's 
surest  entry  in  the  drug  market.  It 
could  double  or  triple  the  company's 
sales  almost  overnight  and  keep  the 
company  growing  for  the  foreseeable 
future.  The  profit  margins,  on  Mar- 
inol and  also  on  spirogermanium, 
would  be  large  and  the  effect  on  Un- 
imed's earnings  considerable.  Enough 
to  justify  the  current  100  times  earn- 
ings? It's  possible  but  unlikely. 

With  Marinol  and,  even  more  im- 
portant, spirogermanium,  Unimed  is 
a  likely  candidate  for  acquisition  by  a 
company  with  strong  marketing.  Bol- 
lenbacher seems  willing  to  sell  out. 
He  adds  though:  "  I  think  it's  a  little 
premature.  We  don't  know  the  value 
of  what  we  have  yet."  Which  should 
be  a  warning  to  investors  grabbing 
after  the  stock.  ■ 
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PERHAPS YOUR  LUXURY  CAR 
WOULD  PERFORM  BETTER 
WITHOUT  THE  HEAVY  BURDEN 
OF  A  HOOD  ORNAMENT. 


Over  the  years,  expensive  luxury 
sedans  have  been  adorned  by  winged 
warriors,  sylph-like  maidens,  and  var- 
ious other  icons. 

None  ot  these  have  improved 
the  performance  of  their  cars;  in  fact, 
the  evidence  suggests  the  opposite. 

An  extra  few  ounces  of  chrome 
wouldn't  seem  capable  of  compromis- 
ing several  thousand  pounds  of  car. 
But  then,  the  burden  isn't  physical.  It's 
far  more  serious  than  that. 

It's  philosophical. 
THE  BMW  733i:  A  DELIGHTFUL 
"ECCENTRICITY." 

The  BMW  733i  is  built  on  a  belief 
that,  by  the  standards  of  the  conven- 
tional luxury  car,  verges  on  eccentricity. 

BMW  believes  that  superior  per- 
formance is  the  only  thing  that  makes 
an  expensive  sedan  worth  the 
money.  And  that  the  only  architecture 
worth  considering  will  be  found  not 
on  the  hood  but  within  engines  and  sus- 
pension systems. 

The  difference  in  theory  becomes 
apparent  at  the  touch  of  the  gas 
pedal  —a  gesture  that  produces  demur- 
;  ral  in  some  cars,  but  not  the  733i.  Its 
!  fuel-injected  engine  is  designed  for  the 
heady  response  denied  other  luxury 
;  cars  by  their  sheer  heft  and  undernour- 


ished technology. 

(One  reason:  Digital  Motor  Elec- 
tronics, a  microprocessor-based 
system  that  orders  ignition  to  occur  at 
the  precise  instant  for  maximum  per- 
formance.) 

Unlike  softly-sprung  land  yachts 
that  wallow  through  turns,  the 
733i  rides  on  a  suspension  that  puts 
you  in  mind  of  racecourses  rather 
than  seaways. 

That  suspension  is  independent  on 
all  four  wheels,  with  design  break- 
throughs both  front  and  rear.  And  it  pro- 
vides an  agility  that  left  Design  News 
"amazed  that  we  could  pull  so  many  G's 
around  the  curve  with  absolutely  no 
lean  or  suggestion  of  protest." 

The  733i  is  also  engineered  to  take 
the  aiming  out  of  driving.  Its  steering 
system  is  precise  and  tactile,  neverde- 
nying  the  driver  the  information  the 
road  wants  you  to  know. 

DRIVING  VS.  PREENING. 

This  same  philosophical  bias,  fa- 
voring driving  over  preening,  is  evident 
in  the  733i's  interior. 

Since  driving  is  largely  a  process 
of  making  and  executing  decisions, 
the  733 i  provides  the  information  to 
decide  wisely. 

An  Active  Check/ Control  keeps  an 


arranty  applies  to  automobiles  purchased  from  authorized  U  S  BMW  dealers  only.  See  your  BMW  dealer  for  details, 
red.  European  Tourist  Delivery  can  be  arranged  through  your  authorized  U  S  BMW  dealer 


account  of  7  different  measures  of 
the  car's  operational  readiness.  An  on- 
board computer  provides  all  manner 
of  useful  data,  including  the  distance 
remaining  to  your  destination. There's 
even  a  Service  Interval  Indicator  that 
informs  you  when  routine  service  is 
needed. 

All  this  is  accompanied  by  leather 
bucket  seats,  AM/FM  stereo,  elec- 
tronically-operated sunroof,  and  enough 
other  amenities  to  earn  Car  and 
Driver's  designation  as  "the  height  of 
refined  elegance." 

And  it  is  protected  accordingly,  by 
BMW's  3-year/36,000-mile  limited 
warranty  and  6-year  limited  warranty 
against  rust  perforation* 

The  733i,  in  other  words,  does  not 
ask  you  to  spend  a  small  fortune 
for  the  privilege  of  having  your  senses 
dulled.  Which  is  why,  as  one  automo- 
tive journalist  observed, "test-driving  the 
73 3 1  is  more  a  test  of  the  driver  than 
of  the  car." 

If  it's  been  some  time  since  you've 
measured  either  your  car  or 
yourself,  we  invite  you  to 
visit  the  standard  of  com 
panson  at  a  BMW  dealer 
near  you. 

THE  ULTIMATE  DRIVING  MACHINE. 

1983  BMW  of  North  America.  Inc  The  BMW  trademark  and  logo  are  regis- 


UNTIL  NOW  EVER 

DISTORTED  VI 


If  you've  ever  looked  at  yourself  in  a 
funhouse  mirror  you  know  why  Toshiba's 
new  picture  tube  is  clearly  the  most 
advanced  ever  created. 

Any  image,  regardless  of  its  original 
quality,  becomes  distorted  when  seen  on  a 
curved  surface— like  your  present  TV 


Wlicti  it  comes 
to  TV  picture  tubes 
the  world  looks 
better  flat. 


Since  motion  picture  film  and 
video  tape  are  both  flat,  this  means  you 
have  never  seen  true  reproduction  of  any 
show  or  movie  on  your  set. 

Toshiba's  Flattest  Squarest  lube 
(E  S.T)  is  flatter  than  any  other  picture 
tube  made.  And  it's  going  to  change  the 
shape  of  television  for  years  to  come. 

A  SHARPER,  BRIGHTER,  BIGGER  PICTURE. 

Unlike  other  picture  tubes,  the  cor- 
ners of  the  ES.T  Blackstripe  are  squared- 
off  so  visibility  is  increased.  In  effect,  you 
get  a  20"  picture  from  a  19"  tube.  And 


there's  much  less  distortion— especiall; 
at  the  sides  and  around  the  corners.  In 
fact,  you  can  watch  it  from  a  27%  great* 
viewing  angle  and  still  be  able  to  see  th 
picture* 

The  flatness  of  the  screen  also  cu 
the  reflection  of  ambient  light.  Conven- 
tional convex  screens  reflect  much  moi 
daylight  and  artificial  light,  so  our  pictu 
is  sharper  and  brighter.  But  that's  not 
all  Toshiba's  advanced  technology  has 
accomplished. 

As  is  befitting  a  television  so  futu 
istic  in  its  scope,  Toshiba  E  S.T.  Blackstr 
TVs  are  the  hearts  of  entire  audio-visua 
entertainment  systems— with  capabiliti 


DBS- 
Teletext  - 
Hi-Fi  - 


Personal  Computer 
'  i  


FS.T  Blackstripe 
Receiver/Monitor 


Video  Tape  Dubbing 


.  VCR 

-  Videodisc 
■  Cable 


EST  Blackstripe  TV  is  the  heart  of 
an  entire  audio-visual  system. 

for  everything  from  video  movie  produ( 
tion  and  stereo  sound  to  computer 
applications. 

We  even  found  a  way  to  reproduc 


Toshiba  test  data 


5NEHADASUG 

H  OF  COLORTV. 


a  ier  blue.  A  truer  red.  And  a  truer  green. 


TRUER  COLOR  THAN  ANYONE  ELSE. 


II 


Y202S:  EU 
ZnS:  AL,Cu 
ZnS:  Ag,Cl 


For  years  you've  listened  to  televi- 
i  manufacturers  waxing  poetic  about 
r  color.  They  cite  surveys  and  opinion 
e  lies  to  prove  their  point.  Yet,  the  truth  is, 
can't  have  truly  better  color  unless 
create  better  color  phosphors. 

Toshiba  has  done  just 
that.  Our  new  phos- 
phors show  you  reds, 
greens  and  blues 
never  before  seen  on 
TV  Color  that  is  truer 
than  anybody  else's. 
And  that  isn't  just 
st  or  opinion,  but  fact.  In  laboratory 
we  reproduce  a  color  picture  that's 
truer  than  conventional  sets  and 
truer  than  the  set  acknowledged  as  the 
idard  of  the  industry1' 

There's  also  a  revolutionary  four- 
5  focus  system  instead  of  the  usual  two 
hree.  So  picture  sharpness  is  greater 
[  there's  less  convergence  error. 

From  the  point  of  view  of  accuracy, 


looking  at  the  most  beau- 
olor  picture  ever  created. 


sharpness,  brightness,  color  clarity,  fea- 
tures and  design  we  think  the  Toshiba 
F  S.T.  Blackstripe  TVs  will  revolutionize 
the  way  the  world  looks  at  television. 

But  lest  you  think  we're  creating  a 
distorted  image  for  these  remarkable 
sets,  we  encourage  you  to  visit  your  local 
retailer  and  see  them  side  by  side  with 
our  elliptical  competitors. 

We  think  you'll  agree— to  put  it 
flatly,  we're  the  best. 


In  Touch  with  Tomorrow 

TOSHIBA 


For  further  information  write:  Toshiba  America,  Inc  .82  Totowa  Rd  .Wayne,  New  Jersey  07470  or  Toshiba  Hawaii,  Inc  ,  327  Kamakee  St ,  Honolulu,  Hawaii  96814 


's  181/2  " 


CUT  HERE  for  TWA's  20%" 
Ambassador  Class  seat. 


WORLD'S 
WIDEST 
AIRLINE  SEAT 
CUTS  OTHER 

AIRLINES 
DOWN  TO  SIZE. 


British  Airways  Super  Club® 
Bfct  When  you're  travelling  on  business,  we 
offer  you  the  widest  seats  in  the  air.  We 
.  give  you  24  inches  between  armrests  — 
more  room  than  TWA  or  Pan 
Am!*  You'll  always  be  next  to 
an  aisle  or  a  window,  and  you 
.  have  almost  a  foot  of  work 
i  f  space  between  you  and  the  next 

&  /  '  passenger. 
Wjp  J     American  Airlines 
W\  f      A  Advantage  Program 
^^^7    Show  us  your  number  at  check-in 
and  your  flight  miles  on  British 
Airways  between  the  U.S.  and 
London  will  count  towards  your 
AAdvantage  travel  award  plan. 
First  Class  Comfort 
Lean  back  in  luxury  in  our 
sumptuous  First  Class, 
with  its  sleeperseats  and 
impeccable  British  service. 
The  Ultimate:  Concorde 
If  you  want  to  reach  London  in  half  the  usual 
time,  there's  only  one  way  — our  Supersonic 
Concorde. 

It's  no  wonder  that  British  Airways  fly 
more  people  to  more  countries  than  anyone 
else.  After  all,  we're  the  World's  Favourite 
Airline.  Call  your  travel  agent  or  corporate 
travel  department. 

British 
airways 

The  World's  Favourite  Airline  " 


Heinz  CEO  Tony  O'Reilly  has  struck  it  rich 
again.  But  the  shares  on  Dublin  s  stock 
exchange  probably  are  gushing  faster  than 
the  oil  from  the  Celtic  Sea. 

Erin 
go  drill 


By  Rosemary  Brady 

Anthony  (Tony)  O'Reilly,  47,  is  a 
Dublin  lad  who  went  off  and 
k  made  good.  He's  one  of  the 
best-known  executives  in  the  U.S., 
president  and  chief  executive  officer 
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of  H.J.  Heinz  Co.  of  Pittsburgh,  the 
catsup  kings.  But  he's  kept  a  stake  in 
Ireland,  too,  where,  among  other 
things,  he  is  chairman  and  chief 
shareholder — 7% — of  an  oil  company, 
Atlantic  Resources  Ltd. 

"It  is  a  substantially  riskier  game,  a 


far  more  complex  game  than  one 
might  have  anticipated  at  first  blush," 
Tony  O'Reilly  tells  Forbes  in  Dublin. 
It  started  in  1981  when  Phillips  Petro- 
leum and  Getty  Oil  were  planning  to 
drill  for  oil  off  Ireland's  west  coast. 
Getty  wanted  Irish  partners.  Among 
those  who  responded  was  O'Reilly, 
who  in  yet  another  business  capacity 
is  chairman  and  7.5%  owner  of  a  $6 
million  (revenues)  Dublin-based  con- 
glomerate called  Fitzwilton.  With  in- 
terests in  textiles,  fertilizers  and 
newspapers,  Fitzwilton  in  1981  had  a 
few  million  in  cash  in  the  bank. 

"We  decided  to  invest  in  something 
that  could  dramatically  change  Fitz- 
wilton, that  could  have  a  high  re- 
ward," O'Reilly  recalls.  Fitzwilton 
put  up  about  $2.5  million.  O'Reilly 
and  nine  other  Dublin  businessmen 
invested  about  $1  million.  Atlantic 
Resources  started  with  a  10%  stake  in 
the  Phillips  consortium  and  went  on 
to  invest  in  natural  gas  exploration  in 
Oklahoma  and  Appalachia.  But  most 
important,  says  O'Reilly,  the  com- 
pany aimed  to  explore  the  long-ne- 
glected Celtic  Sea  area  off  Ireland's 
southern  coast. 

Atlantic  Resources  managing  direc- 
tor, Donald  Sheridan,  who  was  re- 
cruited from  his  post  as  chief  geolo- 
gist at  Marathon  Oil,  had  long  sus- 
pected that  oil  lay  in  the  rocks  of 
Jurassic  age,  about  160  million  years 
old,  in  the  Celtic  Sea.  Marathon  had 
never  thoroughly  explored  that  area. 

Says  O'Reilly:  "Don  chose  six 
blocks  that  he  believed  in.  Since  I  own 
35%  of  the  newspapers  in  Ireland  I 
have  close  contacts  with  the  politi- 
cians. I  got  [licenses  for]  the  blocks  he 
wanted."  Then  O'Reilly  went  to  talk 
to  his  neighbors  down  the  street  from 
H.J.  Heinz  in  Pittsburgh,  Gulf  Oil  Co. 
Gulf  decided  to  form  a  consortium 
with  Atlantic  and  brought  in  Union 
Oil  Co.  The  two  U.S.  companies 
agreed  to  pay  $7.5  million  for  their 
two-thirds  stake  in  the  project. 

In  all,  Atlantic  Resources  had  to 
raise  $35  million  in  equity,  borrowing 
and  funds  from  the  U.S.  oil  companies 
before  recently  striking  oil.  "Probably 
the  worst  moment  of  all  was  to  hear 
that  with  dwindling  funds  we  had  a 
dry  hole,"  O'Reilly  says.  But  by  now 
just  about  everyone  knows  the  second 
well  looks  like  a  winner,  and  all  Ire- 
land is  talking  oil. 

Atlantic  Resources'  market  value 
has  gushed  from  $7  million  to  $86 
million  in  only  nine  weeks.  "There 
have  been  more  millionaires  made  in 
this  country  over  the  last  few  weeks 
than  in  any  other  time  in  years," 
boasts  Malachy  Coary,  a  builder  who 
says  he  made  $32,000  on  the  Dublin 
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How  to  build 
a  financial  model. 


Instead  of  hammering  at  complex 
calculations  for  hours,  a  businessperson  could 
use  the  IBM  Personal  Computer. 

Because,  with  the  IBM  advanced  electronic 
spreadsheet  program  called  Multiplan,* 
shaping  a  projection  is  fast  and  easy. 
k  (Especially  since  the  software  is  designed 
to  take  advantage  of  the  IBM  Personal 
Computer's  advanced  features.) 

Using  simple  commands,  you  can 
custom-tailor  spreadsheets  up  to  255 
rows  long  by  63  columns  wide. 

Revise  data  in  one  segment  of  the 
screen  and  see  figures  automatically 
^    recalculated  in  another.  Even  link 

several  different  spreadsheets  stored  on 
one  diskette,  so  changes  made  on  one 
spreadsheet  will  update  the  others. 

lb  learn  how  IBM  Multiplan 
can  help  mold  your  financial  future, 
visit  an  authorized  IBM  Personal 
Computer  retail  dealer. 


The  IBM  Personal  Computer 
A  tool  for  modern  times 


on  where  to  buy  the  IBM  Personal  Computer,  call  800-447-4700.  In  Alaska  or  Hawaii,  800-447-0890. 

'  Multiplan  is  a  U  S  trademark  of  Microsoft 
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Anthony  O'Reilly  of  Heinz  and  Ireland 
First  a  dry  hole,  then  a  winner. 

stock  market  recently.  "It  will  make 
this  country  rich/'  declares  Paddy 
O'Brien,  proprietor  of  a  pub  in  Dun- 
garvan,  County  Waterford,  the  town 
closest  to  the  well. 

Gulf  won't  know  until  later  this 
year  whether  it  has  a  big  well,  but 
judging  from  the  results  of  early  tests, 
oil  analysts  guess  that  it  could  con- 
tain between  100  million  and  200  mil- 
lion barrels.  That  isn't  a  superfind. 
Saudi  Arabia  has  170  billion  barrels  of 
proven  reserves.  But  Gulf's  strike 
could  boost  Celtic  Sea  exploration. 

"We've  got  to  prove  it's  a  commer- 
cial find,"  cautions  the  Minister  of 
State  for  Energy,  Eddie  Collins.  Truth 
is,  the  shares  are  probably  gushing 
faster  than  the  oil.  And  so  are  public 
expectations.  People  in  the  pubs  and 
shops  already  are  hoping  that  Irish 
Prime  Minister  Garret  Fitzgerald  will 
ease  up  on  the  tax  hikes  imposed  ear- 
lier this  year  in  an  effort  to  bring  Ire- 
land's balance  of  payments  deficit  and 
high  $5.9  billion  foreign  debt  bill  un- 
der control.  A  pint  of  stout  now  costs 
$1.30,  and  some  Irish  workers  pay  73 
cents  in  income  and  social  welfare 
taxes  for  every  dollar  they  make.  The 
average  income  tax  rate  in  Ireland  is 
43%.  Worse,  half  the  fast-growing 
population  is  under  25,  and  unem- 
ployment is  expected  to  jump  from 
13%  to  16%  next  year. 

Economists  say  the  government 
must  start  cutting  public  spending  to 
avert  even  more  tax  hikes,  but  this 
may  be  difficult  when  people  think 
the  oil  will  pay  all  the  bills.  Oil,  as 
other  countries  have  learned,  is  a 
mixed  blessing.  ■ 
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EXPERIENCE  THE  QUALITY. 

WITH  STYLE 


From  "America's  First  Name  in  Men's  Clothing®," 
the  Heritage®  suit,  in  a  fine  blend  of  55%  Dacron® 
polyester/45%  wool,  woven  by  Burlington  Menswear. 
Available  at  fine  men's  stores. 


Hart 

Schaffner 
&Marx 


101  North  Wacker  Drive.  Chicago.  Illinois  60606 


You  can  see  the  reflection 
of  tomomow  in  a  child's  eyes. 

By  age  18,  the  average  American  child 
will  have  spent  more  time  watching  television 
than  attending  school. 

At  Westinghouse,  we  take  the  social 
responsibility  that  broadcasting  represents 
very  seriously  Seriously  enough  to  put  our 
families,  and  yours,  ahead  of  short-term  gains. 

Community  involvement  and  quality  fam- 
ily entertainment  have  been  hallmarks  of 
Westinghouse  "Group  W"  radio  and  television 
stations  for  more  than  60  years. 

With  six  major-market  television  stations 
and  nearly  two  million  cable  subscribers, 
Westinghouse  casts  a  powerful  vote  in  favor 
of  certain  standards.  It's  actually  quite  simple. 
We  won't  produce  or  distribute  anything  we 
wouldn't  want  our  own  families  to  watch. 

And  our  people  recognize  a  further 
responsibility.  Whether  supporting  the  arts  in 
Boston,  helping  to  prevent  crime  in  Baltimore 
or  raising  millions  for  Children's  Hospital  in 
Pittsburgh,  Westinghouse  people  know  that 
serving  the  public  interest  extends  far  beyond 
the  studio. 

In  everything  we  do,  Westinghouse  is 
more  than  100,000  people  around  the  world 
dedicated  to  quality  and  excellence. 


You  can  be  sure... 
If  if  s  Westinghouse 


Profiles 


By  mixing  show  business,  real  estate  and 
good  taste,  the  brothers  Ashkenazy  have  cut 
a  wide  swath  in  Los  Angeles  realty.  Tomor- 
row, the  world? 


Real  estate 
as  theater 


The  Ashkenazy  brothers,  Severyn  (left)  and  Arnold 

"This  requires  music,  and  an  orchestra,  and  lighting." 


By  Michael  Cieply 


Tall  and  darkly  handsome,  Se- 
veryn Ashkenazy,  47,  speaks 
grandly  of  the  hotelier's  art.  "This  is 
opera,"  he  declares.  "Anything  else  is 
probably  mere  theater."  Pleased  with 
his  metaphor,  the  Polish-born  propri- 
etor of  Beverly  Hills'  plush  five-star 
hotel  L'Ermitage  elaborates:  "This  re- 
quires music,  and  an  orchestra,  and 
staging,  and  lighting,  and  makeup  and 
a  libretto.  It  is  an  all-encompassing 
form  of  real  estate." 

Such  are  the  passions  of  Ashke- 


nazy. With  his  bearded  brother  Ar- 
nold, 50,  Ashkenazy  is  investing  $260 
million  to  develop  a  1,000-suite  clus- 
ter of  seven  L'Ermitage-hke  hotels. 
The  brothers  are  building  not  in  Bev- 
erly Hills  but  in  tattered  West  Holly- 
wood, a  bohemian  strip  where  tire 
stores  and  warehouses  mingle  with 
the  arty  hangouts  of  Los  Angeles'  ho- 
mosexual community.  Six  of  those 
posh  hotels  are  recycled  apartment 
buildings  whose  value  has  been  de- 
pressed by  Los  Angeles'  rigid  rent  con- 
trols. The  Ashkenazys  are  rebuilding 
one  of  them  as  a  multicolored,  12- 


story  sculpture  to  be  designed  by  the 
Israeli  artist  Jakov  Agam. 

But  why,  in  a  city  where  deluxe 
hotel  occupancy  rates  have  lately  run 
70%?  Essentially  because  the  broth- 
ers Ashkenazy  understand  that  the 
real  estate  business  today  is,  at  least 
in  part,  show  business.  There  may  be 
too  many  hotels,  but  there  aren't 
enough  hotels  with  that  touch  of  flash 
appealing  to  the  modern  affluent  con- 
sumer. That's  the  Ashkenazy  vision. 
And  it  works.  In  20  years  the  Ashken- 
azys have  turned  a  $100,000  grub- 
stake into  an  estimated  $300  million- 
plus  worth  of  Los  Angeles  real  estate 
and  other  properties;  held  jointly 
through  their  privately  owned  Ash- 
kenazy Enterprises,  Inc.  They  run  a 
thriving  barter  company  and  a  distin- 
guished art  gallery  in  Beverly  Hills. 
Their  private  art  collection  includes 
2,000  paintings,  some  as  valuable  as  a 
$1.2  million  Van  Cogh,  acquired  by 
Arnold  only  two  months  ago. 

If  those  are  the  marks  of  great  suc- 
cess, a  touch  of  madness  and  a  dash  of 
drama  have  been  at  the  root. 

Sons  of  a  Jewish  chocolate  distribu- 
tor, the  Ashkenazys  in  1939  were  dis- 
lodged from  their  native  Tarnow  (a 
Galician  town  of  50,000)  by  the  invad- 
ing Russian  army.  For  a  time  they  hid 
behind  Russian  lines.  But  soon  they 
returned  to  German-occupied  Tar- 
now, spending  two  years  in  the  sub- 
basement  of  a  Gentile  home,  with  a 
cow,  two  goats  and  a  handful  of  pre- 
cious paintings  salvaged  by  their  fa- 
ther, an  avid  collector. 

Resettled  in  Paris  after  the  war,  the 
Ashkenazys  scooped  up  additional 
Impressionist  and  Postimpressionist 
masterpieces,  then  available  for  a 
song  in  Europe's  war-shattered  econo- 
my. According  to  the  brothers,  the 
bulk  of  those  paintings  were  mistak- 
enly sold  off  by  a  careless  trustee  in 
advance  of  the  family's  1957  migra- 
tion to  Los  Angeles.  Father  Izydore 
stoically  invested  the  proceeds  in  a 
clothing  manufacturing  business.  Ar- 
nold, meanwhile,  studied  agriculture 
at  UCLA,  while  Severyn  used 
$100,000  of  his  father's  money  to 
prove  an  uncanny  instinct  for  the  nu- 
ances of  Los  Angeles  real  estate. 

Building  in  the  then-dormant  Am- 
bassador area  just  west  of  downtown, 
Ashkenazy  developed  compact  apart- 
ments for  singles,  a  potent  but  still 
undiscovered  market  in  those  days. 
Within  two  years,  single  renters  made 
the  26-year-old  Ashkenazy  a  million- 
aire. Within  four,  he  abandoned  the 
Ambassador  area  to  seize  upon  a 
shrewdly  perceived  opportunity  in 
West  Hollywood,  then  a  seedy  buffer 
zone  between  Beverly  Hills  and  Los 


FORBES,  SEPTEMBER  12,  1983 


How  American  Express  refined 
Atlantic  Richfields  travel  payment  system. 


W'hen  the  people  at  Atlantic 
Richfield  went  exploring 
for  the  best  way  to  manage  their 
travel  payment  system,  they 
struck  it  rich.  The  American 
Express  "Corporate  Card  System. 

Atlantic  Richfield  isn't  alone. 
More  than  300,000  companies  use 
the  American  Express  Corporate 
Card  System  to  cut  costly  adminis- 
tration and  paperwork. 

Increase  control  of  travel  and 
entertainment  costs.  Reduce  cash 
advances.  And  keep  better  track 


J!!***  ^ 


of  who  spent  what,  and  where. 

For  the  traveling  employee  it 
means  the  prestige  of  using  the 
American  Express*  Card  to  meet 
almost  every  business  travel  and 
entertainment  need. 

For  companies  like  Atlantic 
Richfield  it  means  using  the  im- 
measurable resources  of  American 
Express  to  measurably  reduce 
business  expenses. 

For  more  information,  send  in 
this  coupon  or  call  toll-free  1-800- 
528-AMEX: 


A.M.  Busquet,  VP- 
American  Express 
Travel  Management  Services 
P.O.  Box  13821,  Phoenix,  Arizona  85002 

I'd  like  ro  find  out  how  the  American  Express® 
Corporate  Card  System  can  benefit  my 
company. 


Name 


Company 


Title 


Address 


City 


State 


Zip 


L 


Phone 


No.  of  Travelers 


[EXPRESS 


American  Express  Travel  Management  Services 


'I  W  American  Evpri-ss  Travel  Related  Services  Co.,  Inc. 


*  In  Arizona  call  602-954-2088. 


How  to  ma 
work  like  < 


First,  neatly  cut  out  the  "370"  label. 

Now,  when  nobody's  looking,  non- 
chalantly tape  it  to  your  terminal,  just  under  the 
"IBM;'  as  if  it  really  belonged  there. 

Then  wait  for  your  chance  and  quickly 
slipadBASEII®  disk  into 
your  main  drive. 
That's  it. 

Your  IBM  Personal 
Computer  is  now  ready  to 
run  a  relational  database 
system,  the  kind  that  IBM 
put  on  their  mainframes  last  year. 
And  you're  ready  with  more  data  han- 
dling power  than  you  would  have  dreamed 
possible  before  dBASE  II. 

You'll  wonder  how  you  managed  without  it. 

You'll  find  that  dBASE  II,  because  it's  a 
relational  database  management  system  (DBMS), 
starts  where  file  handling  programs  leave  off. 

dBASE  II  handles  multiple  databases 
and  simplifies  everything  from  accounting  to 
department  staffing  to  monitoring  rainfall  on 
the  Upper  Volta. 

With  a  word  or  two,  you  CREATE  data- 
bases, APPEND  new  data  instantly,  UPDATE, 
MODIFY  and  REPLACE  fields,  records  and 
entire  databases.  Organize  months  worth  of  data 
in  minutes  with  the  built-in  REPORT.  Do  sub- 
field  and  multi-field  searches,  then  DISPLAY 
some  or  all  of  the  data  for  any  condition  you 
want  to  apply. 

And  you've  just  begun  to  tap  the  power 
of  dBASE  II. 

Easy  to  look  at,  easy  to  use. 

Input  screens  and  output  forms  couldn't 
be  easier— just  "paint"  your  format  on  the  CRT 
and  what  you  see  is  what  you'll  get. 


You  can  do  automatic  calculations  on 
fields,  records  and  databases,  accurate  to  10  digits. 

And  you  can  use  dBASE  II  interactively 
for  answers  right  now.  Or  save  your  instruc- 
tions, then  repeat  everything  with  two  words: 
DO  Manhours,  DO  ProjectX,  DO  whatever 
has  to  be  done. 

Use  dBASE  II  to  help  make  your  choice: 

Jf  you've  got  a  96k  IBM  PC,  send  us 
$700  and  we'll  send  you  a  copy  of  dBASE  II  to 

use  free  for  30  days. 


your  micro 
mainframe. 


Instead  of  just  poring  over  a  manual,  run 
it  and  make  sure  that  it  does  what  you  need  done. 

Then  if  you  find  it  isn't  right  for  you, 
send  it  back  and  we'll  return  your  money  no 
questions  asked. 

But  if  you  do  that,  you'll  have  to  remove 
that  label.  Because  nothing  short  of  a  mainframe 
works  like  dBASE  II. 

Call  (213)  204-5570  today  or  drop  by 
your  local  computer  store  for  the  rest  of  the  story. 

Ashton-Tate,  10150  W.  Jefferson  Blvd., 
Culver  City  CA  90230. 


ASHTON  TATE 


©Ashton-Tate  1983 

dBASE  II  is  a  registered  trademark  of  Ashton-Tate. 


Angeles  proper. 

West  Hollywood — including  the 
notorious  Sunset  Strip — was  part  hip- 
pie hangout,  part  hooker  haven.  "It 
was  the  whorehouse  of  the  city.  Not 
at  all  appetizing,"  says  the  fastidious 
Severyn.  The  Ashkenazys  saw  not  the 
problems  but  the  opportunities — 
flawed  but  potentially  valuable  prop- 
erty at  a  low  $5  to  $6  per  square  foot. 

That  land  is  worth  roughly  10  times 
as  much  today  because  of  the  shrewd 
way  the  Ashkenazys  developed  it. 
The  brothers  developed  some  46 
apartment  projects  in  the  compact 
district.  Such  critical  mass  attracted 
new  tenants,  among  them  middle- 
class  gays  and  arty  habitues  of  the 
nearby  Pacific  Design  Center.  They, 
in  turn,  lent  a  touch  of  class  to  the 
area.  What  had  once  been  rundown 
now  became  fashionably  shabby.  Se- 
veryn likes  to  refer  to  the  area  as  "the 


West  Hollywood — including 
Sunset  Strip — was  part  hip- 
pie hangout,  part  hooker 
haven.  "The  whorehouse  of 
the  city.  Not  at  all  appetiz- 
ing," says  Severyn. 


Left  Bank  of  Beverly  Hills."  The  Ash- 
kenazys claim — a  bit  hopefully— that 
West  Hollywood  has  become  a  pocket 
of  neighborhood  charm,  akin  to  San 
Francisco's  North  Beach  or  Manhat- 
tan's newly  vibrant  Upper  West  Side. 
Galleries  and  expensive  shops  now 
pepper  the  area.  Loungers  brave  the 
smog  in  outdoor  cafes,  while  free- 
spending  New  York  visitors  come  to 
play  in  glitzy  restaurants  like  Spago 
and  Ma  Maison. 

But  put  that  bit  of  theater  on  hold 
for  a  moment  to  ponder  the  further 
drama  of  L'Ermitage.  Six  years  ago 
that  lush  hotel  was  planned  as  a  small 
high-service  apartment  complex  on 
the  outer  fringe  of  Beverly  Hills.  But 
why  not  add  lights  and  staging— a  tiny 
Paris-like  front  desk  here,  a  private 
restaurant  there?  By  designing  a  hotel 
without  public  areas,  the  Ashkenazys 
hoped  to  evade  Beverly  Hills'  restric- 
tive zoning  regulations,  while  con- 
verting L'Ermitage  into  an  immensely 
more  profitable  first-class  inn. 

Because  there  is  a  big  touch  of  show 
biz  in  everything  the  brothers  do, 
there  is  an  element  of  gamble  in  their 
operations  compared  with  those  of 
more  conventional  realty  men.  Suffer- 
ing from  a  bad  case  of  opening-night 
jitters,  the  brothers  reportedly  offered 
to  sell  a  50%  interest  in  the  new  ho- 
tel, then  assessed  at  $1 1  million,  with 
a  $7  million  first  mortgage,  for  just  $2 


million.  Luckily,  the  would-be  part- 
ner declined.  L'Ermitage,  with  only 
117  suites,  has  appreciated  fourfold 
since  1977  by  trading  on  its  so-called 
intimacy.  Absence  of  a  lobby  and  con- 
vention rooms  means  no  crowd  of  yo- 
kels to  trouble  rich  and  famous  guests 
who  pay  an  average  tariff  of  $236,  plus 
tax,  per  night. 

With  an  80%  occupancy  rate — 
nearly  15  percentage  points  higher 
than  downtown  hotels — L'Ermitage 
alone  yields  $10  million  a  year  in  rev- 
enues, with  operating  margins  esti- 
mated at  25%.  Credit  that  to  hand- 
and-foot  service,  which  three  years 
ago  plucked  Mobil's  coveted  five-star 
rating  from  the  long-established  Bev- 
erly Wilshire.  The  brothers  indulge  in 
costly  flourishes,  like  original  French 
masterpieces  in  the  upstairs  restau- 
rant and  complimentary  limousine 
service  for  guests.  But  in  Severyn's 
judgment:  "The  hotel  business  has 
changed,  and  hoteliers  have  not  real- 
ized it."  He  draws  upon  history.  "The 
innkeepers  used  to  give  you  their 
daughters,  their  wives.  We  are  going 
back  to  being  innkeepers." 

Now  that  they  have  discovered  and 
come  to  love  the  hotel  business,  the 
Ashkenazys  plan  to  dress  up  their  ex- 
isting West  Hollywood  apartment 
buildings  as  hotels.  There  is  an  ele- 
ment of  gamble  here.  Conversions  of 
apartment  buildings  to  hotels  do  not 
come  cheap.  Cost  per  suite  is  running 
about  $200,000,  compared  with  about 
$120,000  per  deluxe  room  in  the  new 
Sheraton  Grande  in  downtown  Los 
Angeles.  Moreover,  the  Ashkenazys 
are  spending  a  staggering  $40  million 
to  build  the  200-suite  Le  Clarion  from 
the  ground  up,  a  price  tag  that  could 
dictate  room  rates  of  upwards  of  $200 
per  night.  And  even  the  venturesome 
brothers  pale  at  the  potential  cost  of 
executing  artist  Agam's  still  unseen 
design  for  their  flagship  Le  Mondrian. 
"Agam  is  certainly  the  best  business- 
man among  artists  living  today,"  says 
Arnold  wryly,  wincing  at  Agam's 
$225,000  commission.  "Let  us  hope 
he  is  proceeding  sensibly." 

Arnold  himself  is  compounding 
risk  by  pursuing  a  pet  plan  to 
weave  the  new  hotels — all  within  a 
ten-block  area— into  a  colossal  gallery 
of  modern  art.  No  less  avid  a  collector 
than  his  father,  he  is  gathering  some 
5,000  paintings  from  artists  and  deal- 
ers at  a  50%  discount.  The  plan:  to 
hang  four  or  five  works  in  each  suite, 
publish  a  catalog  and  sell  to  admiring 
guests  at,  say,  $1,000  a  shot. 

In  such  ways  do  the  brothers  turn 
their  personal  tastes  to  helping  make 
a  buck.  Both  studied  fine  arts  and  mu- 
sic at  the  prestigious  French  Conser- 


vatory of  Music  in  Paris.  Severyn, 
married  since  1973,  is  an  opera  addict. 
Bachelor  Arnold  haunts  the  sympho- 
ny halls.  Sybarites  to  the  core,  the  pair 
have  lined  their  respective  Beverly 
Hills  homes  with  contemporary  and 
Postimpressionist  oils  only  slightly 
more  exquisite  than  the  nouvelle  cui- 
sine dishes  offered  at  l'Ermitage's  pri- 
vate Cafe  Russe.  Severyn  says,  with  a 
disingenuous  shrug:  "If  I  had  no  busi- 
ness interests,  I  would  have  become  a 
first-class  playboy." 

The  Ashkenazys  claim  that  70%  of 
their  project's  needed  financing  is  al- 
ready secured.  Chase  Manhattan  car- 
ries an  $18  million  construction  loan 
on  Le  Clarion,  while  an  association  of 
savings  and  loans  has  underwritten 
two  of  the  conversions,  one  of  which 
is  already  84%  full  at  a  respectable 
$105  per  night.  When  pressed,  howev- 
er, AEI  attorney  Gary  Nielsen  admits 
that  lenders  have  arranged  for,  but 
have  not  yet  closed,  loans  on  the  $30 
million-plus  Agam  extravaganza. 

The  capital-hungry  brothers  dream 
of  acquiring  their  own  S&L.  Last 
year  California's  $3  billion  (1982  as- 
sets) Financial  Federation — by  means 
of  bitter  litigation  and  merger  with 
Great  Western — rebuffed  what  ap- 
peared to  be  an  Ashkenazy  takeover 
attempt.  The  Ashkenazys,  associates 
and  friends,  who  vigorously  deny  hav- 
ing acted  in  concert,  acquired  28%  of 
Financial  Federation  without  filing 
SEC  disclosure  documents. 

The  brothers'  claim  of  innocence 
was  upheld  in  a  court  decision  now 
under  appeal.  Yet  Severyn  freely  con- 
cedes that  he  hopes  to  merge  AEI  with 
an  existing  S&L  of  "decent  size."  Lit- 
tle wonder.  Newly  liberalized  Califor- 
nia law  could  turn  that  captive  S&L 
into  a  private  pot  of  gold  by  permit- 
ting it  to  pump  as  much  as  100%  of 
deposits — still  federally  insured — 
into  self-sponsored  development  proj- 
ects, though  California's  Department 
of  Savings  and  Loans  retains  the  right 
to  curtail  activity  it  considers  "unsafe 
and  unsound."  Thus  the  Ashkenazys 
could  use  thrift  money  to  fund  their 
schemes  without  ever  facing  skepti- 
cal lenders. 

Where  could  that  lead?  The  broth- 
ers already  hint  of  further  hotel  ex- 
pansion in  Palm  Springs,  Scottsdale, 
Ariz,  and  Toronto,  and  perhaps  of  a 
public  offering  next  year  for  their 
envisioned  L'Ermitage  hotel  group. 

Of  course,  there  is  the  possibility 
that  the  whole  world  may  not  be  like 
Beverly  Hills  and  West  Hollywood. 
The  Ashkenazys,  who  lack  nothing  in 
the  way  of  self-confidence,  may  thus 
overreach  themselves.  Such  things 
have  happened  before.  ■ 
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Your  Financial  Future  is  NOW 

by  Edward  T.  OToole 


he  financial  services  industry, 
\  although  only  in  its  incipiency, 
already  has  come  closer  to 
being  completely  consumer- 
driven  than  any  other  industry  in 
U.S.  economic  history.  And  while 
there  is  no  certainty  about  the  fu- 
ture direction  or  destiny  of  this 
massive  industry,  one  thing  is  cer- 
tain: the  consumer  will  continue  to 
be  in  the  driver's  seat. 

If  all  progress  in  human  affairs 
results  from  a  basic  discontent  with 
the  status  quo,  then  the  consumers 
decade  of  unhappiness  in  the  Sev- 
enties readily  explains  the  swift 
progress  now  being  made  toward 
the  consolidation  of  previously 
fragmented  services  into  a  recog- 
nizable industry. 

To  put  it  simply,  in  the  Seventies 
consumers  got  fed  up. 

■  Fed  up  with  a  losing  battle 
against  inflation.  For  example, 
$25,000  in  constant  dollars  de- 
posited in  a  passbook  savings 
account  in  1970  would  have  lost 
about  $6,000  in  purchasing 
power — including  the  interest 
earned— by  1980. 

■  Fed  up  with  the  fears  that 
plagued  consumers  of  all  ages: 
young  people,  fearful  they 
would  never  be  able  to  realize 
the  great  American  dream  of 
owning  their  own  home;  mid- 
dle-aged people,  fearful  that 
they  couldn't  afford  to  put  their 
kids  through  college;  old  peo- 
ple, fearfully  watching  their 
retirement  savings  melt  away. 

W    Fed  up  with  financial  institu- 
tions that  used  their  funds 
(demand  deposits,  for  exam- 
ple) without  compensating  the 
depositors  directly. 


■  Fed  up  with  having  to  stand  in 
line  at  financial  institutions  for 
the  manual  processing  of  trans- 
actions— even  while  the 
technology  was  available  to 
land  men  on  the  moon. 

■  Fed  up  with  the  meagre  cash- 
value  buildup  of  such  old 
standbys  as  whole  life  insur- 
ance. 

It  was  the  incessant  increase  in 
such  multiple  pressures  for  more 
than  a  decade  that  led  to  "the  revo- 
lution in  financial  services"  now 
under  way  in  the  Eighties. 

It  was  a  consumer-led  revolt.  It 
was  average,  hard-working  tax- 
payers— paying  more  and  getting 
less — who  made  unmistakably 
clear  what  they  wanted: 

■  Higher  rates  of  return  from 
money-market  accounts  rather 
than  low-yielding  passbook 
accounts. 

■  If  not  one-stop  financial  mar- 
kets, at  least  fewer-stop 
markets. 

■  The  opportunity  to  run  one's 
own  investment  portfolio 
without  having  to  pay  for 
such  extras  as  research  and 
other  administrative  and 
operational  costs  of  the  trading 
firm. 

■  Data-processing  and  communi- 
cations systems  designed  to 
serve  the  user's  interests — as 
well  as  the  provider's. 

■  A  different  insurance  strategy, 
one  that  would  give  policy- 
holders the  option  of  trading  in 
whole  life  for  term  coverage  in 
order  to  maximize  the  return 
on  investable  funds. 

Consumer-driven:  that's  the  gene- 
sis of  the  new  financial  services 


industry.  And  consumer-driven  it 
will  be — and  that  could  be  a  prob- 
lem. For  consumers  may  not  know 
which  way  to  turn  in  the  stampede 
of  new  entrants  rushing  into  the 
already  crowded  competitive  arena 
before  the  inevitable  shakeout — the 
shakeout  that  every  new  industry 
experiences  as  part  of  its  growing 
pains. 

The  dimensions  of  the  financial- 
services  markets  are  immense.  Po- 
tential users  of  these  services  have 
yearly  personal  income  of  $2.7 
trillion.  They  have  more  than  $6 
trillion  in  personal  financial  assets. 
This  year,  Americans  will  be  spend- 
ing as  much  as  $300  billion  for 
financial  services/The  bottom  line 
for  the  service  providers  is  ex- 
pected to  average  25%  net,  or  about 
$75  billion. 

A  25%  net  from  $300  billion  in 
gross  revenues  is  bound  to  attract  a 
crowd.  At  present,  there  are  an  esti- 
mated 7  million  people  on  the  sell 
side  of  an  industry  that  serves,  in 
the  aggregate,  about  100  million 
people.  Most  of  the  service  providers 
are  teamed  up  in  some  70,000  insti- 
tutions. They  plan  to  spend  each 
year  at  least  $3  billion  to  develop 
and  promote  their  wares — and 
some  estimates  indicate  this  soon 
will  be  more  than  $5  billion. 

How  to  sort  it  all  out  and  use  it  to 
best  advantage  in  a  time  of  chang- 
ing economic  tides  and  in  the 
middle  of  radical  alterations  in  the 
once-familiar  financial  markets? 

First,  the  new  shapes  and 
structures  comprising  the  new 
industry... 

Second,  how  to  make  optimum 
use  of  the  new  consumer  financial 
marketplace.... 


DEAN  WITTER 

Performance  worth  asking  about 


When  you  choose  a 
financial  service  company,  the 
choice  should  be  based  on  the 
way  that  company  can  perform 
in  your  behalf.  So  Dean  Witter 
encourages  you  to  check  our  per- 
formance, up  and  down  the  line. 

Start  with  asking  about  the 
performance  of  Dean  Witter's 
Recommended  List  of  stocks  (see 
chart  above).  But  don't  stop  there. 

Ask  about  our 
Active  Assets  Account. 

It's  one  asset  management 
account  that  automatically 
sweeps  every  dollar  of  idle  cash 
into  a  choice  of  three  money 
market  funds— daily. 


Ask  about  our 
IRA  2000. 

To  maximize  your  profit 
potential,  it  lets  you  move  your 
IRA  money  from  one  kind  of  in- 
vestment to  another  as  economic 
conditions  change. 

Ask  about  our 
Sears  Investment  Trusts. 


Ask  about  our 
Family  of  Funds. 

Dean  Witter  sponsors  a 
broad  spectrum  of  money  market, 
common  stock,  fixed  income  and 
tax-exempt  funds  designed  to  meet 
virtually  any  investment  goal. 

Ask  one  of  Dean  Witter's 
Account  Executives. 


They  help  you  plan  a 
program  to  fit  your  needs.  They 
are  professionally  trained  to  help 
you  select  and  tailor  investments 
to  your  specific  goals.  Just  call. 
Or  clip  the  coupon. 


As  a  member  of  the  Sears 
Financial  Network,  Dean  Witter 
can  offer  you  Sears  Tax-Exempt 
Investment  Trusts  and  Sears 
Government  Investment  Trusts. 
Both  offer  high  current  income 
and  monthly  checks. 

1  800-526-7443,  Ext.  466 


A  member  of  the  Sears  Financial  Network 

DEAN  WITTER 

Worth  asking  about 


Dean  Witter  Reynolds  Inc.  Member  SIPC 

Client  Information  Services  (44)  R14  FOR  9/12 

P.O.  Box  5013,  Clifton,  NJ  07015  w 

For  more  complete  information,  including  charges  and  expenses,  send 
for  an  applicable  prospectus  or  brochure  on  any  of  these  products.  Read 
the  prospectus  carefully  before  investing  or  sending  money. 
I  am  interested  in  the  following  information  from  Dean  Witter: 

□  Recommended  List  of  Stocks  □  Active  Assets  Account 

□  IRA  2000  □  Family  of  Funds  □  Sears  Unit  Investment  Trusts 

Name  Address  


City_ 
1  L 


Business  phone 


.State. 
1  L 


.Zip. 


Home  phone 


If  you  are  currently  a  Dean  Witter  client,  please  indicate  your  Account 
Executive's  name  and  office: 


•  The  impressive  past  performance  of  our  "Re 
with  those  recommendations  or  with  any  other 
of  dividends  and  commissions.  "Recommend' 
tions  were  followed.  A  report  on  the  perfor 
declines,  is  available  at  branch  offices.  c 


?sn't  guarantee  the  same  success 
le  future.  All  indices  are  exclusive 
tchieved  only  if  all  recommenda- 
stocks,  including  advances  and 
eynolds  Inc. 


ime  of  investment  opp< 
Total  Financial  Plaraiing  froi 


Life  used  to  be  a  lot  simpler.  You  worked 
hard,  saved  your  money,  got  married,  bought  a 
house  and  some  stock,  put  your  kids  through 
college.  Then  you  turned  to  your  retirement 
nest  egg. . .  and  lived  happily  ever  after. 

Today,  things  are  different.  Inflation,  roller 
coaster  interest  rates  and  taxes  cut  into  the 
very  fabric  of  your  life.  And  nobody  knows 
what  will  happen  next.  How  do  you  cope? 

At  Prudential-Bache  Securities,  we  have 
an  answer.  Total  Financial  Planning. 

When  you're  starting  to  make  it, 
start  a  strategy  to  keep  it. 

We  think  Total 
Financial  Planning 
should  begin  in  the 
first  stages  of  a  promis- 
ing career,  when  you 
have  the  greatest 
potential  and  the 
fewest  obligations. 

A  phone  call  is  all  it  takes  to  get  you  started. 
It  puts  you  together  with  a  Prudential-Bache 
Account  Executive.  The  two  of  you  will  then 
review  your  current  financial  position,  define 
your  objectives,  and  determine  the  most  effec- 
tive way  to  get  you  where  you  want  to  be.  And 
well  stay  with  you,  changing  and  adjusting  your 
program  as  your  needs  and  objectives  change. 

Promise  to  love,  honor... 
and  invest. 

For  many  couples, 
marriage  means  two 
good  incomes. . .  and  a 
higher  tax  bracket.  Good 
reason  to  establish  a 
sound  financial  base 
early  in  your  marriage. 
A  base  that  would  not 


only  include  a  sensible  budget,  but  a  sensib 
use  of  investment  assets  as  well.  A  Total 
Financial  Planning  program  that  could  inch 
stocks  and  bonds,  options,  and  mutual  fund: 
as  well  as  IRA  or  Keogh  plans. 

Before  you  buy  your  home, 
build  your  foundation. 

These  days,  how 
do  you  even  save 
enough  for  a  down  pay- 
ment on  a  new  home? 
Through  Total  Financial 
Planning  and  your 
Prudential-Bache 
Account  Executive, 

youH  have  access  to  over  one  hundred  financ| 
alternatives. 

If  your  goal  is  to  finance  the  purchase  of 
home,  your  strategy  might  include  a  balance 
growth  stocks  and  investments  stressing  safe 
and  liquidity,  such  as  negotiable  certificates 
of  deposit  or  discount  government  bonds. 

Handling  the  high  cost 
of  higher  education. 

How  do  you  tun 
savings  into  enough  f 
^  tuition,  when  a  colleg 
education  today  can  a 
well  over  $10,000  a 
year  for  each  child? 
And  who  knows  wha 
may  cost  five  or  ten 
years  from  now?  Now  is  the  time  to  include 
alternatives  in  your  plan  that  let  you  accumu 
late  income  at  lower  tax  rates. . .  such  as  a 
custodial  account  or  a  trust.  You  could  consid 
zero  coupon  bonds,  growth  stock  funds  or 
discount  corporate  bonds  for  these  accounts. 


inity  and  financial  security 
Jirudential  -Bache  Securities. 


Survival  in 
the50%taxbracket. 


A  key  part  of  your 
btal  Financial  Planning 
rogram  will  be  a  tax 
zrategy  that  is  designed 
)  let  you  keep  more  of 
our  hard  earned 
rftollars. 

That's  why,  at 


4  'rudential-Bache,  we  consider  the  tax  aspects 
1  f  all  your  investments  while  helping  you  de- 
ehp  your  Total  Financial  Plan. 

Working  with  your  Account  Executive  you 
*  light,  for  instance,  put  together  a  plan  consist- 
I  lg  of  municipal  bonds,  annuities,  tax  shelters 
nd  utility  stocks  that  have  dividend  reinvest- 
lent  plans.  Even  gifts  can  work  for  you. 

While  you're  moving  up, 
branch  out. 

There  are  many 
criteria  for  measuring 
success.  One  is  dispos- 
able income.  And  as 
your  disposable  income 
increases,  you'll  want  to 
maximize  growth  while 
keeping  an  eye  on  risk. 
V  good  time  to  diversify  into  real  estate,  well- 
xmsidered  research  projects,  private  place- 
nents,  commodities,  or  advanced  options 
strategies. 

A  quest  for  tax-advantaged  capital  gains 
it  this  time  can  be  very  worthwhile. 

The  flexibility  of  Total  Financial  Planning, 
dong  with  the  acumen  of  our  Account  Execu- 
tes, puts  Prudential-Bache  Securities  in  a 
inique  position  to  build  a  program  tailored  to 
'our  special  requirements. 


It  works.  Even  after  you 
stop  working. 

Too  many  of  us 
think  of  retirement 
simply  in  terms  like 
Social  Security,  pension 
plans,  profit  snaring, 
IRA  and  Keogh.  Total 
Financial  Planning  can 
translate  those  concepts 
into  reality,  by  providing  the  income,  and  the 
protection,  you  need. 

For  instance,  you  can  augment  your  Social 
Security  and  pension  plan,  with  minimum 
taxation,  through  zero  coupon  bonds,  tax- 
advantaged  mutual  funds,  corporate  and 
government  bonds,  and  high  yielding  stocks. 

Today  take  the  first  step. 

Begin  the  relationship  that  helps  you  make 
the  right  financial  decisions.  Begin  the  process 
that  can  guide  you  through  a  lifetime  of  invest- 
ment opportunity  and  financial  security. 

Begin  Total  Financial  Planning  now 

Call  us  at  800-654-5454 

Day  or  night,  we'll  be  there. 


Bring  us  your  future. 


Prudential-Bache 

Securities 


Your  Financial  Future  is  NOW 


New  Shapes  and  Structures:  The  Supernovas 


They're  big,  exciting  and  new. 
New  in  appearance  and  form  or  new 
in  what  they're  doing.  Or  both. 

A  list  of  the  Supernovas  would 
include  such  combinations  as 
Sears/Dean  Witter,  Prudential- 
Bache,  and  Shearson/American 
Express.  It  would  also  include  such 
innovators  with  nationwide  market 
networks  as  Merrill  Lynch  and  E.  E 
Hutton,  the  two  leading  securities 
firms  among  the  many  Wall  Street 
institutions  that  are  rapidly  expand- 
ing into  all  areas  of  the  financial 
services  industry. 

Although  the  Supernovas  are  ma- 
jor factors  in  the  new  industry,  the 
financial  services  markets  are  so 
large  that  no  one  organization  has 
as  much  as  1%  of  the  total  action. 
This  means  that  they  see  no  anti- 
trust obstacles  in  their  path  to 
quantum  expansion  through  sizable 
mergers  with  other  financial  institu- 
tions in  the  future. 


Sears/Dean  Witter 

Sears,  the  largest  retailer  in  the 
country,  already  was  a  major  factor 
in  financial  services  before  acquir- 
ing Dean  Witter  Reynolds  in 
October  1981. 

In  Allstate  Insurance,  Sears  has 
built  up  the  second  largest  property 
and  casualty  insurer  with  premiums 
of  some  $6  billion. 

When  it  bought  Coldwell  Banker 
in  1981,  Sears  acquired  the  largest 
residential  and  commercial  real  es- 
tate broker  in  the  country. 

In  the  fall  of  1981,  Sears  bought 
the  nation's  fifth-largest  investment 
firm  for  $607  million,  paying  a  siza- 
ble premium  above  the  book  value 
of  Dean  Witter  Reynolds  stock. 
Early  on,  the  Wall  Street  jokesters 
had  a  field  day  with  such  nicknames 
for  the  combined  companies  as 
"Socks  n'  Stocks." 

Dean  Witter  provides  Sears  with  a 
full  array  of  brokerage  products  and 
services  to  add  to  its  catalog  of 
financial  services.  The  core  account 


is  Dean  Witter's  Active  Assets,  a 
cash-management  service  that  the 
company  introduced  in  March  of 
1982. 

In  July  of  last  year,  Sears  launched 
a  pilot  program  consisting  of  eight 
financial  centers  in  selected  stores 
among  its  nationwide  chain  of  more 
than  800  merchandising  locations. 
These  centers  gave  Sears'  custom- 
ers the  opportunities  not  only  to 
buy  their  stocks  where  they  were 
buying  their  socks  but  also  to  sell  a 
house  and  reinvest  the  proceeds  in 
bonds.  Or  to  buy  a  house  and  obtain 
insurance  and  mortgage  financing 
in  the  same  place. 

Wall  Street  no  longer  regards  the 
Sears  one-stop  financial  centers  as 
a  laughing  matter.  One  reason  is 
that  the  Dean  Witter  staff  in  these 
centers  now  are  opening  accounts 
at  a  rate  three  or  four  times  that  of 
their  peers  elsewhere  in  the  Dean 
Witter  branch  system.  Another  rea- 
son is  that  Sears  lately  has  been 
adding  to  its  one-stop  system  at  an 
impressive  rate.  By  the  end  of  1983, 
some  100  are  expected  to  be  in 
business,  with  250  or  more  sched- 
uled to  be  on  stream  by  the  end  of 
1984. 


Prudential-Bache 

An  increasing  number  of  the  new 
financial  conglomerates  have  indi- 
cated they  intend  to  be  all  things  to 
all  customers  in  the  financial  mar- 
ketplace. But  some  of  the  major 
institutions  are  concentrating  their 
efforts  on  providing  a  complete  per- 
sonal service  to  a  particular  type  of 
customer. 

At  Pru-Bache,  the  marketing 
strategy  is  to  concentrate  on  con- 
sumers with  a  minimum  income  of 
$50,000,  and  to  provide  this  seg- 
ment with  "total  financial  planning," 
the  theme  of  an  all-out,  nationwide 
promotional  campaign  now  in  pro- 
gress. 

Pru-Bache  brings  formidable  re- 
sources to  the  competitive  arena: 


some  61,000  people,  including  a  sea- 
soned nationwide  sales  force;  assets 
of  $77  billion;  revenues  of  $19  billion 
and  net  income  of  over  $2  billion. 
The  merger  of  Prudential  and  Bache 
joined  the  largest  insurance  com- 
pany with  one  of  the  largest 
securities  firms,  making  available  a 
complete  range  of  insurance  and 
investment  products  under  one  cor- 
porate roof. 

Pru-Bache  recently  demonstrated 
it  doesn't  care  whose  roof  it  uses  to 
cover  its  own  business-develop- 
ment efforts.  A  new  marketing 
strategy  proposes  that  Pru-Bache 
lease  space  in  commercial  banks 
across  the  country  and  set  up  shop, 
splitting  commissions  with  par- 
ticipating banks.  Some  of  the  big 
money-center  banks  were  critical  of 
a  move  they  likened  to  inviting  a  fox 
in  to  share  living  space  with  the 
chickens.  But  a  number  of  regional 
and  community  banks,  interested  in 
cutting  overhead  costs,  have  re- 
acted positively. 


Shearson/American  Express 

One  of  the  most  dynamic  expan- 
sion programs  in  financial  services 
has  been  that  of  American  Express. 
If  its  newest  acquisition  jells, 
the  purchase  of  Investors  Diver- 
sified Services  from  Alleghany 
CORP,  AmEx  will  cannonball  into 
the  middle-income,  grass-roots 
market. 

It  was  by  no  means  an  inexpen- 
sive move,  even  for  an  organization 
that  has  cash  flow  coming  out  of  its 
ears  as  the  result  of  a  float  of  over  $2 
billion  from  its  sale  of  traveler's 
checks.  The  price  tag  of  $1  billion- 
plus  on  IDS  raised  AmExs  expendi- 
tures for  financial  service  subsid- 
iaries to  almost  $2  billion  in  two 
years.  The  company  had  created  an 
even  bigger  splash  in  the  financial 
markets  when  it  acquired  Shearson 
Loeb  Rhoades  for  almost  $1  billion 
in  1981,  the  biggest  buck  paid  for  an 
investment  firm  until  the  IDS  deal 
on  July  11. 

Paying  top  dollar  apparently  is 
paying  off.  The  financial  services 
activities  contributed  nearly  one- 


FOR  SOME  RETIRED 
PEOPLE,  STAMP  COLLECTING 


Not  all  senior  citizens  are  living  in  the  sun  belt 
worrying  about  their  golf  scores. 

Too  many  of  them  are  living  on  the  edge  of  pov- 
erty worrying  about  making  ends  meet. 

Because  a  Social  Security  check  doesn't  go  far. 

And  even  pensions  don't  always  provide  enough 
to  sustain  people. 

Not  surprisingly,  more  and  more  employees  are 
now  taking  a  hard  look  at  their  retirement  plans. 

And  so  are  their  employers. 

And  the  days  when  people  left  a  company  with 
just  a  gold  watch  and  a  fixed  income  are  farther 
behind  us  than  ever. 

Employers  today  are  not  only  providing  pen- 
sions, they're  also  offering  a  range  of  savings  op- 
tions to  give  people  additional  security  after 
retirement. 

And  at  Connecticut  General,  a  CIGNA  company, 
we're  particularly  well  equipped  to  help  in  that. 

For  one  thing,  we  offer  all  the  major  tax-advan- 
taged savings  plans  currently  available.  From 


plans  everybody's  heard  of  like  IRAs,  to  more  ex- 
otic ones  like  401K's. 

On  top  of  that,  with  one  of  the  largest,  most  expe- 
rienced staffs  in  the  industry,  our  Group  Pension 
people  can  offer  a  customized  program  for  each 
of  their  clients. 

They  can  also  offer  administrative  support,  help 
with  employee  communications,  and  provide  ex- 
ceptional experience  in  enrollment. 

In  fact,  they're  already  providing  these  services 
to  over  5,000  companies  with  combined  pension 
assets  of  $12.7  billion. 

If  you'd  like  more  information  on  this  topic,  write 
to  Connecticut  General,  Dept.  A-141-B,  Hartford,  CT 
06152. 

Or,  if  you'd  like  to  know  what  we  can  offer  your 
corporation, call  your  broker  or  local  Connecticut 
General  representative. 

Because  after  a  lifetime  of 
hard  work,  people  deserve 
more  than  years  of  hard  times. 


CIGNA 


Your  Financial  Future  is  NOW 


half  of  American  Express'  pretax 
income  in  the  first  quarter  of  1983. 
The  company  has  added  to  its  reach 
and  clout  in  the  financial  services 
marketplace  through  the  acquisi- 
tion in  1982  of  two  regional  invest- 
ment firms,  Robinson  Humphrey 
and  Foster  &  Marshall. 

Shearson/AmEx,  the  financial  ser- 
vices flagship  of  the  giant  service 
conglomerate,  is  rapidly  assembling 
a  full  range  of  consumer-oriented 
products  designed  to  fill  the  needs 
and  interests  of  all  comers,  blue- 
blooded  and  blue-collared  alike. 

Merrill  Lynch 

Anyone  looking  for  the  one  in- 
stitution that  symbolizes  innovation 
in  the  consumer  financial  mar- 
ketplace need  look  no  further  than 
Merrill  Lynch.  Call  it:  We  The  Peo- 
ple, The  Thundering  Herd  or  what- 


ever, the  most  powerful  catalyst  in 
precipitating  the  many  and  rapid 
changes  in  the  financial  services 
industry  has  been  the  biggest  in- 
vestment bank/brokerage  firm  in 
the  nation. 

This  year,  Merrill  will  reach  an 
historic  milestone:  the  opening  of 
its  one-millionth  Cash  Management 
Account.  For  a  new  service  that  only 
got  off  the  ground  in  1977,  it's  an 
impressive  performance.  While 
other  financial  institutions  have 
come  up  with  similar  accounts, 
CMA  remains  far  and  away  Numero 
Uno  in  this  area. 

The  CMA  and  its  various  imita- 
tions represent  the  first  major  step 
in  packaging  financial  services  to 
meet  the  consumer's  interest  in  a 
way  that  suits  his  or  her  con- 
venience. For  a  minimum  initial 
investment  of  $20,000,  the  Merrill 
Lynch  customer  gets  an  integrated 


financial  service  that  links  together 
three  components:  (1)  a  conven- 
tional securities  account;  (2)  a 
choice  of  three  no-load  money-mar- 
ket mutual  funds;  (3)  an  account 
that  provides  Visa  debit  card  and 
check-writing  services. 

All  activity  in  the  CMA  is  deline- 
ated in  a  monthly  statement.  And 
although  the  $20,000  opening  bal- 
ance is  a  firm  requirement,  it  can  be 
drawn  down  as  the  customer  sees  fit 
thereafter.  Actually,  the  average  bal- 
ance on  these  umbrella  accounts 
has  been  running  at  about  $77,000. 

The  Big  Bull  of  Wall  Street  spares 
no  effort  to  make  sure  its  presence 
is  known  in  all  income  levels  of  the 
investment  markets  and  in  all  parts 
of  the  country.  It  has  the  longest 
product/service  list  of  any  se- 
curities firm,  heavily  asterisked  with 
its  own  creations.  It  has  the  most 
extensive  branch  system,  reaching 
into  every  state  in  the  nation  with 
one  exception — Wyoming.  (And  it 
may  be  opening  an  office  there  in 
the  not-too-distant-future.) 

While  the  biggest  financial  ser- 
vices firm  pays  attention  to  the 
needs  of  the  little  investor,  it  by  no 
means  ignores  the  big  investor.  Mer- 
rill Lynch  luncheon  seminars  for 
executives  who  make  $75,000- 
$125,000  or  more  per  year  are  being 
scheduled  in  major  market  areas. 
Although  the  invited  executives  are 
not  charged  for  the  seminar,  there 
is,  of  course,  no  such  thing  as  a  free 
lunch.  They  hear  a  sales  pitch  on 
what  Merrill  Lynch  can  provide  in 
the  way  of  new  tax  shelter,  how 
the  firm  can  help  them  hedge 
against  inflation  and  how  they  can 
select  investments  with  the  highest 
yields. . 

E.  F.  Hutton 

One  of  the  most  underrated  per- 
formers in  the  intensely  competitive 
financial  services  arena,  year  in 
and  year  out,  is  an  old-line  Wall 
Street  firm  known  chiefly  for  its 
silent  advertising  campaigns:  "My 
broker  is  E.  F  Hutton,  and  Hutton 
says 

Hutton  may  be  low-key  compared 


You  will  be  pleased 
to  know  that  all  income 
dividends  from  the 
Dreyfus  Tax  Exempt  Bond 
Fund  are  and  have  been  ioo% 
free  of  Federal  income  tax. 

Send  for  our  free  chart  and  learn 
how  your  money  mounts  up  when  you 
compound  these  tax  free  dividends. 

No  sales  charge — no  penalties  on  redemption. 
Low  initial  investment  of  only  $2,500. 

Free  telephone  transfer. 

Tax  Exempt  Bond  Fund,  Inc.  mm 


For  more  complete  information,  including 
management  fee  charges  and  expenses,  obtain  a  prospectus  by  sending 

this  coupon.  Read  it  carefully  before  you  invest  or  send  money.  Post  Office  Box  600 

Middlesex,  NJ  08846 

Name  FOR  A  PROSPECTUS 

Call  toll  free,  day  or 

Address  night,  7  days  a  week 


City. 


  I-8OO-345-85OO 

Ask  for  Operator  395 

State  Zip  

C3  Send  free  compounding  chart.  Iccomc  may  he  subject  10  some  state  and  local  taxes.  Net  asset  value  is  not  fixed  and  fluctuates. 


How  to  play  the  market  without 
risking  your  life* 


It  used  to  be  so  easy. 
Risk  some  money  in  the  market 
for  growth.  Keep  the  rest  in  the 
bank  and  buy  a  life  insurance 
policy  for  security.  Inflation  has 
changed  all  that,  and  a  lot  of 
people  are  risking  that  "security" 
today  just  to  stay  even  with 
the  economy. 

There's  another  way. 
John  Hancock  Variable  Life.  Unlike  most  other  plans,  John  Hancock 
Variable  Life  lets  you  invest  some  of  your  premiums  in  stocks,  bonds,  or  the 
money  market,  with  the  opportunity  to 
add  to  the  value  of  your  coverage  without 


increasing  your  pre- 
mium. At  the  same 
time,  it  guarantees 
the  face  amount  of 
the  policy  you  buy, 
no  matter  what. 
Send  us  the  coupon  for  more 
information,  including  a  Prospectus. 
Learn  how  John  Hancock  Variable  Life 
can  help  you  create  a  certain  estate  in  an 
all  too  uncertain  world. 


I  need  to  review 
my  life  insurance  program. 


169 


Please  send  me  more  complete  information  and  a  Prospec- 
tus, including  charges  and  expenses.  I'd  like  to  read  the 
materials  carefully  before  investing  or  forwarding  funds. 

I  would  like  to  see  a  John  Hancock  registered  representative. 


□ 


I  understand  1  am  under  no  obligation.  My  phone 
number  is   . 

1  am  an  insurance  agent  or  broker. 


Name. 


Address. 
City  


State. 


Zip_ 


Mail  to:  John  Hancock  Variable  Life  Insurance  Co. 
John  Hancock  Place  T-54,  P.O.  Box  111 
Boston,  Massachusetts  02117 


We  can  help  you  here  and  now.  Not  just  hereafter. 


Your  Financial  Future  is  NOW 
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with  some  of  its  vociferous  competi- 
tors but  its  bottom-line  results  in  the 
financial  markets  are  top  drawer. 
Witness: 

■  Profitable  in  each  of  the  79  years 
since  its  founding  in  1904 — 
meaning  during  the  Great  De- 
pression as  well  as  the  years  of 
great  economic  growth. 

■  Earnings  per  share  in  1982  of 
$4.33 — compared  with  79  cents 
in  1972. 

■  Compound  annual  earnini 


growth  of  38%  over  the  last  five 
years — among  the  very  best  for 
all  securities  firms. 
■    Return  on  equity  averaging 
26.3%  for  the  past  five  years — 
the  best  single  measure  of  the 
consistency  of  a  company's 
performance. 
Hutton  has  not  been  involved  in 
any  of  the  major  mergers  that  made 
financial-news  headlines  in  the 
Eighties.  However,  the  firm  has  kept 
ahead  of  the  consumers  changing 


financial  needs  and  interests.  Each 
year  it  adds  to  a  broad  range  of 
services  and  products  that  com- 
pares favorably  with  any  other 
investment  intermediary.  Last  year, 
for  example,  Hutton  marketed  a  new 
package  of  open-end  mutual  funds 
especially  designed  for  IRA  and 
Keogh  customers. 

Currently,  the  firm  is  a  recognized 
leader  in  providing  financial  plan- 
ning programs  to  all  income  levels.  It 
also  is  in  the  forefront  of  the  institu- 


Citibank 
Brokerage  Services. 
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Low  commissions  and 
high  money  market  rates: 

the  investor's  edge. 

We  offer  what  most  brokers  and  bankers  don't. 

Low  commission  rates.  When  you  buy  or  sell  stocks,  bonds  or  options,  Citibank's 
commission  is  40%  to  70%  less  than  full  service  brokers. 

High  money  market  rates.  Citibank  credits  automatically  daily— so  there's  no 
more  waiting  for  checks  in  the  mail,  no  more  idle  funds.  Any  proceeds,  interest,  and 
dividends  go  into  a  high  interest,  FDIC  insured,  Citibank  money  market  account. 
Many  brokerage  accounts  credit  monthly,  and  the  funds  are  not  FDIC  insured.  And 
at  Citibank,  there's  no  management  fee. 

No  unwanted  sales  pressure  or  advice.  You  know  what  you  want.  You  tell  us.  We 
do  it*  You  get  all  the  services  you  need,  without  paying  for  services  you  don't  need. 

Total  convenience.  You  can  handle  your  brokerage  business  over  the  phone.  And 
transactions  are  handled  automatically— without  delay.  Now  you  can  take  care  of 
your  brokerage  needs  and  your  banking  needs  in  one  convenient  place. 

For  more  information  about  Citibank  Brokerage  Services,  visit  your  nearest  Citibank 
branch,  or  call  in  New  York  City  (212)  750-7733;  outside  New  York  City 
1-(800)  248-4472,  Monday  through  Friday  9AM  to  5PM  EDST.  Or  send  in  the 
coupon  below. 

_  The  Citi  never  sleeps 

CITIBANKO 


F-2 


iCililunk.  N  A  I981  MeniherFOIC 


It  takes  $2500  to  open  a  Citibank  money 
market  account,  and  you  have  to  keep 
that  average  monthly  balance  to  earn 
money  market  rates. 

♦Trades  executed  through  Q&R  Clearing 
Corporation. 


For  more  information, 
clip  and  send 
this  coupon  to: 

Citibank 

Brokerage  Services 
P.O.  Box  1475 
New  York,  NY  10116 
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jtions  offering  a  variety  of  tax- 
isheltered  programs.  Hutton  sells 
'about  100  separate  limited  part- 
j  nership  programs  each  year,  more 
I  than  any  of  its  competitors. 


New  Shapes  and  Structures: 
The  Mutual  Funds 

Not  since  the  Swinging  Sixties 
have  the  equity  funds  had  it  so  good 
as  in  the  past  year.  In  fact,  the  mu- 
tual funds  that  were  loaded  with 
equities  when  the  inflationary  hur- 
ricane hit  early  in  the  Seventies  had 
it  downright  bad  until  the  stock  mar- 
ket took  off  last  August. 

The  life  rafts  that  kept  the  mutual 
funds  afloat  through  the  Seventies 
were  the  money-market  funds.  Their 
assets  reached  a  peak  of  $260  billion 
last  year  before  interest  rates  turned 
down,  and  before  the  depository  insti- 
tutions began  to  compete  for  money- 
market  business  last  December. 

The  stunning  ascent  of  the  stock 
market  during  the  past  year  also  has 
drawn  a  significant  chunk  of  invest- 
ment money  into  the  equity  funds.  In 
May  of  this  year,  mutual  fund  assets 
(excluding  short-term  funds) 
crossed  the  $100  billion  threshold 
for  the  first  time.  The  $101  billion 
total  in  May  compared  with  $55  bil- 
lion a  year  ago,  according  to  the 
Investment  Company  Institute. 

In  the  money-market  funds,  the 
comparison  was  reversed — $170  bil- 
lion against  $201  billion  a  year  ago. 
However,  nobody  believes  the 
money-market  funds  will  prove  to  be 
a  flash  in  the  pan.  The  total  number 
of  these  accounts  now  is  approach- 
ing 13  million.  And  with  assets  of 
$170  billion,  the  money-market  funds 
have  almost  60%  of  the  investment 
companies'  total  assets. 

Consumers,  obviously,  want  eq- 
uity funds,  bond  funds  and  money- 
market  funds.  In  fact,  they  want  an 
even  larger  product-line  to  choose 
from  when  they  put  their  funds  in 
investment  companies.  And  that's 
what  the  leading  investment  com- 
panies give  them:  multiple  choice. 
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Why  investors  who  know 

the  market  choose 
Fidelity  Select  Portfolios. 


Fidelity  Select  Portfo- 
lios gives  you  an  unusual 
opportunity  to  concentrate 


You  can  invest 
in  Select  Portfolios 


!  Socrn^V  with  iust  S1'000 

your  investment  in  any  of  \VW  U|   J    pjus  you'll  ha 


six  exciting  market  sectors. 

Compare  the  total 
returns  of  Fidelity  Select 
Portfolios  to  the  S&P  500' 
from  July  1,  1982 


you  n  nave 
the  flexibility  to 
switch  your  invest- 
ment among  any  of 
the  six  sectors -or  to 


Fidelity 

Select 

Portfolios 

Life  of  I 

7/14/81- 
6/30/83 

—  

•ortfolio 

12/10/81- 
6/30/83 

Past  12  months 
ending  6/30/83 

Technology 

+  162.8% 

+  156.9% 

Precious  Metals 

+  48.7 

+  154.1 

Health  Care 

+  109.8 

+  96.0 

Energy 

1.6 

+  39.6 

Utilities 

+  28.5% 

+  26.7 

Financial  Services 

+  58.0 

+  65.6 

S&P500 

+  44.3 

+  46.7 

+  60.9 

/A><It^\  Fidelily  money 
ZA^m^X\    market  fund- 


through  June  30,  1983.  You'll 
see  that  four  of  the  Portfolios 
outperformed  the  S&P  during 
the  past  year.  These  figures 
include  dividends  paid  by  the 
stocks  in  each  Portfolio  and 
any  capital  gains  or  losses.2 
Figures  update  those  found 
in  the  Fund's  prospectus. 

One  important  reason 
Select  Portfolios  has  per- 
formed so  well  is  management 
by  Fidelity's  experienced  sec- 
tor specialists.  Another  is  our 
extensive  securities  research 
department. 

Of  course,  past  results  are 
no  guarantee  of  future  perfor- 
mance. And  like  any  invest- 
ment in  stocks,  Fidelity 
Select  Portfolios  can  lose  as 
well  as  gain. 


with  just  a  phone 
call. 

Call  Fidelity 
now,  or  write  for 
a  free  informa- 
tion kit. 

1  The  Standard  &  Poor's 
Index,  an  unmanaged  group 
of  common  stocks,  is  widely 
recognized  as  an  index  of 
stock  market  performance. 

2  Figures  include  the  effect  of 
the  2%  sales  charge. 

Call  toll  free. 
1-800-225-6190. 

In  Mass. call  collect  617-5231919. 
———————————— ——-n 

Write  to  Fidelity  Group  60 
P.O.  Box  832,  Dept.  JB  091283 
82  Devonshire  St.,  Boston,  MA  02103 
For  a  complete  information  kit,  including 
management  fees,  expenses,  and  the 
Fund's  2%  sales  charge  and  1%  redemp- 
tion fee,  please  write  or  call  for  a  free  pro- 
spectus. Read  it  carefully  before  you  invest 
or  send  money. 

Retirement  Plan  Information: 
IRA  □    Keogh  □ 


Name 


Address 


City 


Stale 


Zip 


FIDELITY 

SELECT  PORTFOLIOS 


Announcing 
National  Home  Equity  ' 

Corporation's  Free  Market 
System  Auction 

If  you  sell  mortgages,  or  invest  in  mortgage-backed  securities  or 
mortgages  directly,  take  a  good  look  at  these  numbers: 

The  143  banks,  thrifts  and  mortgage 
bankers  that  are  already  a  part  of  our  net- 
work have  a  residential  mortgage  servicing 
portfolio  of  $64,000,000,000. 

Our  sellers  have  1,133  branch  offices  in 
34  states. 

We  issued  forward  commitments 
totalling  $332,000,000  in  the  four  month 
period  which  ended  June  30, 1983. 

We  currently  take  delivery  of  and  fund 
approximately  $4,000,000  in  residential 
mortgage  products  daily. 


National  Home  Equity  Corporation 
is  an  independent  mortgage  conduit 
and  master  servicer  which  offers 
investors  a  variety  of  mortgage 
product  originated  and  serviced  by 
financial  institutions  throughout  the 
country.  Through  our  bi-weekly 
free  market  system  auction  to  be 
initiated  October  3, 1983,  we  offer 
sellers  the  ability  to  bid  net  yields 


for  mortgage  loans  to  be  delivered. 

For  information  regarding 
National  Home  Equity  Corporation 
or  to  participate  in  our  free  market 
system  auction  as  a  buyer  or  a 
seller,  call  or  write  us  today. 


National  Home  Equity 
Corporation 

10920  Wilshire  Boulevard,  Suite  820 
Los  Angeles,  California  90024 
(213)  208-0400 
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The  leading  fund  managers  these 
days  offer  a  broad  variety  of  funds 
that  constitute  a  marked  departure 
i  i   from  the  old  triangular  mode  of 
I     growth,  income  or  capital  apprecia- 
' 1   tion.  A  typical  product-line  of  one  of 
the  big  investment  companies  would 
include  funds  with  these  objectives: 
aggressive  growth,  balanced,  bond, 
growth,  growth  and  income,  income, 
limited  maturity  municipal  bond, 
municipal  bond,  money  market  and 
options. 

The  investment  company  with  the 
most  funds  is  Fidelity,  with  39  sepa- 
rate pools.  In  contrast  to  some  of  the 
other  big  money-management  com- 
plexes, Fidelity  until  the  last  year  or 
so  concentrated  almost  all  its  efforts 
in  the  traditional  mutual  fund  busi- 
ness. Recently,  however,  it  has  been 
expanding  into  other  financial-ser- 
vice areas:  a  bank  across  the 
Massachusetts  state  line  in  Salem, 
New  Hampshire;  a  cash-manage- 
ment vehicle  for  investors  with  a 
$50,000  minimum  income;  and  a 
new  discount-brokerage  service 
designed  especially  for  several 
large  New  England  insurance 
companies,  adding  to  their  already 
established  discount  brokerage  for 
individuals. 

T.  Rowe  Price,  which  has  been  in 
the  mutual  fund  business  for  three 
decades,  thus  far  has  not  shown  any 
evidence  of  changing  its  traditional 
business.  Currently,  there  are  ten 
funds  with  assets  in  excess  of  $8 
billion  flying  the  T.  Rowe  Price  flag. 
The  funds'  assets  are  concentrated 
variously  in  small  growth  com- 
panies, major  growth  companies, 
natural  resource  producers,  income- 
producing  equities  and  marketable 
debt  securities.  In  1980,  the  Boston- 
based  money  manager  added  the  T 
Rowe  Price  International  Fund  to 
its  flotilla.  It  already  has  over  $100 
million  in  assets  diversified  across 
nine  European  and  Pacific  basin 
£  countries. 

t;     Dreyfus,  with  19  funds  and  about 

!^  $19  billion  in  assets  under  manage- 

$  ment,  raised  the  hackles  on 

j§  commercial  banks  and  the  regulat- 

>  ing  agencies  with  its  recent 

<  acquisition  of  a  small  New  Jersey 


EARN  10.1%  WITHOUT  TYING  UP 
YOUR  MONEY  OR  TAKING  HIGH  RISKS. 


VANGUARD'S  FREE  KIT 
SHOWS  YOU  HOW. 


Looking  for  high  yields  and  a  durable  monthly  income 
with  liquidity  and  capital  stability?  Send  for  Vanguard  s 
Free  Short  Term  Bond  Information  Kit. 

It  explains  how  investing  in  a  portfolio  of  high  quality  ■ 
bonds  with  average  maturities  of  4  years 
or  less  ca  n  offer  you  current  double  - 
digit  yields,  a  steadier  stream  of  monthly 
income  plus  relative  share  price  stabil- 
ity. It  also  gives  complete  details  on 
these  other  important  advantages: 

•  Unlimited  Free  Checkwriting  for 
$250  or  More 

•  No  Commissions 

•  Free  Exchange  with  Other  Vanguard 
Funds 

•  Automatic  Dividend  Reinvestment 
Option 

•  Low  $3,000  Minimum  Initial 
Investment 

•  Prompt  Liquidity  by  Telephone,  Bank 
Wire  or  Mail 

The  current  annualized  yield  is  computed  daily  by 
dividing  the  average  daily  net  investment  income 
per  share  earned  by  the  Portfolio  during  the  last 
Fiscal  quarter,  by  the  Portfolio's  average  daily 
price  per  share  over  the  same  period,  and  multi- 
plying the  result  by  365. 


VANGUARD 
SHORT  TJRM  PORT  FOLK) 
INFORMATION 


FOR  YOUR  FREE  SHORT  TERM  BOND 
PORTFOLIO  INFORMATION  KIT,  CALL 
1-800-523-7025'  OR  MAIL  COUPON  NOW 

Vanguard  FISF/ST,  Vanguard  Financial  Center, 
Valley  Forge,  PA  19482 

Please  send  me  your  Short  Term  Bond  Information  Kit 
and  a  prospectus  that  I  may  read  carefully  before  I  invest 
or  send  money.  I  understand  that  it  contains  more  com- 
plete information  about  advisory  fees,  distribution 
charges  and  other  expenses. 

Also  send  information  on  □  IRA    □  HR-lOKeogh 

Name  

Address  

City  


State . 


.  Zip_ 


IN  PENNSYLVANIA  CALL  f  -  800-  362  -0530 

or  visit  our  Philadelphia  Investment  Center  at  8  Penn  Center, 
Suite  1025.  JFKBlvd&  17th  St.  FBS  3255 


m     M  A  MEMBER OFTHE 

Vanguard 

GROUrOE  in  VESTMENT  COMPANIES 

'OVER  SOYEARSOE  SERVICE  TO  INVESTORS  OVER  S6  BILLION  IN  ASSETS 


T.  Rowe  Price  Introduces: 


The  stock  fund  with 
dividends  for  today  and 
growth  for  tomorrow. 

Invest  in  our  new  Growth  &  Income  Fund  for 
current  income  and  the  potential  for  long-term  appreciation. 

The  Growth  &  Income  Fund  lets  investors  participate  in  equity  markets,  while 
providing  the  convenience  and  flexibilitv  of  a  no-load  mutual  fund.  And  there's  never  a 
charge  to  purchase  or  redeem  shares.  By  seeking  high  current  yield  as  well  as  growth, 
some  of  the  volatility  of  common  stock  investing  should  be  reduced.  An  excellent  basic 
equity  holding  for  investors,  the  Fund  is  also  well  suited  for  retirement  plans,  where 
investors  can  compound  dividends  on  a  tax-deferred  basis. 
The  Fund  gives  you  the 

flexibility  of  free  exchange  T~  ~~~  ~ ~  ~~ —  ™~ ~  ~ ~  — —  ^—  —  — 

amone  our  ten  no-load  I     ViS'  Pk-asc  rush  me  a  free  Growth  &  Income  Fund 

funds,  and  toll-free  telephone       i     infcnnaiion  kit  and  prospectus,  with  more  complete  infor- 

■    r    ru  i   c  I     mation,  including;  management  fee  and  other  charges  and 

serv.ee  for  fall  control  of  your  cxpcnscs_  ,  ^  ^  ,t  %cMW  bcforc  ,  mvcst 

I     Also  send  me  a  free  information  kit  for :  □  IRA  □  Kcogh 


investment. 

Join  the  T.  Rowe  Price 

Family,  where  tens  of  thousands    I  Name  

of  shareholders  are  benefiting 

from  the  more  Address. 


they've  invested  in  the  Growth 
&  Income  Fund  Call: 


City  State  Zip_ 


1-800-638-5660  ROWC 


T  Rowe  Price  Marketing,  Inc.,  Distributor 


100  East  Pratt  Street,  Baltimore,  MD  21202 


Your  Financial  Future  is  NOW 


bank.  Under  the  aggressive  leader- 
ship of  Howard  Stein,  Dreyfus  found 
a  way  around  the  Glass/Steagall 
barriers  that  preclude  investment 
companies  from  acquiring  commer- 
cial banks — and  vice  versa.  Since 
the  legal  definition  of  a  commercial 
bank  is  an  institution  that  accepts 
deposits  and  makes  commercial 
loans,  Dreyfus  said  its  acquisition  in 
effect  would  be  a  "nonbank"  since 
the  New  Jersey  institution  would 
cease  its  commercial-loan  business. 
What  Dreyfus  wanted  was  a  method 
of  selling  government-insured 
money-market  accounts.  Which  it 
got — and  which  precipitated  similar 
moves  by  other  investment  com- 
panies. And  which  further  weakened 
such  traditional  barriers  as 
Glass/Steagall. 

Vanguard,  with  a  score  of  funds  of 
various  kinds,  is  another  successful 
innovator  among  the  larger  fund 
groups.  Among  its  broad  line  of 
products  are  the  Index  Trust,  one  of 
the  first  to  invest  in  all  the  stocks 
comprising  the  Standard  &  Poor's 
500  index.  Headquartered  in  Valley 
Forge,  PA.,  Vanguard's  first  mutual 
fund  offering  was  in  1958,  the  Wind- 
sor Fund  with  the  dual  objective  of 
long-term  growth  of  capital  and  in- 
come. Currently  Windsor  is  one  of 
the  biggest  funds  of  its  kind  with 
assets  well  in  excess  of  $1  billion. 
Vanguard  also  has  been  a  successful 
marketer  of  IRAs,  with  a  special 
money-market  fund  designed  for  thi. 
market. 

A  major  factor  in  the  interna- 
tional-fund area  is  Templeton,  which 
specializes  in  foreign  securities. 
Templeton's  combined  assets  are  ap- 
proaching $1.5  billion,  centered  in 
three  growth  funds:  Templeton  For- 
eign Fund,  Templeton  Global  Fund 
and  Templeton  World  Fund. 

In  terms  of  total  mutual  fund  as- 
sets under  management,  the  largest 
organization  in  the  investment  com- 
pany business  is — not  surprising- 
ly— Merrill  Lynch.  Its  mutual  fund 
assets,  given  a  big  boost  in  the  past 
five  years  by  its  money-market 
funds,  are  now  nearing  $40  billion. 
Merrill  Lynch  has  its  brand  on  33 
funds. 


Neuberger  &  Berman  is  another 
Wall  Street  firm  prominently  ranked 
for  its  mutual-fund  business.  Consis- 
tently among  the  top  ten  (as  ranked 
by  Forbes  each  year),  its  five  funds 
specialize  in  long-term  growth  and 
income.  Neuberger  &  Berman  is  one 
of  the  veteran  mutual-fund  mar- 
keters in  the  investment  community, 
having  started  in  the  business  in 
1955. 

If  you  are  looking  for  a  mutual 
fund  that  is  tuned  into  the  latest 
technological  developments,  you 
might  consider  Financial  Programs. 
The  newest  fund  of  this  investment 
group  is  World  of  Technology,  Inc. 
with  a  portfolio  of  securities  reflec- 
tion high  technology  companies 
worldwide. 

A  very  useful  tool  kit  for  anyone 
interested  in  mutual  funds  as  a  basis 
for  investments  is  the  United  Mutual 
Fund  Selector.  This  publication  (24 
issues  for  $75  annually)  covers  the 
whole  list  of  some  500  mutual  funds 
of  all  varieties.  Besides  reporting  on 
their  performance,  UMF  Selector 


What's  this? — commercial  banks 
are  in  the  brokerage  business? 

And  this? — brokerage  firms  are  in 
commercial  banking? 

And  this? — both  the  bankers  and 
brokers  are  in  insurance? 

And  also  in  real  estate? 

Those  are  some  of  the  questions 
you  might  get  from  a  Moscow-based 
American  financial  writer  on  return- 
ing to  this  country  after  a  ten-year 
stint  in  Siberia  for  downgrading  the 
ruble. 

As  recently  as  a  decade  ago,  U.S. 
financial  services  were  balkanized — 
banking  for  the  banks,  brokerage 
for  the  brokers,  insurance  for  the 
insurers.  And  so  on:  a  place  for 
everything  and  everything  in  its 
place. 

Now  the  lines  of  demarcation  are 
all  blurred.  "You  can't  tell  the  players 
with  a  scorecard,"  Citicorp  Chairman 
Walter  Wriston  complains.  The  tradi- 
tional functional  restraints  and 


also  includes  periodic  comparisons 
of  their  alpha  and  beta  ratings — i.e., 
their  performance  vis  a  vis  the  mar- 
ket as  a  whole  and  other  investment 
vehicles.  In  the  15  years  since  the 
Boston-based  publication  opened 
for  business,  it  has  built  its  circula- 
tion to  about  13,000,  and  is  currently 
expanding  at  a  pace  that  parallels 
the  rising  interest  in  mutual  funds 
generally. 

Mutual  funds  keep  closely  tuned 
to  demographic  changes,  especially 
population  shifts.  According  to  Don 
Spiro  of  Oppenheimer  Management, 
"the  fastest  growing  segment  of  the 
American  public  is  the  group  now 
approaching  retirement.  As  this  hap- 
pens, more  and  more  people 
become  concerned  about  how  they 
will  spend  their  golden  years.  We  see 
our  role  expanding  in  answering  the 
financial  service  needs  of  more  de- 
manding consumers — i.e.,  the 
people  who  will  be  looking  to  the 
specialist  firms  such  as  ours  for 
guidance  in  selecting  among  the 
variety  of  investment  vehicles." 


geographic  restrictions  that  sepa- 
rated financial  institutions  are  fast 
crumbling. 

The  latest  new  venture  for  the 
commercial  banks  is  the  cash-man- 
agement account  for  individuals. 
The  banks  have  been  slow  out  of  the 
gate  with  this  one.  They  needed  a 
new  law  to  get  into  the  business,  and 
the  legislators  didn't  oblige  until  last 
year.  The  banks  are  trailing  the  se- 
curities firms  by  about  five  years  in 
this  type  of  account. 

A  community  bank  like  Barclays 
with  a  big  spread  (90  offices),  mostly 
in  the  suburbs  and  exurbs,  should  be 
able  to  come  up  with  a  fair  share  of 
the  cash-management  market.  Bar- 
clays has  been  lab-testing  its  new 
Asset  Management  Account.  It's  a 
cash-management  number  with  all 
the  bells  and  whisties  of  Merrill 
Lynch's  prototype  Cash  Management 
Account  (CMA),  and  one  or  two  of  its 
own  attributes. 


■HBHHHIOHIHMH 
New  Shapes  and  Structures:  The  Commercial  Banks 


How  to  manage  your  money 
like  a  professional 

Great  news  from  Barclays,  one  of  the  world's  largest 
and  most  trusted  banking  groups— over  $80  billion 
in  assets  and  5,400  offices  in  84  countries. 


Professional  money  managers 
know  that  to  stay  ahead  today,  you 
need  a  high  return  on  your  money 
...flexible  banking  and  brokerage 
services ...  and  as  much  safety  and 
liquidity  as  you  can  get.  Now  it's 
easier  than  ever  to  manage  your 
money  like  a  professional  with  Bar- 
clays Asset  Management  Account. 

Your  money  works  extra  hard. 
With  a  Barclays  Asset  Management 
Account,  all  your  cash  deposits, 
dividends,  interest  —  every  dollar  of 
idle  cash  is  invested  in  a  high-yield- 
ing money  fund. 

Moreover,  when  you  pay  bills 
with  a  check  drawn  on  your  Bar- 
clays Asset  Management  Account, 
you  earn  high  yields  until  the  very 
day  your  check  clears. 

Buying  and  selling  securities 
through  your  Barclays  Asset  Man- 
agement Account  keeps  your  money 
working  extra  hard,  too.  Your  Ac- 
count Officer  can  place  your  orders 
almost  instantly  through  a  discount 
broker.  Dividends  and  proceeds 
from  securities  sales  are  automati- 
cally invested  in  your  money  fund. 
1 


Barclays  Asset  Management  Ac- 
count gives  you  low-cost  brokerage 
services.  You'll  get  dramatic  savings 
over  full-cost  brokerage  rates. 

Financial  flexibility.  Since  you 
never  know  how  the  economy  or 
your  own  situation  may  change, 
you  need  a  service  that  frees  you  to 
do  almost  anything. 

Need  immediate  cash?  Simply 
write  a  check  on  your  Barclays  As- 


set Management  Account.  There's 
no  minimum  withdrawal. 


With  one  glance,  you  can  com- 
pare this  month's  assets  and  liabili- 
ties with  last  month's.  Keeping  tabs 
on  your  net  asset  position  couldn't 
be  easier. 


Write  as  many  checks  as  you  like 
against  the  available  balance  in  your 
Barclays  Asset  Management  Account. 
Since  there's  no  minimum  withdrawal, 
you  can  use  it  just  like  a  regular  check- 
ing account. 

In  addition,  you  can  apply  for  ex- 
tremely flexible  borrowing  power 
—  from  margin  loans  to  unsecured 
personal  loans  of  up  to  $15,000. 


*  BARCLAYS  BANK 


VfSA 


You  can  get  to  your 
money  almost  any- 
where. Your  VISA 
debit  card  is  honored 
at  3,000,000  estab- 
lishments in  152 
countries. 


Recordkeeping  made  easy.  Handle 
all  your  financial  transactions 
through  your  Barclays  Asset  Man- 
agement Account,  and  you'll  get  a 
complete,  plain-English  review  of 
your  entire  portfolio. 


r 


Your  monthly  statement  spells  out 
all  income  and  expenses.  There's  even  a 
separate  listing  of  your  tax-deductible 
expenses,  so  you  don't  overlook  any  at 
tax  time. 


To  learn  more  about  this  versatile 
new  account,  simply  return  the 
coupon  below,  and  we'll  rush  you 
all  the  details. 


Barclays  Bank  of  New  York,  N.A. 

P.O.  Box  200,  Great  Neck,  N.Y.  11022 


~1 


□  YES,  I  want  more  information  explaining  what  Barclays  Asset  Management  Account 
can  do  for  me.  Please  rush  me  your  free  booklet.  I  understand  there  is  no  obligation. 

OR  CALL  TOLL-FREE:  800-632-4455,  EXT  201 

Name  

Home  Phone  (  )  Business  Phone  (  )  

Address  

City/State/Zip  


CI  Please  send  me  more  information  about  using  Barclays  Asset  Management  Account  for 
my  business  account. 

O  Please  send  me  more  information  about  using  Barclays  Asset  Management  Account  for 
my  corporate  pension  funds. 


BARCLAYS  BANK 
OF  NEW  YORK 


1983.  Barclays  Bank  of  New  York.  N  A. 


Your  Financial  Future  is  NOW 


For  example,  the  opening  mini- 
mum balance  for  the  Barclays 
account  is  $10,000,  compared  with 
$20,000  for  Merrill  Lynch  and 
$25,000  for  some  of  the  other  big 
securities  firms.  Barclays  also  says  it 
has  the  most  sophisticated,  most 
useful  monthly  report  for  the  service 
of  any  around.  The  bank's  new  ac- 
count will  be  fully  on  stream  this 
summer. 


New  Shapes  and  Structures: 
The  Insurers 

Ask  anyone  to  list  the  most  dy- 
namic competitors  in  the  financial 
services  markets  and  chances  are 
the  insurance  companies  will  get  a 
low  rating.  The  competing  institu- 
tions that  sell  them  short,  however, 
may  be  in  for  a  surprise  as  this  era  of 
maturation  for  the  financial  services 
industry  progresses. 

Other  "experts"  have  written  off 
the  insurers  in  the  past.  In  the  mid- 
Seventies,  for  example,  the  tradi- 
tional life  insurance  companies  were 
consigned  to  an  early  grave  when 
group  coverage  and  term  policies 
threatened  to  overwhelm  the  whole- 
life  concept.  Instead,  insurers  like 
Equitable  and  John  Hancock  came 
up  with  new  products  such  as  varia- 
ble and  universal  life,  and  increased 
their  marketing  thrust  into  other 
areas,  including  a  broader  variety  of 
asset-management  services. 

As  a  result,  the  big  insurers  are  in 
excellent  condition  to  take  advan- 
tage of  the  opportunities  now 
available  to  expand  the  scope  of 
their  revenue-producing  operations. 
Equitable  has  a  formidable  nation- 
wide sales  force  of  9,000.  They 
market  a  growing  list  of  products  for 
individual  and  family  use,  ranging 
from  annuities  and  money-market 
funds  to  computerized  estate  analy- 
sis and  a  variety  of  IRA  and  Keogh 
Plans. 

John  Hancock  has  been  building 
its  money-management  base,  which 
now  includes  seven  mutual  funds 
with  total  assets  of  some  $2  billion 


and  more  than  300,000  accounts. 
The  insurance  company  also  ac- 
quired last  year  the  blue  chip 
securities  firm,  Tucker  Anthony, 
whose  products  the  Hancock  sales 
force  will  be  marketing  from  now  on. 

Along  with  the  monolithic  mutu- 
als,  new  combinations  of  insurers 
are  now  beginning  to  loom  on  the 
financial  landscape.  In  1982,  Con- 
necticut General  and  INA  merged  to 
become  CIGNA.  In  setting  up  a  new 
division,  CIGNA  Individual  Financial 
Services,  the  new  parent  company 
made  clear  its  intention  of  being  a 
major  factor  in  financial  services  as 
well  as  in  insurance  in  the  future. 

However,  CIGNA  states  firmly  that 
it  does  not  plan  to  turn  its  individual 
Financial  Services  division  into  a 
one-stop  financial  supermarket,  nor 
does  it  intend  to  serve  the  same 
broad  market  as  the  Supernovas.  In- 
stead it  will  focus  its  marketing 
thrust  on  long-range,  financial  plan- 
ning for  a  fee,  primarily  to  owners  of 
closely  held  businesses  and  individ- 


The  period  of  coalescence  now 
shaping  the  new  financial  services 
industry  will  last  at  least  a  decade 
before  the  outlines  of  the  homoge- 
nized financial  markets  begin  to  take 
form.  To  a  major  degree,  the  new 
technology  will  play  a  decisive  role 
in  determining  the  size  and  shape  of 
the  survivors  of  this  decade  of  tur- 
bulent change.  New  businesses  are 
now  being  built  on  new  communica- 
tions and  high-tech  concepts.  As  Jim 
Williams,  president  of  the  Credit 
Union  National  Association,  recently 
said:  "People  will  take  terminals 
home,  not  briefcases." 

Organizations  like  the  credit 
unions  will  probably  be  among  the 
most  durable  of  those  that  occupy  a 
special  niche  in  financial  services. 
The  credit  unions  in  total  hold  about 
$96  billion  in  assets  for  their  mem- 
bers— people  who  share  a  common 
bond  of  employment,  profession,  or 
some  linkage.  The  many  millions  of 
consumers  who  comprise  the  mem- 


uals  with  incomes  in  excess  of 
$100,000  and  net  worth  of  over  $1 
million. 

It's  not  only  the  primary  insurers 
that  will  be  lifted  by  the  rising  tide  of 
financial  services.  Such  middle-man 
firms  as  Frank  B.  Hall  &  Co.,  an 
insurance  services  organization  that 
started  out  as  a  brokerage  over  a 
century  ago,  also  is  adding  to  its 
own  product-line  to  meet  the  ex- 
panding needs  of  the  insurance 
industry  generally. 

Based  in  Westchester,  N.Y.,  the 
company  still  derives  most  of  its 
revenues  from  brokerage.  But  it  also 
has  become  a  major  factor  in  other 
areas  of  the  worldwide  insurance 
marketplace.  Frank  B.  Hall  &  Co. 
now  designs  and  places  coverage, 
structures  loss  control  programs, 
and  when  necessary  develops  plans 
for  securing  the  human  and  financial 
resources  of  the  global  business 
community.  Its  revenues  in  the  past 
two  years  have  risen  from  $312  mil- 
lion to  $364  million. 


bership  of  some  20,000  credit  unions 
are  among  the  most  loyal  depositors 
and  borrowers  in  the  financial-ser- 
vices spectrum.  The  credit  unions 
have  been  in  existence  since  1934. 

But  even  such  durable  fixtures  as 
the  credit  unions  are  not  immune  to 
the  need  to  keep  in  step  with  the 
changing  times.  They  have  been 
working  assiduously  to  create  such 
central  financial  institutions  of  their 
own  as  the  U.S.  Central  Credit  and 
Credit  Union  Internet.  Both  institu- 
tions employ  the  latest  word  in 
technology — i.e.  electronic  net- 
works that  provide  integrated 
national  financial  and  service-sup- 
port systems  (long-range  planning, 
product  development  etc.)  for  the 
individual  credit  unions. 

Other  organizations  that  occupy 
vital  niches  in  the  various  sectors  of 
the  financial  marketplace  include 
companies  that  have  confined  their 
efforts  to  such  important  areas  as 
housing.  In  the  U.S.  economy,  the 


New  Shapes  and  Structures:  Niche  Occupiers 


IF\OU'RE  SATISFIED  WITH  A 
BANK  MONEY  MARKET  ACCOUNT 
MAYBE  YOU'RE  NOT  DEMANDING  ENOUGH. 


DO  MORE 
WITH  YOUR  MONEY  IN 


Bank  money  market  accounts 
are  just  that:  bank  accounts 
What  they  can  do  with  your 
money  is  limited.  But  with  the 
Cash  Management  Account*  financial 
service  at  Merrill  Lynch,  the  breadth  of 
investment  options  is  far  wider. 

And  with  the  economy  clearly  on  the 
mend,  the  greatest  opportunities  now  are  for 
investors,  not  savers. 

You  get  an  Account  Executive, 
not  just  an  account.  At  the  core  of  CMA 
is  a  brokerage  account  serviced  by  a 
Merrill  Lynch  Account  Executive,  who,  in 
turn,  is  backed  up  by  the  top-ranked  re- 
search team  on  Wall  Street. 

The  all-in-one  financial  service. 

Your  idle  cash  is  invested  automati- 
cally and  earns  dividends  in  a  choice  of 
money  market  funds— including  one  that 
gives  you  tax-free  income,  which  you  can't 
get  in  a  bank  money  market  account 

You  also  get  a  special  VlSA*card  and 
check-writing  privileges.  And  all  securi- 
ties -held  by  Merrill  Lynch  in  CMA  ac- 
counts are  protected  for  up  to  $10  million 
per  customer. 

Loan  rates  that  give  bank  rates 
some  tough  competition.  One  final 
advantage  of  the  CMA  program:  the  extra 


CMA. 


resource  of  automatic  variable- 
rate  loans,  up  to  the  full  margin 
loan  value  of  your  securities,  at 
rates  banks  are  not  likely  to 
match.  Before  you  borrow  at  a  bank  check  the 
current  CMA  ban  rate. 

A  $60  billion  success.  Customers 
now  have  over  $60  billion  working  for 
them  through  the  CMA  program.  And  you 
can  join  them  with  a  minimum  investment 
of  only  $20,000  in  cash,  securities  or  a 
combination  of  the  two. 

And  if  you  demand  more  of  your 
money  you  probably  should  join  them 

For  more  information,  including  a 
prospectus  containing  all  sales  charges 
and  expenses,  call  1-800-MERRILL  (ext. 
9009)  Monday  through  Friday,  8:30a.m.  to 
midnight  Eastern  time.  Read  the  pro- 
spectus carefully  before  investing  or 
sending  money. 

THE  MORE  YOU  DEMAND 
OF  YOUR  MONEY 
THE  MORE  YOU  NEED  CMA. 


Merrill  Lynch 

Merrill  Lynch,  Pierce,  Fenner  &  Smith  Inc 

A  breed  apart. 


The  Cash  Management  Account  program  is  proprietary  to  Merrill  Lynch  Covered  by  US  Patent  No  4.346442  and  4  3  76.978  other  US  and  foreign  patents  pending 
©  Copyright  1983  Merrill  Lynch.  Pierce.  Fenner  t  Smith  Incorporated  Published  in  USA  All  rights  reserved  Member.  SIPC 


Your  Financial  Future  is  NOW 


trillion-dollar  housing  industry  is 
recognized  as  "the  key  industry,"  as 
an  "economic  bellwether." 

The  current  resurgence  of  hous- 
ing is  largely  attributable  to  the 
vitality  of  the  secondary  mortgage 
market.  This  year,  this  market  is  ex- 
pected to  generate  as  much  as  80 
percent  of  the  total  $160  billion  in 
residential  mortgage  loans. 

A  mortgage  bank  like  Lomas  & 
Nettleton,  which  is  the  nation's 
largest,  provides  drive-wheel  impe- 
tus to  the  housing  industry.  Based  in 
Dallas,  Lomas  &  Nettleton  fills  a  key 
role  that  includes:  (1)  aiding  de- 
velopers in  planning  and  financing 
new  housing  projects;  (2)  assisting 
home-buyers  in  obtaining  mort- 
gages; (3)  acting  as  a  conduit 
between  mortgage  originators  and 
ultimate  investors  by  packaging  indi- 
vidual mortgages  into  marketable 
securities.  Because  of  its  continued 
success  through  economic  reces- 
sions and  recoveries  alike,  Lomas  & 
Nettleton  has  become  something  of 
a  star-performer  in  the  stock  market. 
It's  currently  selling  at  almost  three 
times  its  book  value. 

A  newer  comer  in  the  mortgage 
packaging  line  is  National  Home 
Equity.  Although  the  company  has 
only  been  in  business  since  March 
of  1981,  it  presently  is  packaging  and 
distributing  conventional  and 
adjustable  rate  mortgages  at  an  an- 
nual rate  of  almost  $1  billion.  Based 
in  Los  Angeles,  National  Home  Eq- 
uity has  regional  salesmen  covering 
originators  and  investors  in  the  East 
and  Midwest  as  well  as  on  the  West 
Coast.  Unlike  Lomas  &  Nettleton, 
which  occupies  several  niches  in  the 
housing  industry,  National  Home  Eq- 
uity concentrates  on  its  role  as  a 
conduit. 


The  Consumers  Financial 
Services  Roadmap 

It  is  an  idea  whose  time  has  come: 
the  financial  services  industry.  And 
wherever  it  goes,  it  will  be  con- 
sumer-driven. 


Great,  you  say.  So  there  you  are, 
the  almighty  consumer  behind  the 
wheel.  There's  one  major  problem — 
you're  at  a  crossroads  but  all  the 
once-familiar  signposts  have  been 
changed.  No  more  the  simple  direc- 
tions: banking  services  this  way, 
investment  services  that  way,  insur- 
ance services  to  the  right,  real  estate 
to  the  left. 

The  new  signposts  are  a  confused 
jumble  of  directions.  North,  south, 
east,  west — financial  services  of  all 
kinds  at  all  points  of  the  compass. 

Old  roadmaps  are  useless.  You 


need  a  new  one. 

So  how  do  you  begin  to  prepare 
your  roadmap? 

Well,  to  begin  at  the  beginning, 
who  are  you? 

It's  one  thing  to  refer  to  financial 
service  consumers  as  an  amorphous 
mass  of  100  million  people.  But 
you're  an  individual.  One  of  your 
distinctive  features  is  that  right  now 
you're  of  a  certain  age.  That's  where 
you  begin,  with  the  Life  Cycle  chart 
below. 

Consumers  in  their  20s  are  just 
coming  out  of  the  egg — in  the  con- 


Like  a  bridge  over  troubled  water 


The  swirls  and  eddies  of  the  economy  are  making  it  hard  for 
a  developer  to  get  from  here  to  there.  He  must  rise  above 
sudden  storms,  treacherous  currents  and  hidden  dangers 
to  bring  his  projects  to  profitable  realization. 

Many  of  the  country's  leading  developers  rely  on  L&N 
to  get  them  safely  home.  We  span  the  realms  of  real  estate 
and  all  the  important  sources  of  capital,  domestic  and  for- 
eign And  we  offer  a  solid  knowledge  of  financial  engineer- 
ing based  on  day-to-day  bridge  building  between  men, 
money  and  ideas  the  world  over. 

With  L&N  there  is  a  choice  besides  sink  or  swim.  Let 
us  put  your  next  project  on  a  sure  footing 

Down  below,  the  flotsam  and  jetsam.  Up  here,  Lomas 
&  Nettleton. 

Lomas  &  Nettleton 

The  nation's  largest  mortgage  banking  institution 


WHAT  DO  Yll  NEEI 10  KNOW 
TO  BEACH  FOI  PROFITS 

AND  INCOME 
IN  MUTUAL  ENNDS  NOW? 

U nited  Mutual  Fund  Selector  gives  you 
facts,  figures,  analysis,  appraisal  of  risk, 
 and  advice  on  467 Mutual  Funds.  

There  is  a  lot  to  know  about  Mutual  Funds  that  nobody  could  possibly 
carry  in  his  head.  But  United  Mutual  Fund  Selector  puts  it  together 
for  you  with  detailed  facts  and  figures  on  467  funds.  Not  just  once  or 
twice  a  year,  but  many  times.  Here  is  just  a  small  sampling  of  the  kind 
of  information  and  advice  the  pros  and  individual  investors  are  getting 
from  UMFS — issued  24  times  a  year. 

•  Performance  comparisons  on  467  Funds, 
segregated  by  Load  and  No-Load  Funds. 

•  United's  Supervised  List  of  6  types  of  funds. 

•  The  Top  25  Performing  Funds. 

•  Facts  and  figures  on  new  Funds. 

•  Fund-Digests— In-depth  analysis  of  individual 
funds.  10  year,  5  year,  and  1  year  performance. 

•  Personal  interviews  with  Fund  Managers. 

These  are  only  a  smattering  of  the  kind  of  information  and  advice  you 
get  in  UMFS.  Knowledge  is  power  in  making  your  decisions  to  buy, 
hold,  or  sell  mutual  funds.  Get  United  Mutual  Fund  Selector  and  get 
more  of  what  you  need  to  know. 

Plus  these  2  Special  Bonus  Reports 
AGGRESSIVE  GROWTH  FUNDS 

United  gives  you  facts  and  figures  that  are  real  eye-openers  on  60 
Aggressive  Growth  Funds  which  invest  in  small  dynamic  growth  stocks. 
Recent  performance  indicates  this  is  where  the  action  is.  This  Report 
recommends  8  Aggressive  Growth  Funds  for  the  investor  who  is  willing  to 
take  some  risk  and  maybe  make  some  real  money. 

MONEY  MARKET  FUNDS 

United  gives  you  many  facts  and  figures,  phone  numbers,  and  addresses 
.  .  .  plus  United's  favorite  selections  in  each  of  these  groups: 

•  26  Leading  Money  Market  Funds 

•  20  Funds  Investing  only  in  Gov't  Securities 

•  9  leading  Funds  Investing  in  Tax-Free  Securities  only 

Send  today  for  your  3-issue  subscription  $(T 
and  2  Special  Reports,  a  $9  value,  only  O 

^mm^wmm  tmm  hmwm  MAIL  THIS  COUPON  TODA1 

□  Please  send  me  a  3-issue  trial  of  □  i  prefer  a  $75  annual  (24  issues). 

United  Mutual  Fund  Selector  and  subscription.  I  will  receive  the   

2  Special  Reports.  I  enclose  $5.  above  package  as  a  bonus. 

I  enclose  $75.  f^V 

UNITED  lZ2 
Mutual  Fund  Selector® 

212  NEWBURY  STREET.  BOSTON.  MASS  02116 


Name  F9 

Address  

City  State  Zip.  

Not  assignable  without  your  consent. 


text  of  the  financial  markets.  They 
may  or  may  not  be  producing  signifi- 
cant income,  may  or  may  not  be 
producing  children.  Let's  assume 
both  affirmatives:  they  are  part  of  a 
young  family  and  the  family  planning 
includes  kids. 

Consumers  in  this  category  make 
the  common  mistake  of  setting  up  a 
family  budget.  They  assume  this  is 
for  an  adequate  financial  plan.  They 
get  involved  with  a  microscope 
when  their  first  need  is  for  a 
telescope. 

They  need  a  telescope  to  look 
down  the  road  and  determine  their 
long-term  objectives.  With  kids, 
they'll  probably  want  a  house.  Target 
date:  six  years  from  now  when  the 
kids  have  reached  school  age. 
Beyond  that,  twelve  years  or  so  later, 
they  will  have  to  cope  with  college 
education  costs.  Forty  years  from 
now,  more  or  less,  comes 
retirement. 

All  three  such  goals  should  be 
delineated  on  your  roadmap.  You 
know  you'll  need  money  to  reach 
these  main  stops,  just  as  though  you 
were  driving  from  the  East  Coast  to 
the  West  Coast,  with  planned  stops 
at  Chicago,  Denver  and  Salt  Lake 
City.  Your  money  needs  on  your  life- 
trip  would  be  the  same  as  your  fuel 
needs  on  a  road  trip. 

Financial  planning  requires  time, 
effort  and.  if  you  enlist  professional 
help,  money.  But  if  you  want  financial 
security,  you've  got  to  begin  planning 
for  it,  and  you  can't  begin  too  early. 

If  you're  a  consumer  in  the  30- 
to-54  year-old  bracket,  you  already 
have  some  miles  behind  you.  If 
you're  in  the  nearer  end  of  this  span, 
you  already  have  some  accumulated 
wisdom  with  respect  to  your  credit 
and  investment  opportunities  and 
requirements.  You  know  by  now  that 
"savings"  in  the  old-fashioned  sense 
(passbook  savings)  is  out  the  win- 
dow. Putting  surplus  funds  into  a 
passbook  account  would  be  like  put- 
ting oats  into  your  gas  tank. 

If  you  have  surplus  cash,  your 
imperative  should  be  to  invest  it.  The 
best  avenue  for  immediate  invest- 
ment probably  is  through  one  of  the 
new  sweep  accounts,  investment 
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assets  under  management. 


At  Equitable,  we've  helped  companies 
survive  two  world  wars,  one  depression 
and  any  number  of  recessions. 

Which  is  why  we're  America's 
Number  One  manager  of  pension  funds 
today?  And  why  most  of  America's  top 
100  companies  do  business  with  Us. 

Tbday,  a  new  Equitable  is  taking 
shape. 

One  that  will  be  able  to  offer  the  same 
kind  of  help  with  your  personal  money 
that  we  always  have  with  your  business. 

At  Equitable,  we're  bigger  than  life. 
And  getting  bigger. 

^EQUITABLE 

the  Equitable  liff  assurance  xxinvuf  thiunitedstates,n.y..4y 


Your  Financial  Future  is  NOW 


firms  call  them  cash-management  or 
asset-management  or  something 
similar;  the  banks  refer  to  them  as 
MMDAs,  Money  Market  Deposit  Ac- 
counts. The  banks  and  thrifts  are 
newcomers  to  this  business.  Bro- 
kerage firms  and  other  money 
managers  (insurance  companies, 
mutual  funds,  etc.)  have  been  doing 
sweeps  for  years. 

Your  sweep  decision  should  be  an 
integral  part  of  your  overall  financial 
plan.  And  your  plan  should  reflect 
one  basic  decision  about  how  you're 
going  to  handle  your  investments:  on 
your  own  or  with  professional  help. 

If  you  decide  to  manage  your  own 
investments,  then  by  all  means  con- 
sider the  cost  savings  available  in 
using  a  discount-brokerage  service. 
The  big  banks  are  getting  into  this 
business  right  and  left. 

If  you  decide  to  go  it  alone,  you'd 
better  be  damn  sure  you  have  the 
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DYNAMICS  FUNDJNC. 

P.O.  Box  2040  Denver,  Colorado  80201 

Discover  how  our  NO-LOAD  MUTUAL  FUND 
is  designed  to  seek  the  aggressive  growth 
objectives  that  correspond  to  your  own  goals 
Let  us  send  you  a  free  prospectus  with  more 
complete  information,  including  management 
fee  charges  and  expenses.  Read  it  carefully 
before  you  invest  or  send  money.  Financial 
Dynamics  Fund,  Inc.  —  one  of  the  Financial 
Group  of  No-Load  Mutual  Funds  serving 
America's  investment  needs  since  1932. 
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savvy  and  the  moves  to  compete 
with  the  professionals.  You'd  better 
be  sure  you  know  enough  about 
what's  going  on  so  that  you'll  always 
be  in  a  position,  like  the  pros,  to  "sell 
on  the  news."  The  amateurs  buy  on 
the  news;  they  buy  what  the  pros  are 
selling  at  the  top. 

Try  defining  a  few  of  these  invest- 
ment vehicles  to  test  your  own 
professional  competence:  zero-cou- 
pon CDs,  Tigers  and  Cats,  index 
futures  options,  commodity  part- 
nerships, Clifford  trusts,  flower 
bonds,  RANS-BANS-TANS,  option 
hedging,  bonds-cum-puts ....  Had 
enough? 

Instead  of  betting  on  yourself, 
maybe  you  should  leave  the  driving 
to  the  pros  who  can  put  the  ball  250 
yards  straight  down  the  middle. 
Maybe  it's  worth  what  it  costs  to 
have  a  pro  on  your  side — profes- 
sional help  with  your  financial 
planning,  setting  your  investment 
goals,  changing  your  investment 
directions  as  the  economic  road 
changes  and  your  investment  capac- 
ity improves. 

Maybe  the  best  way  to  decide 
whether  you  want  to  follow  a  do-it- 
yourself  investment  program  or  pay 
an  institution  to  do  it  for  you  is  to  try 
both  ways.  When  you've  accumu- 
lated a  lump  sum  of  surplus  funds, 
try  managing  half  of  it  yourself.  Give 
the  other  half  to  a  money-manager. 
After  a  couple  of  years,  see  where 
you  stand.  You  can  get  a  highly  defi- 
nitive look  at  your  own  talents  as  a 
money-manager  if  you  use  the  dis- 
count brokerage  service  of  a 
commercial  bank — which  is  all  the 
bank  (or  thrift)  is  legally  entitled  to 
offer.  It  means  you'll  have  to  do  your 
own  research  yourself.  It's  unlikely 
that  the  average  young  investor  will 
have  sufficient  time  (or  funds,  proba- 
bly) to  try  this  experiment  in  a 
meaningful  way.  But  later  on,  as  you 
move  along  the  life  cycle,  you  may 
want  to  give  do-it-yourself  a  go. 

The  upper-age  brackets  of  the  life 
cycle  include  the  55-64  preretire- 
ment decade  followed  by  the  post- 
retirement  years.  The  Chart  in  the 
55-64  bracket  is  future-oriented.  It's 
idealistic,  for  example,  in  picturing 


the  consumer's  investment  potential 
and  retirement-savings  at  their 
peaks. 

Anyone  in  the  55-64  age  bracket 
today  knows  that  this  just  doesn't 
square  with  today's  reality.  Incessant 
inflation  in  the  Seventies  has  dras- 
tically eroded  older  consumers' 
financial  bases.  Their  personal  as- 
sets have  shrunk  to  dangerously 
skimpy  levels. 

For  millions  of  consumers  in  their 
postretirement  years,  this  period  of 
their  lives  now  shapes  up  as  the 
most  painful,  the  most  uncertain. 
They  see  their  reliance  on  Social 
Security  as  a  main  source  of  finan- 
cial support  as  wishful  thinking. 
Such  retirement  relief  measures  as 
the  IRA  and  Keogh  programs  arrived 
too  late  to  do  them  any  good. 

In  this  increasingly  complicated 
life,  in  this  world  of  increasingly 
complicated  financial  problems, 
something  more  than  just  being  wise 
is  needed. 

It's  being  wise  in  time  that  counts. 
It  may  be  too  late  for  older  people  to 
plan  now  for  their  future  financial 
security.  It  certainly  isn't  too  early 
for  young  people. 

You,  the  average  consumer,  are  in 
the  driver's  seat.  It's  the  directions  in 
which  you  decide  to  move  that  will 
set  the  directions  for  the  financial 
services  industry. 

Your  financial  future  is  now. 
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ENTER  THE  WORLD 
OF  WALL  ST  WITH  A 

HUTTON  ASSET 

MANAGEMENT 

PROGRAM. 


If  you've  left  a  substantial  portion  of 
your  money  resting  with  a  bank  or  an 
insurance  company,  you  may  be  reducing 
the  potential  power  of  your  assets. 

That  is  an  important  reason  to 
consider  E.F.  Hutton's  Asset 
Management  or  Asset  Reserve 
Account. 

Hutton's  two  new  accounts  are,  first 
and  foremost,  investment  vehicles. 
Their  aim  is  choice.  A  broader  choice  of 
investments  than  any  bank  or 
insurance  company  can  bring  you. 

You  can  invest  in  the  security  of  U.S. 
Government  obligations.  You  can  own 
shares  in  mutual  funds.  You  can  put  a 
portion  of  your  assets  into  bonds,  or 
stocks,  or  tax  shelters  or  a  score  of 
other  opportunities.  You  can,  in  short, 
enter  the  world  of  Wall  Street. 

Just  as  vital,  you  can  do  it  without 
sacrificing  flexibility  or  convenience 
with  a  Hutton  Asset  Management  or 
Asset  Reserve  Account. 

Our  Asset  Management  Account 
gives  you  convenient  access  to  your 
assets  through  unlimited  checkwriting 


privileges  and  the  prestigious 
American  Express  Gold  Card?  It 
provides  you  with  a  cogent  monthly 
statement.  Cash  that  accumulates  in 
your  account  is  automatically  swept 
into  your  choice  of  three  money  market 
funds.  And  securities  held  by  Hutton  in 
your  account  are  covered  by  up  to 
$10,000,000  in  insurance. 

Our  Asset  Reserve  Account  has 
exactly  the  same  features,  except  for 
the  Gold  card. 

Finally,  there's  our  secret 
ingredient:  The  E.F.  Hutton  Account 
Executive.  Because,  at  Hutton,  we 
think  you  need  ideas  as  well  as  choices. 
And  our  ideas  are,  ultimately,  what 
make  people  listen. 

For  a  Prospectus  and  complete 
information  regarding  charges  and 
expenses,  mail  the  coupon  or  call 
E.F.  Hutton. 

Read  the  Prospectus 
carefully  before 
you  invest 
or  send  money. 
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Take  me  to  my  broker. 

□  I'd  like  to  read  about  the  details,  please 
send  me  your  free  AMA  and  ARA 
brochure  and  a  Prospectus. 

□  I  have  questions,  please  have  an 
Account  Executive  get  in  touch  with  me. 

©  I  want  action  right  away,  so  I'm  calling 
80O-EFH-1212. 
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E.F.  Hutton  &  Company  Inc..  E.F.Hutton  Information  Center, 
P.O  Box  10318,  Des  Moines.  Iowa  50306 

Member  SIPC 


When  RE  Hutton  talks,  people  listen. 


Run-for-profit  U.S.  hospital  companies  are 
working  to  carve  a  niche  in  Britain.  That's 
hard  work,  when  the  competition,  social- 
ized medicine,  beats  you  on  price. 


Why  pay  more? 


By  Rosemary  Brady 


I'nside  the  posh  Humana  Welling- 
ton Hospital  in  London's  St.  John's 
iWood,  nearly  all  of  the  250  beds 
are  filled.  "Business  is  brisk,"  says 
medical  liaison  adviser  Ron  Barker, 
showing  off  a  bright,  balconied  hospi- 
tal room,  which  is  priced  at 
$320  per  day.  "But  we  are 
lucky.  It's  not  the  same  in 
all  private  hospitals,"  says 
Barker. 

Indeed,  it  isn't.  American 
Medical  International, 
which  has  invested  more 
than  $100  million  in  nine 
hospitals  in  Britain,  recent- 
ly closed  a  ward  and  cut 
back  staff  at  its  new  Chau- 
cer Hospital  in  Canterbury. 
"It  is  a  rural  area,  and  we 
were  in  a  startup  situa- 
tion," says  AMI's  European 
development  director, 
Humphrey  Nichols.  "It 
was  difficult  to  judge  de- 
mand." In  the  Hospital 
Corp.  of  America's  six 
small  hospitals,  purchased 
last  year  for  $22  million, 
occupancy  rates  are  only 
60%  to  65%.  "We  are  still 
feeling  our  way,"  says  Art 
Ouellette,  managing  direc- 
tor of  HCA's  U.K.  subsid- 
iary. "Patients  aren't  beat- 
ing the  doors  down." 

What  makes  American 
run-for-profit  hospitals 
think  they  can  do  business 
in  a  country  where  93%  of 
the  people  use  state-owned 
hospitals  and  state-paid 
doctors  for  free  health  care? 
A  few  years  ago  prospects 
actually  looked  good. 
Then,  after  a  health  work- 


ers' strike  added  thousands  of  people 
to  Britain's  already  lengthy  National 
Health  Service  hospital  waiting  lists, 
individuals  and  companies  rushed  in 
a  much-touted  boom  to  buy  private 
health  insurance.  IBM  and  Rank 
Xerox  signed  on  all  their  employees. 
Even  a  few  unions  opted  for  the  luxu- 


Art  Ouellette,  managing  director  of  HCA 's  English  subsidiary 
"I  don't  know  where  all  the  patients  will  come  from.' 


ry  of  private  health  care.  By  1982,  4.2 
million  people  were  covered  by  pri- 
vate health  insurance,  an  increase  of 
30%  from  1979,  and  a  hospital  build- 
ing spree  was  under  way.  Now  these 
hospitals,  financed  by  British  and 
Middle  Eastern  investors  as  well  as 
U.S.  companies,  are  opening,  but  the 
growth  in  privately  insured  patients 
has  slowed  to  a  halting  3%  to  5%\  The 
invaders  probably  can  survive,  but  the 
market  isn't  nearly  as  good  as  it  ap- 
peared to  the  Americans  just  a  few 
years  ago. 

HCA's  Ouellette  sees  a  shakeout:  "I 
don't  know  where  all  the  patients  will 
come  from.  I  don't  know  where  all  the 
money  will  come  from."  His  com- 
pany, he  says,  would  make  a  better 
current  return  by  investing  its  money 
in  stocks  and  bonds,  but  still  believes 
that  over  the  long  term  the  invest- 
ment will  pay. 

The  other  two  big  American  play- 
ers, Humana  and  AMI,  echo  Oucl- 
lette's  view.  For  the  immediate  fu- 
ture, they  say,  the  soft  market — espe- 
cially on  top  of  their  recent  capital 
expenditures — will  depress  returns. 

But  Britain,  like  the  U.S.,  is 
thinking  hard  about  the  fu- 
ture of  its  health  care  sys- 
tem. And  that  system,  say 
the  American  managers,  is 
bound  to  include  an  ex- 
panded private  industry. 

"The  NHS  is  deteriorat- 
ing," says  Humana  Medical 
Director  Dr.  Arthur  Levin, 
a  British  doctor  who  found- 
ed the  Wellington  Hospital 
two  years  before  Humana 
bought  it.  Although  the 
clinical  treatment  in  the  gi- 
ant National  Health  Ser- 
vice is  still  good,  Levin 
says,  conditions  in  some 
hospitals  are  appalling.  El- 
derly patients  must  wait  up 
to  five  years  for  admission 
to  undergo  a  hip  replace- 
ment operation.  Patients 
sometimes  share  a  room 
with  20  other  patients. 
"My  feeling  is  that  the 
NHS  will  contract  and  be- 
come more  efficient,"  says 
Levin.  The  government 
will  encourage  a  strong  pri- 
vate sector  to  work  with 
the  NHS,  he  predicts. 

As  in  the  U.S.,  Britain  is 
trying  to  tackle  health 
costs  that  have  swung  out 
of  control  over  the  last  de- 
cade. The  NHS  budget 
jumped  from  $3.7  billion  in 
1970  to  $24.7  billion  in 
1983.  Prime  Minister  Mar- 
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"It's  just  not  us..."  "I  wish  it  were  that  easy.."  "Oh,  it  was  just  an  idea..." 


It  was  just  an  idea. 


©  TRW  Inc..  1983 

TRW  is  the  name  and  mark  ol  TRW  Inc 


An  idea  is  a  fragile  thing. 
Turning  it  off  is  much  easier 
than  keeping  it  lit. 

A  company  called  TRW  lives 
on  ideas.  So  we  look  for  people 
who  have  them  and  for  people 
who  won't  snuff  them  out.  In 
recent  years  TRW  has  been 
issued  hundreds  of  patents  in 
such  diverse  fields  as  fiber 
optics,  space,  lasers  and  trans- 
portation electronics. 


Those  ideas  shone  because 
somebody  had  them  and 
somebody  helped  them.  And 
nobody  turned  them  off. 

Tomorrow  is  taking  shape  at  a 
company  called  TRW. 
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A  Company  Called  TRW 


Tlie  Bankers  Trust  Company  philosophy: 


Excellence  is  achieved  only  through 
consistency  and  innovation* 

And  skill. 


Excellence  is  a  demanding  taskmas- 
ter. But  when  skilled  professionals  woi 
together  to  meet  its  challenge,  remark 
able  ingenuity,  determination  and 
common  purpose  will  prevail.  Tbgethc 
they  can  provide  an  exceptional  abilin 
to  accomplish  the  goals  people  set  for 
themselves. 

Skill.  It  is  part  of  a  real-life  philosoph 
A  philosophy  which  yields  handsome 
rewards. 


Common  purpose  and  teamwork: 
how  they  work  for  you. 

Recently,  Marriott  Corporation 
asked  Bankers  Trust  to  provide  the  funds 
for  a  new  concept  in  hotel  financing. 
Our  combined  efforts  resulted  in  a 
$456-million  syndicated  financing  for  a 
new  entity,  the  Potomac  Hotel 
Limited  Partnership.  This  transaction, 
in  which  Bankers  Trust  acted  as  agent 
and  one  of  four  syndicating  banks,  was 
one  of  the  largest  real  estate  transac- 
tions ever  completed  by  a  group  of 
commercial  banks.  It  was  done  in  con- 
junction with  the  first  ever  $18-million 
public  equity  offering  of  its  type. 


The  result  is  that  Maniott  has  a  new 
and  effective  way  to  finance  its  hotel 
properties. 

In  our  12-year  relationship  with  Mar- 
riott, this  is  just  one  example  of  how  we 
have  worked  together  developing  inno- 
vative financing  solutions.  Maniott 
has  worked  with  a  broad  range  of  profes- 
sionals at  Bankers  Trust,  including 
foreign  exchange  experts,  domestic 
loan  syndication  specialists,  our  U.S. 
and  U.K.  leasing  groups,  and  our  real 
estate  group. 

It  is  this  kind  of  skill,  creativity  and 


performance  into  which  our  philosophy 
translates.  Performance  which  makes 
Bankers  Trust  stand  out  in  our  industry. 
And  the  kind  of  performance  which 
helps  make  our  clients  first  in  theirs. 


BankersTrust 
Company 

Worldwide 

An  international  banking  network  in 

over  35  countries. 
280  Park  Avenue,  New  York,  N.Y.  10017 

Member  FD1C  %  Ranker*  Trust  Company. 


Your 


,  Sir." 


The  DOW  JONES  INVESTMENT  E VALUATOR™  is  computer  soft- 
ware that  serves  your  personal  investment  needs  at  home— accurately  and 
efficiently. 

A  Personalized  System 

With  the  INVESTMENT  EVALUATOR,  your  home  computer  and  a 
telephone  modem,  you  have  a  personalized  system  for  managing  your  port- 
folio. A  system  that  automatically  updates  and  tracks  only  those  stocks  you 
want  to  follow— allowing  you  to  evaluate  your  position  at  a  glance. 

Easy  Access  to  News /Retrieval 

This  software  automatically  dials  and  connects  you  with  Dow  Jones 
News/Retrievalf  the  world's  leading  supplier  of  computerized  information 
on  demand.  It  allows  you  and  your  family  access  to  current  quotes,  finan- 
cial and  business  news,  general  news,  movie  reviews,  sports,  weather  and 
even  the  Academic  American  Encyclopedia. 

The  Right  Amount  of  Software  for  the  Job 

The  INVESTMENT  EVALUATOR  gives  you  the  capabilities  you  need 
without  making  you  pay  for  a  lot  of  complex  functions  you  may  never  use. 
Menu  screens  lead  you  to  what  you  want  with  one-touch  commands.  The 
program  is  completely  reliable,  comes  with  an  easy-to-follow  manual 
and  is  fully  supported  by  the  Dow  Jones  Customer  Service  hotline. 

From  Dow  Jones,  Publishers  of 
The  Wall  Street  Journal 

Dow  Jones  has  been  serving  the  business  and 
financial  communities  for  100  years.  Now 
Dow  Jones  Software™  serves  you  at  home. 


For  a  free  brochure  call: 
1-800-345-8500  ext.  262 

(Alaska.  Hawaii  and  foreign  call  ,  J15-7S9.700R  ext.  262) 


DowJqnbs  Software 


Dow  Jones  Investment  Evaluator 

...Bank on  it. 


Available  for  IBM  PC  and 
TI  Professional.  Compatibility 
with  Apple,  Atari,  and 
Commodore  to  follow. 


Copyright  ©  Dow  Jones  &  Co.,  Inc,  1983.  All  Rights  reserved. 


garet  Thatcher  has  recently  slashed 
this  year's  NHS  hospital  budget  by 
$220  million,  called  for  "greater  effi- 
ciency" and  urged  increased  coopera- 
tion between  the  NHS  and  private 
hospitals.  Her  pleas  are  not  far  from 
the  U.S.  government's  calls  for  hospi- 
tal cost  containment. 

The  market  for  private  health  has 
completely  changed  since  AMI 
bought  its  first  clinic  on  London's 
Harley  Street  in  1970  and  Humana 
purchased  the  Wellington  Hospital  in 
1976.  Until  the  late  1970s  more  than 
80%  of  the  patients  in  these  hospitals 
came  from  outside  Britain,  mostly  the 
Middle  East.  Now  more  than  50%  of 
the  patients  are  British,  says  Humana 
Executive  Director  Bruce  MacLeod. 

AMI  and  HCA  now  aim  to  attract 
patients  and  doctors  in  small  towns 


"The  National  Health  Ser- 
vice is  deteriorating,"  says 
Dr.  Arthur  Levin.  The  elder- 
ly wait  Jive  years  for  hip  re- 
placement, yet  costs  soar. 
Predicts  Art  Ouellette  of 
HCA:  "Unless  we  can  con- 
tain costs,  the  private 
health  industry  will  price  it- 
self out  of  the  market." 


and  cities  outside  London.  Since  1979 
AMI  has  opened  six  big  hospitals — 
complete  with  advanced  equipment 
for  brain  and  cardiac  surgery  and  in- 
cluding one  of  Britain's  few  whole- 
body  scanners.  It  has  also  begun 
building  a  fifth  new  hospital  in  Glas- 
gow, Scotland.  HCA  has  started  a  $10 
million  community  hospital  in  the 
coastal  town  of  Southampton  in 
south  England  and  has  bought  five 
small,  30-bed  hospitals  where  pa- 
tients go  for  minor  operations. 

Pricing,  says  Ouellette,  is  crucial  to 
the  success  of  these  community  ven- 
tures. While  London  hospitals, 
squeezed  by  high  costs,  can  simply 
charge  more  and  expect  wealthy  pa- 
tients to  pay,  patients  in  the  country 
towns  will  not  "top  off"  their  insur- 
ance policies,  he  says.  Unlike  the 
U.S.,  he  says,  the  insurance  associ- 
ations and  private  hospitals  in  Britain 
haven't  found  a  mechanism  for  deter- 
mining fair  insurance  rates  based  on 
real  hospital  costs.  The  insurers  also 
haven't  developed  a  variety  of  policies 
to  lure  customers  into  private  health 
and  to  sustain  the  earlier  growth. 
Ouellette's  warning  sounds  familiar: 
"Unless  we  can  contain  costs  and  pro- 
vide a  service  that  is  affordable,  the 
private  health  industry  will  price  it- 
self out  of  the  market."  ■ 
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YOU  DON T  LIVE  IN  ONE  ROOM  AT  HOME. 
WHY  LIVE  IN  ONE  ROOM  AWAY  FROM  HOME? 


Staying  in  one  room  is  no  way  to  live.  Or  travel.  Stay  at 
Guest  Quarters,  where  there  are  suites,  and  nothing  but 
spacious,  comfortable  suites,  exclusively.  That's  living. 
Instead  of  a  bed-surrounded-by-four- walls,  you  get  a  bedroom, 
living  room,  dining  area,  full  kitchen,  all  for  the  same  price  as  a 
single  room  at  other  fine  hotels.  m  ™ 

Plus,  you  get  Guest  Quarters'  answer  to  room  ^LllllLilll 
service:  Suite  Service.  We  can  serve 
you  a  gourmet  dinner,  cater  your  party 


or  meeting,  right  in  your  suite. 
We  can  even  prestock  your  pantry, 
bar,  or  refrigerator. 

Stay  at  Guest  Quarters.  And  find  out 
for  yourself  why  so  many  people  who 
have  never  stayed  at  Guest 
Quarters  before,  will  never 
stay  anyplace 
else  again. 


THE  ALL  SUITE  HOTELS 


\W  W  x 


Call  toll  free 


800  424-2900 

In  Washington,  DC.  call  861-6610 
or  call  your  travel  consultant 


WASHINGTON,  DC        HOUSTON,  TX     ATLANTA,  GA 


801  New  Hampshire  Ave.  N  W. 
2500  Pennsylvania  Ave  NW. 


5353  Westhelmer  Rd 
2929  Post  Oak  Blvd. 


1 1 1  Perimeter  Center  West 
7000  Roswell  Rd. 


ALEXANDRIA,  VA 

100  S  Reynolds  St. 


GREENSBORO,  NC 

5929  W  Friendly  Ave 


TAMPA,  FL    CHARLOTrE,  NC 

1984  1984 


Why  the  Mercedes-Benz  300 D 
outperforms  every  other  turbodiesel 
the  automobile  world  has  devised. 


Pistons  cooled  by  oil. .  .a  lightning-quick  automatic  shift. .  .demon  roadholding 
and  a  supple  ride.  At  $31,000,*  the  300  D  is  one  technical  feat  after  another-a  turbodiesel  apart. 
Moral:  Mercedes-Benz  automobiles  really  are  engineered  like  no  other  car  in  the  world. 


The  Mercedes-Benz  research 
car  is  a  sleek  silver  blur  as  it 
laps  the  test  circuit  at  195  miles  an 
hour-hour  after  hour  after  hour. 

Propelling  it  is  an  engine  like 
none  before:  a  three-liter,  five- 
cylinder  turbodiesel  engine,  the 
blades  of  its  turbocharger's  com- 
pressor wheel  whirling  at  1500 
revolutions  per  second,  the  crowns 
of  its  pistons  rhythmically  bathed 
in  synchronized  bursts  of  oil.  It  is 
the  most  amazing  diesel  engine 
on  wheels. 

And  it  is  virtually  identical  in 
design  to  the  engine  that  powers 
the  Mercedes-Benz  300  D  Turbo- 
diesel Sedan. 

Unsurprisingly,  perhaps, 
there  is  no  more  powerful  auto- 
motive diesel  or  turbodiesel 
engine  offered  today.  At  last,  the 
kind  of  power  and  perform- 
ance that  has  been  exhilarating 
drivers  since  the  dawn  of  the 
automotive  age-engineered  into 
a  diesel. 

The  thinking  man's  kind 
of  performance 

Meanwhile,  the  300  D's  bra- 
vura performance  is  unlikely  to 
exact  typical  performance-car 
running  costs.  As  a  diesel,  it 
could  push  your  fuel  costs  per 
5,000  miles  well  under  $200, 
based  on  average  current  $1.20 
per  gallon  diesel  fuel  prices  and  a 
33  mpg  highway  mileage 
figure.  (City  mpg [27] EPA.)** 

And  as  a  Mercedes-Benz,  it 
shares  a  name  so  coveted  by 
American  buyers  that  after  the 
first  three  years,  the  300  D  has 
been  shown  to  retain  85  percent 
of  its  original  value. 

At  $31,000,  the  300  D  is  more 
than  a  performance  sedan. 


It  is  the  thinking  man's  perform- 
ance sedan. 

Hurtling  through  the  labyrinth 

Exhilarating  as  it  may  be,  the 
300  D's  performance  is  primarily 
meant  to  help  you  cope  with 
modern  driving  life. 

Example:  Behind  the  factory 
walls,  a  Mercedes-Benz  test 
driver  hurtles  a  300  D  at  frightful 
speed  through  a  labyrinth  of 
zigzag  pylon  curves.  Frolic  is  not 
on  his  mind.  He  is  demonstrat- 
ing that  the  suspension  system  of 
the  3,585-lb.  sedan  is  tight  and 
firm  enough  to  handle  the  sud- 
den, heart-in-the-mouth  evasive 
moves  that  every  driver  sooner 
or  later  confronts. 

It  is  for  this  same  reason  that 
the  power-assisted  steering  sys- 
tem exhibits  a  near  obsession 
with  exactitude.  It  is  quick, 
clean,  crisp;  no  power-steering 
sluggishness. 

Brakes  are  not  discs  in  front 
and  drums  at  the  rear  but  discs, 
discs,  discs,  discs. 

The  300  D's  automatic  trans- 
mission is  a  four-speed,  torque 
converter  unit  capable  of  making 
shifts  a  millisecond  faster  and 
more  efficiently  than  the  canniest 
human  hand.  But  it  is  so  nicely 
placed-down  by  your  right  side, 
a  flick  of  the  wrist  away-and  so 
precise  in  action,  that  you  may 
find  manual  shifting  irresistible. 

Well-groomed  ride 

You  will  not  find  yourself  grit- 
ting your  teeth  over  every  bump 
in  the  road.  A  beautifully  control- 
led and  supple  ride  is  one  benefit 
of  the  300  D's  fully  independent 
suspension  system,  augmented 
by  ultrasensitive  dual-chambered 


oil/gas  shock  absorbers,  and 
with  front  and  rear  anti-sway 
bars  integrated  into  its  design. 

The  300  D's  cabin  affords  al- 
most 100  cubic  feet  of  interior  vol- 
ume within  a  wheelbase  of  well 
under  10  feet.  Five  adults  can 
enter  unafraid  of  cramps  or 
claustrophobia. 

One  of  its  more  elaborately  en- 
gineered elements  is  the  seats. 
The  driver's  seat,  for  example,  is 
a  58-lb.  biomechanical  support 
system,  built  on  a  foundation  of 
steel  coil  springs  under  a  sand- 
wich of  five  padded  layers. 

You  may  not  opt  to  buy  a  sin- 
gle extra-cost  option,  for  the  best 
of  reasons:  you  may  not  need  to. 
From  automatic  climate  control  to 
electronic  cruise  control,  from  a 
central  vacuum  locking  system  to 
a  four-speaker  cabin  stereo  sys- 
tem, from  electric  window  lifts 
and  heated  rear  window  and 
almost  ad  infinitum-useful 
conveniences  are  everywhere. 
And  everywhere  standard. 

Mercedes-Benz  was  patenting 
major  safety  ideas  in  1951.  The 
300  D  reflects  this  uncommon 
concern,  and  the  decades  of 
safety  research  and  development 
it  has  spurred.  It  incorporates 
120  safety  features  as  standard 
equipment. 

*Suggested  retail  price  p.o.e.  New  York. 
West  Coast  prices  slightly  higher. 
**EPA  estimate  for  comparison  purposes.  The 
mileage  you  get  may  vary  with  trip  length, 
speed  and  weather. 

©  1983  Mercedes-Benz  N.A.,  Inc.,  Montvale.  N.J. 


Engineered  like  no  other 
car  in  the  world 


or  years  Land  O'Lakes  was  a  well-run 
cooperative.  Then  it  caught  expansion-itis. 


Dreams  of 
glory 


By  James  Cook 


Unlike  Kraft,  Borden  or  most  of  the 
other  well-known  names  in  the 
branded  foods  business,  Minneapolis' 
Land  O'Lakes,  Inc.  is  no  capitalist 
tool.  It's  a  farm  cooperative,  with 
350,000  members  and  $792  million  in 
assets,  but  it's  a  cooperative  that  must 


compete  in  a  capitalist  world  with 
capitalist  companies.  Which  means  it 
must  be  efficient.  "People  don't  un- 
derstand about  cooperatives,"  says 
Land  O'Lakes  President  Ralph  Hof- 
stad,  a  sinewy  man  with  steel-gray 
hair.  "Cooperatives  have  had  some 
strong  entrepreneurs,  and  they're  very 
competitive." 


\v  >   *  *  * 


Ralph  Hofstad  and  the  newest  Land  O'Lakes  national  product 
Under  its  quality  label,  a  string  of  IS  to  18  new  foods. 


Certainly  ever  since  Hofstad,  now 
59,  took  over  as  chief  executive  in 
1974,  Land  O'Lakes  has  been  display- 
ing its  ambitions.  In  the  past  decade 
its  sales  have  gone  from  $935  million 
to  $3.8  billion,  so  that  it  now  probably 
ranks  third  or  fourth  among  U.S.  farm 
cooperatives,  with  Sunkist  and  Ocean 
Spray  Cranberries  among  its  smaller 
coreligionists.  Its  profits,  however, 
are  another  matter.  After  climbing 
from  $15  million  in  1973  to  $49  mil- 
lion in  1980,  they  plunged  last  year  to 
$19  million  in  the  red. 

What  went  wrong?  The  same  thing 
that  went  wrong  with  much  of  Ameri- 
can industry:  too  much  expansion  too 
fast,  and  too  much  debt.  Where  Land 
O'Lakes  expanded  in  areas  it  was  fa- 
miliar with,  it  did  well.  In  things  like 
meatpacking  and  oil  refining,  howev- 
er, it  lost  its  shirt. 

Land  O'Lakes  started  out  62  years 
ago  as  a  dairy  cooperative  and  com- 
mitted itself  to  adding  value  to  the 
dairy  products  produced  by  its  mem- 
bers. Its  most  familiar  product — the 
justly  renowned  Land  O'Lakes  but- 
ter— has  remained  the  U.S.  premium 
brand  for  a  half-century  and  continues 
to  gain  ground,  though  butter  con- 
sumption itself  has  declined  because 
of  price,  health  worries  and  margarine 
competition. 

Ralph  Hofstad  isn't  a  dairy  farmer, 
however,  and  never  was,  and  it's  no 
accident  that  Land  O'Lakes  has  diver- 
sified widely  under  his  leadership. 
He's  a  Northwestern  University  eco- 
nomics graduate,  and  he  came  to  Land 
O'Lakes  as  president  of  Felco — a  feed, 
seed,  petroleum,  fertilizer  and  soy- 
bean processing  cooperative — which 
Land  O'Lakes  merged  with  in  1970. 
When  the  Land  O'Lakes  board  picked 
Hofstad  for  the  presidency  in  1974,  he 
accepted  with  the  understanding  that 
Land  O'Lakes  was  going  to  go  beyond 
dairy  goods.  That  meant  not  only  but- 
ter, cheese  and  other  milk  products 
but  also  turkey  and  ultimately  pork 
and  beef. 

The  Felco  merger  had  already  put 
Land  O'Lakes  into  farm  supplies  and 
marketing,  with  the  result  that  food 
products  are  now  only  a  third  of  sales 
these  days.  Another  third  comes  from 
the  agricultural  services  division,  and 
the  rest  from  the  commodity  division, 
which  markets  farm  commodities 
and  sometimes  processes  them  into 
raw  products  like  soy  oil  and  meal. 

And  thereby  hangs  the  story  both  of 
Land  O'Lakes'  growth  and  its  subse- 
quent fall  from  grace.  Like  many  oth- 
er cooperatives,  Land  O'Lakes  began 
to  spread  out  in  the  early  Seventies 
because  greater  size  afforded  econo- 
mies of  scale  and  because  you  needed 
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SHARP 
NUMBER  1  IN 

SMALLCOPIERS 
INTRODUCES 

OUR  SMALLEST 
COPIER  EVER. 


According  to  a  leading  industry  survey,  Sharp  has  sold 
more  small  copiers  than  any  other  company  for  the  last  two 
years.  Perhaps  it's  the  way  we  make  copiers  small.  Unlike 
so  many  companies,  we  don't  do  it  by  cutting  corners  or 
cutting  out  features. 

And  the  new  SF-755  is  no  exception. 

It  weighs  under  62  lbs.  It  takes  up  less  space  than  most 
typewriters.  Yet,  it  gives  you  big-machine-quality  copies  on 
almost  any  paper  up  to  10  x  14.  It  can  even  copy  on  your 
own  company  letterhead.  And  the  SF-755  comes  with  a 
power-saver  key  to  save  you  money.  It  has  self-diagnostics 
so  advanced  that  it  not  only  tells  you  when  it  needs  atten- 
tion, but  exactly  where. 

In  fact,  there's  only  one  area  that  we  can  think  of  where 
the  SF-755  might  fall  below  your  estimations.  And  that, 
fortunately,  is  the  the  cost  of  owning  one. 

So  if  you're  looking  for  a  small  copier  that's  not  a  corn- 


Sharp  SF-755. 


promise,  look  into  the  Sharp  SF-755.  It's  designed  for  those 
who  don't  have  a  lot  of  room,  but  still  need  a  lot  of  copier. 

For  more  information,  call  toll-free  800-447-4700.  Or 
just  mail  in  the  coupon. 


r 


Sharp  Electronics  Corp.,  P.O.  Box  204, 
Wayne,  NJ  07470 

□  Please  send  me  more  information 
about  Sharp's  new  SF-755. 

□  Please  set  up  a  demonstration. 

Name  

Tide  

Company  

Street  

City  State  _ 

Phone ^ 


_Zip_ 


(Area  Code)  GS-OOS-63055 

Dept.  C-CPD-F-9-12-3 

Sharp  Electronics  Corp.,  Paramus,  NJ  07652 


FROM  SrlARP  MINDS 
COME  SHARP  PRODUCTS 


to  be  big  to  compete  with  giants  like 
Kraft  and  Borden,  Cargill  and  Archcr- 
Daniels-Midland.  Hofstad's  most  ad- 
venturous acquisition  was  his  first: 
Spencer  Foods,  then  the  U.S.'  seven- 
teenth-largest meatpackcr,  which  he 
acquired  for  about  $14  million  in  cash 
in  1978.  But,  as  Hofstad  explains,  a 
number  of  Land  O'Lakes'  mergers 
were  not  quite  at  arm's  length.  Many 
of  the  company's  farmer-owners  are 
members  of  several  different  coops,  so 
that  when  two  other  coops,  Midland 
Cooperatives  and  Dawson  Mills,  got 
into  trouble,  Land  O'Lakes'  members 
were  happy  to  help  them  pull  their 
chestnuts  from  the  fire. 

This  chestnut-pulling  helped  ac- 
count for  Land  O'Lakes'  sudden 
plunge  into  unprovability.  Dawson's 
plant-closing  costs  clipped  $11  mil- 
lion from  earnings  in  1981,  and  last 
year  Land  O'Lakes  took  a  bath  in  both 
fertilizer  and  beef.  Hence,  1981's  un- 
derpar  $13  million  profit  and  1982's 
$19  million  loss. 

But  things  are  better  now,  chiefly 
because  Hofstad  is  making  progress  in 
solving  many  of  the  problems  he  rash- 
ly took  on.  To  compete  in  soybeans 
with  the  likes  of  Cargill  and  ADM, 
Land  O'Lakes  joined  with  the  Farm- 
land Industries  and  Boone  Valley 
coops  in  forming  a  new  processing 
coop  of  their  own,  with  seven  plants, 
$165  million  in  assets  and  prospective 
sales  in  excess  of  $1  billion.  The  re- 
sulting economies  should  add  5  cents 
a  bushel  to  the  profit  of  10  cents  to  15 
cents  a  bushel  the  farmers  normally 
make.  "That's  gravy  street,"  Hofstad 
says,  "because  a  lot  of  volume  goes 
through  those  plants." 

On  the  farm  supply  side,  the  econo- 
mies resulting  from  putting  Mid- 
land's and  Land  O'Lakes'  supply  busi- 
nesses together  saved  $4  million  last 
year,  and  will  save  a  prospective  $5 
million  to  $7  million  this  year,  with 
perhaps  as  much  as  $10  million  next. 

Spencer  Beef  was  another  matter.  In 
June  Hofstad  agreed  to  sell  Spencer  to 
Cargill's  Excel  subsidiary  (formerly 
called  MBPXL)  at  what  he  calls  a  "sig- 
nificant capital  gain."  The  result  is 
that  Land  O'Lakes'  sales  will  drop  by 
$1  billion  or  so  this  year,  but  its  earn- 
ings should  swing  $10  million  to  $15 
million  into  the  black 

Meanwhile,  the  food  division  is 
growing  but  runni  o  sizable  ex- 
pansion costs.  Hofst  m  red  a  mar- 
keting man  from  Proc  mble, 
set  up  a  national  distn  I  vork 
and  began  to  expand  tin.  s  'Lakes 

family  of  products  for  b<  i3  and 

food  service  markets.  He  h  pig- 
gyback the  new  product  ind 
O'Lakes'  quality  image. 


In  rapid  succession,  Land  O'Lakes 
introduced  a  number  of  new  products. 
It  came  out  of  the  closet  and  really 
began  to  promote  its  margarine  for  the 
first  time,  and  then  went  one  better 
with  a  pioneering  60%  corn  oil  and 
40%  butter  combination  under  the 


The  myth  and  the  facts 

The  farmer  figured  he  was  be- 
ing shortchanged  and  the  co- 
operative movement  was  an  ef- 
fort to  alter  that.  As  Land 
O'Lakes  boss  Ralph  Hofstad 
puts  it:  "They  didn't  feel  they 
were  getting  fair  weight,  fair 
prices,  fair  anything." 

In  the  end,  the  coops  discov- 
ered they  had  to  price  and  buy 
and  sell  just  like  everybody  else, 
but  there  is  no  question  the  idea 
caught  on.  Marketing  coops  like 
Sunkist  and  Ocean  Spray  Cran- 
berries and  supply  coops  like 
Agway  emerged  as  major  forces 
in  the  U.S.  economy.  These 
days  cooperatives  market  30% 
of  all  U.S.  agricultural  commod- 
ities: 41%  of  all  raisins,  70%  of 
all  milk,  92%  of  all  cranberries. 

The  big  national  coops  like 
Sunkist,  Land  O'Lakes  and 
Ocean  Spray  Cranberries  are 
owned  by  individual  farmers 
and  by  local  farm  coops,  and  the 
farmer  shares  in  the  profits,  if 
there  are  any,  according  to  how 
much  he  buys  from  the  coop  or 
how  much  he  sells  through  it. 
The  coops  are  required  by  law  to 
distribute  all  of  these  earnings 
to  their  members,  who  in  turn 
pay  the  requisite  income  taxes, 
and  they're  required  to  distrib- 
ute at  least  20%  of  those  earn- 
ings in  cash.  The  rest  can  be 
made  up  of  shares  of  stock  of 
equivalent  value.  But  distribut- 
ed or  not,  the  profits  are  the  key. 

Without  them,  how  do  you 
expand,  how  do  you  modernize, 
how  do  you  keep  up?  That's  why 
Land  O'Lakes  assigns  part  of  its 
earnings  to  surplus.  Hofstad  ex- 
plains: "As  we  become  more  so- 
phisticated in  more  of  these 
businesses,  we've  got  a  lot  of 
risk.  And  we've  got  to  build  re- 
serves for  those  risks." 

In  short,  profits  aren't  a  ripoff 
of  the  consumer,  the  farmer  and 
the  worker,  as  the  original  co- 
operative people  believed.  With- 
out a  surplus,  in  fact,  no  organi- 
zation can  thrive. — J.C. 


name  of  Country  Morning  Blend.  Al- 
together, Hofstad  has  introduced  15 
to  18  new  products  in  the  past  several 
years,  including  such  successes  as  4- 
Quart  Deli  Cheese,  corn  oil  marga- 
rine, frozen  turkey  breasts,  patties 
and  thighs,  among  others. 

"Land  O'Lakes  is  the  gold  standard 
in  dairy  products,"  say  Richard  Fogg, 
who  brings  Amfac  marketing  experi- 
ence to  the  Land  O'Lakes  food  divi- 
sion he  now  heads,  "and  women  play 
that  back  to  us." 

Under  Fogg,  Land  O'Lakes  is  going 
national  with  two  major  new  prod- 
ucts, both  of  which  look  like  sure 
winners:  Spoonery  Cheese,  a  spoon- 
able  cooking  cheese  that  can  be  spread 
like  butter;  and  Pour-A-Quiche,  a  fro- 
zen quiche  mixture  that  a  quiche 
lover  can  thaw,  pour  into  a  pie  shell 
and  bake.  "It's  an  ideal  product,"  Fogg 
says.  "It  uses  members'  cheese,  milk, 
cream,  the  whole  thing." 

Where  Land  O'Lakes  can't  see  its 
way  clear  to  developing  new  products 
on  its  own,  Hofstad  is  prepared  to 
joint-venture  with  others.  It  did  this 
last  year  with  Imark  Industries,  a  Chi- 
cago holding  company,  in  forming  Lea 
Foods  to  distribute  Schweigert  sau- 
sage and  lunch  meats  and  Land 
O'Lakes  turkey  products,  from  a  joint 
manufacturing  plant.  Hofstad  would 
clearly  not  be  averse  to  more  such 
ventures,  even  joining  forces  with 
some  of  his  giant  competitors:  He  re- 
calls that  it  was  Kraft  that  originally 
positioned  Pillsbury's  refrigerator 
products  in  the  stores. 

"In  retrospect,"  says  Hofstad,  "it's 
easy  to  say  we  moved  too  fast  and 
took  on  too  much." 

He  can  say  that  again.  In  expanding, 
Land  O'Lakes  took  on  $91  million  in 
additional  debt,  and  in  so  doing  bal- 
looned its  own  long-term  debt  ratio 
from  a  relatively  conservative  55%  to 
87%.  And  though  Hofstad  has  since 
cut  Land  O'Lakes'  debt  ratio  to  65%, 
he  won't  feel  comfortable  until  he 
gets  back  to  50%.  And  with  reason. 
Standard  &  Poor's  last  month  down- 
graded Land  O'Lakes'  senior  debt  and 
its  commercial  paper. 

What  worried  S&P's  as  much  as 
anything  was  Energy  Cooperative, 
Inc.,  an  oil  refinery  Land  O'Lakes 
bought  with  six  other  cooperatives  in 
1976.  Deregulation  bankrupted  ECI  in 
1981,  and  Land  O'Lakes  wrote  off  its 
$10  million  investment,  but  ECI's 
creditors  are  suing  for  hundreds  of 
millions,  and  Land  O'Lakes  and  its 
coventurers  could  conceivably  be 
held  liable. 

Expansion-itis  is  a  painful  disease, 
and  the  symptoms  are  extremely  long 
lasting.  ■ 
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OME  OF  TODAY'S  MOST  IMPORTANT 
1EDICAL  BREAKTHROUGHS  ARE  BEING  MADE 
BY  AN  INSURANCE  COMPANY.      —  ■  . 


Medical  science  has  dazzled  us  for  years 
with  technological  breakthroughs.  But  today  we 
have  a  medical  crisis  science  can't  solve. 

A  crisis  of  money.  In  fact,  if  we  don't  begin 
to  control  the  rampantly  rising  costs  of  medical 
care,  businesses  may  soon  not  be  able  to  afford 
medical  benefits  for  their  employees.  That's 
why,  at  Connecticut  General,  we've  taken  the 
lead  and  developed  programs  to  contain  your 
benefit  plan  costs  as  well  as  encourage  corpo- 
rate initiatives  to  bring  down  health  care  costs 
in  your  local  communities. 

We've  created  MediCormT1  An  extraordinary 


on-line  system  that  not  only  settles  claims  accu- 
rately and  efficiently,  but  also  reports  medically 
significant  data  so  that  you  can  see  exactly  how 
and  where  your  dollars  are  being  spent. 

Then  once  you  know  where  the  money  goes, 
our  REMEDI !  program  recommends  needed 
plan  design  changes  and  teaches  your  employ- 
ees how  to  use  their  benefits  much  more  effi- 
ciently. In  many  cases,  millions  of  dollars  more 
efficiently. 

In  addition,  we  strongly  support  business 
coalitions  on  health  care.  Around  the  country, 
these  coalitions  are  being  formed  by  the  busi- 


nesspeople  who  foot  the  bill  for  employee  bene- 
fits. And  working  side  by  side  with  us  gives 
them  the  influence  in  the  community  that  will 
go  a  long  way  toward  holding  down  costs. 

These  programs  aren't  theories  we  hope 
will  work.  They  are  real  breakthroughs  in  the 
way  the  medical  care  system  is  used. 

So  if  you  want  to  rethink  your  medical  plan, 
call  your  broker,  a  Connecticut  General  rep- 
resentative, or  write  us  c/o  Dept.  B-247, 
Hartford,  CT  06152. 

We've  found  a  way  to  make  sure  your  medi- 
cal plan  can  lead  a  long  and  healthy  life. 


WE'LL  PUT  YOU  ON  THE  ROAD  TO  RECOVERY. 


Connecticut  General  Life  Insurance  Company 

a  CIGNA  company 


CIGNA 


-shooting  a  commercial 
with  the  1980  Americas  Cup 
efenders,  we  saw  for  ourselves 
that  winning  takes  skill, 
dedication,  and  teamwork. 
We  like  to  think  that 
describes  us  as  well. 


describes  us  as  well. 

*  FREEDOM  —  H 

On  land  and  sea, 
when  EJE  Hutton  ta!ks,people  listen 


Western  Electrics  earnings  may  be  dra- 
matically lower  its  first  year  after  the  break- 
up of  AT&T.  Here's  why. 


Is  it  a  wrong 
number? 


By  Laura  Saunders 


Says  Comptroller  Kenneth  Eas- 
ier: "Western  Electric  is  prob- 
ably switching  to  LIFO  for  at 
least  a  part,  and  maybe  all,  of  its  in- 
ventories." Does  that  matter?  You  bet 
it  does.  The  probable  switch  involves 
a  jolt  to  AT&T's  future  earnings  that 
could  figure  in  the  hundreds  of  mil- 
lions of  dollars.  The  jolt  could  hurt 
AT&T  in  the  stock  market.  On  the 
positive  side,  the  change  may 
also  bring  major  increases  in 
cash  flow. 

LIFO,  of  course,  stands  for 
last  in,  first  out,  and  is  a  meth- 
od of  accounting  for  inven- 
tories. It  allows  a  firm  to  as- 
sume that  the  most  recent 
goods  manufactured  are  the 
most  recent  ones  sold.  FIFO 
(first  in,  first  out),  by  contrast, 
assumes  that  you  are  selling 
the  oldest  goods  first. 

In  times  of  high  inflation 
the  difference  between  these 
two  methods  can  be  major. 
Let's  say  you  have  two  years' 
worth  of  inventory  in  your 
warehouse.  You  sell  widgets 
today  for  $10.  But  are  you  sell- 
ing the  ones  that  cost  you  $9 
to  make  last  week  or  are  you 
selling  the  ones  you  made  two 
years  ago  that  cost  you  $5  to 
make?  If  you  claim  you  are 
selling  the  more  recently  man- 
ufactured ones,  with  higher  re- 
lated costs  (last  in,  first  out), 
reported  earnings  go  down. 
But  so  do  taxes.  Result:  higher 
cash  flow. 

While  no  one  will  p.  with 
exact  estimates,  Easter 
ing  to  say  that  for  V\ 
Electric    the  change 
bring  in  "tens  of  milliom 


additional  cash  flow  annually.  Prior 
to  the  divestiture,  of  course,  Western 
made  up  only  5%  of  AT&T's  total 
income.  After  the  spinoff  is  complete 
early  next  year,  it  will  probably  make 
up  30%.  As  a  result,  such  a  major 
change  in  Western  is  important  to  the 
company  as  a  whole. 

But  though  Western  Electric  will 
get  this  cash  flow  bonus  for  years  to 
come,  the  first  year  on  the  new  sys- 
tem is  always  painful.  Investors  are 


Workers  assembling  telephones 
Dialing  "L"for  LIFO. 


frequently  thrown  off  by  a  sudden  de- 
cline in  earnings  that  results  from  a 
change  to  LIFO.  This  has  nothing  to 
do  with  a  company's  operations,  but  it 
can  be  alarming  to  shareholders. 

How  big  will  the  earnings  drop  be  at 
Western  Electric?  No  one  at  AT&T  is 
willing  to  discuss  the  matter,  but 
with  inventory  at  its  current  $3  bil- 
lion level  and  an  inflation  rate  of  5%, 
the  figure  could  approach  $150  mil- 
lion pretax,  according  to  calculations 
provided  by  Lawrence  Portnoy,  at 
Price  Waterhouse.  If  inflation  is  high- 
er than  5%  in  1984,  the  first  year 
Western  will  probably  be  on  LIFO, 
then  the  cost  of  the  change  will  go  up 
accordingly. 

For  example,  when  Du  Pont 
switched  to  LIFO  in  1974,  general  in- 
flation was  running  at  11%.  The 
change  reduced  the  company's  pretax 
earnings  by  $360  million,  and  aftertax 
earnings  per  share  fell  from  $1 1.22  to 
$8.20.  The  effect  at  Western  Electric 
could  be  similar.  Analysts  estimate 
its  1984  pretax  earnings  at  $1.3  bil- 
lion. So  the  LIFO  impact  of  Portnoy's 
calculations  could  easily  amount  to  a 
10%  decline. 

Such  considerations  may  have 
helped  keep  Western  Electric  on  FIFO 
in  the  past.  But  something  else  was 
important,  too.  Easter  explains 
that,  as  long  as  AT&T  owned 
its  operating  companies,  there 
were  other  deferred  taxes  the 
firm  could  take  advantage  of 
that  made  the  switch  to  LIFO 
less  imperative.  Now  that  the 
operating  companies  are  being 
spun  off,  changing  inventory 
methods  makes  sense. 

The  change,  however,  puts 
Western  in  conflict  with  many 
of  its  competitors.  Firms  like 
ITT,  Harris  Corp.  and  Rolm 
Corp.  do  not  use  LIFO.  They 
argue  that  it  poses  unneces- 
sary risks  in  the  volatile  elec- 
tronics business — where  the 
cost  of  inventories  is  often  as 
likely  to  go  down  as  up. 

Officials  at  Western  accept 
that  argument  to  a  point:  Eas- 
ter says  that  the  company 
may  keep  those  product  lines 
most  likely  to  suffer  inven- 
tory price  declines  on  FIFO. 
That  may  be,  but  because  of 
Western's  use  of  LIFO  else- 
where, its  margins  will  prob- 
ably appear  slimmer  than 
those  of  other  firms. 

Will  shareholders  under- 
stand what  is  going  on?  Much 
depends  on  how  well  the  com- 
pany prepares  them  for  the 
change.  ■ 
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Turn  your  bank 

into  an  international  network 

at  the  speed  of  light. 


Look  to  Bank  of  America-for  the  fast-response,  90-nation  banking 
network  that  extends  your  bank's  services  around  the  world. 

As  one  of  the  leading  participants  in  international  dollar  trans- 
actions in  New  York,  we  provide  you  with  dependable,  high-speed 
cash  clearings. 

Using  SWIFT,  the  public  wire  services  and  our  own  satellite 
communications,  we  move  funds  rapidly  throughout  the  world. 
Plus,  we  can  clear  all  your  worldwide  accounts  through  a  single 
dollar-account  in  New  York  or  California. 

Through  our  international  network,  we  offer  you  global  services 
in  trade  finance  and  foreign  exchange. 

And  with  our  investment  advisors,  project  finance  advisors, 
market-making  capabilities  and  aggressively-priced  Fed  funds  and 
interbank  deposits,  we  serve  the  financial  needs  of  both  your 
customers  and  your  bank. 

So  look  to  Bank  of  America  for  fast,  efficient  correspondent  banking 
services.  To  get  in  touch  with  one  of  our  specialized  correspondent 
account  officers,  contact  the  Branch  Manager  at  your  nearest  Bank  of 
America  office.  And  extend  your  bank  around  the  world. 

Look  to  the  Leader.™ 


BANKof  AMERICA 


The  all-new 
1984 FordTempo 

Style  and  technology  in  total  harmony. 


Form  follows 
function. 

In  its  creation  of  Tempo, 
Ford  set  out  to  design  a  car 
that  would  prove  that  a  spa- 
cious interior,  comfort  and 
performance  could  be  com- 
patible with  fuel  efficiency. 

Ford  engineers  began 
with  a  sound  design  princi- 
ple: Form  follows  function. 

First  came  completely 
new  functional  ideas. 

And  then  Tempos  pleasing 
form  followed-naturally 

Designed  by 

a  world  leader  in 

aerodynamics. 

Ford  is  an  acknowledged 
world  leader  in  aerody- 
namic design. 

And  Fords  aerodynamic 
expertise  is  well  expressed 
in  the  '84  Tempo. 

Aerodynamic  design  can 
have  a  profound  effect  on 
the  performance  of  any  car. 


No  more  than  six  horse- 
power is  needed  for  Tempo 
to  overcome  air  resistance 
at  50  mph. 

This  results  in  less  fuel 
consumed. 

And  impressive  fuel 
economy  figures  are  not 
the  only  result.  The  airflow 
is  directed  to  reduce  lift  for 
improved  stability  and 
directional  control. 

The  world's  most 
advanced  automotive 
computer. 

If  you've  ever  had  your 
car's  engine  buck  and  stall  on 
a  cold  morning ...  or  choke 
up  on  a  hot  day. .  .or  hddarry 
irregular  power  output  due 
to  weather,  temperature  or 
altitude-you'll  appreciate 


Available  in  2-door  (above)  and  4-door  (at  right) 


the  capabilities  of  Tempos 
new  EEC-IV  computer. 

COMPUTER  FUNCTIONS 

•  Pedal  Position 

•  Fuel  Air  Mixture 

•  Spark  Advance 

•  Intake-Air  Temp. 

•  Engine  Speed 

•  Crankshaft  Position 
Engine  Coolant  Temp. 

•  Amount  of  O ,  in  Exhaust  Gas 

EEC-IV  (Electronic 
Engine  Control)  monitors 
and  controls  engine  opera- 
tion precisely  and  instantly 
under  any  conditions  for 
optimum  power  output  and 
fuel  efficiency 

New  Powertrain. 

Developed  specificallv 
for  Tempo,  the  2300  HSC 
(High  Swirl  Combustion) 
four-cylinder  engine  works 
in  concert  with  the  EEC-IV 
computer. 

This  high-compression 
(9-to-l)  engine  generates  84 
horsepower  at  4400  rpm.+ 
There's  quick  power 
response  to  even  slight 
throttle  pressure. 

Available  with  4-speed, 
5-speed  or  automatic 
transaxles. 

High  mileage? 

Fuel  economy  rates  high 
on  Tempo's  list  of  pluses. 

The  standard  FS. 
(Fuel  Saver)  powertrain 
with  4-speed  manual 
transaxle  is  rated  at 


43  estimated  hwy  and  [28] 
EPA  estimated  mpg* 

Ride  and  handling. 

Tempo's  front-wheel-drive 
design  not  only  delivers 
added  tire-to-road  traction, 
but  provides  precise 

handling  and 


tight  cornering. 

Tempos  new-design  4- 
wheel  independent  suspen- 
sion permits  each  wheel  to 
absorb  road  shocks  inde- 
pendently. This  results  in 
better  handling  and  a 
smooth,  quiet  ride. 

Computer  refined 
interior. 

Computer  technology  and 
designer  ingenuity  have 
joined  forces  to  ensure  the 
best  use  of  Tempo's  interior 


space.  Its  five-seat  configu- 
ration allows  for  a  comfortable 
combination  of  head,  shoulder 
and  legroom.  In  fact,  there  is 
more  rear  passenger  room 
than  a  Mercedes  300D. 


Quality  is  Job  1. 

An  example  of  Ford; 
commitment  to  quality 
the  closeness  and  unifc 
of  the  body  panel  fits. 

You  can  compare 
Tempo's  stringent  stan- 
dards to  those  set  by  an 
European  Sports  Sedar 

What's  under  Tempo' 
glistening  paint? 

Three  more  full  coat 
tough  acrylic  enamel  ai 
two  coats  of  primer. 

That's  almost  10  pour 
of  protection. 

The  final  result:  a  tou 
brilliant  finish  that  is  hij 
resistant  to  weather,  chii 
ping,  cracking  and  pee 

Pick  up  the  Tempo 
of  your  life. 

To  obtain  a  brochure 
with  more  information 
Ford's  all-new  sedan,  se 
vour  Ford  Dealer  or  cal 
1-800-772-2100. 

+Based  on  SAE  standard  J1349. 

*For  comparison  and  applicabk 
only  to  sedans  without  A/C.  Yoi 
mileage  may  differ  depending 
on  speed,  distance  and  weathe 
Actual  highway  mileage  and 
California  ratings  will  probabh 
be  lower. 

Get  it  together-Buckle  u 

Have  you  driven 
a  Ford  ...lately? 


Maybe ,  because  we  didn't  write  it. 

In  fact,  it  was  written  by  some  of  the  most 
respected  business  and  computer  analysts  in 
the  country.  And  some  of  the  most  critical. 

So  when  we  tell  you  that  1-2-3™  from 
Lotus™  is  the  most  powerful  productivity 
software  ever  developed  for  PC's,  you  don't 
have  to  take  our  word  for  it. 


You  can  take  the  word  of  our  critics. 

And  after  you  read  their  comments  about 
the  attributes  of  1-2-3,  we  think  you'll  under- 
stand what's  causing  all  the  excitement. 

If  you'd  like  to  see  what  1-2-3  can  do  for  you 
and  your  business,  just  visit  your  nearest  com- 
puter dealer.  Or  call  us  at  1-800-343-5414 
(In  Mass.  call  617-492-7171). 


Lotus 

a  hardest  working  software  in  the  world. 


1-2-3  and  Lotus  are  trademarks  of  Lotus  Development  Corporation.  All  rights  reserved. 


Here's  a  low-risk,  high-reward,  nearly  fool- 
proof stock  strategy.  It  works  very  nicely  for 
this  Texas  billionaire  family. 


Does  it  work  for 
mere  mortals,  too? 


By  William  Baldwin 


SCARCELY  A  MONTH  GOES  by  With- 
out a  filing  at  the  Securities  & 
Exchange  Commission  by  the 
Bass  brothers  of  Ft.  Worth.  One  or 
several  of  their  holding  companies  has 
taken  a  million-dollar  position  in  this 
or  that  convertible  preferred  stock  and 
sold  short  the  related  common. 

The  Basses  have  to  file  only 
when  they  get  past  5%  of  a  stock 
issue,  so  what  you  see  is  probably 
the  tip  of  their  iceberg.  What  are 
these  cagey,  press-shy  billion- 
aires up  to? 

It's  a  low-risk,  high-reward 
version  of  arbitrage — the  simul- 
taneous buying  and  selling  of 
similar  securities  to  take  advan- 
tage of  price  disparities.  For  a 
professional  trader,  arbitrage  can 
be  quite  profitable.  For  the  Bass 
family — patriarch  Perry,  68,  and 
sons  Sid,  40,  Edward,  38,  Robert, 
35,  and  Lee,  27 — arbitrage  with 
preferred  stocks  has  tax  benefits, 
too.  Naturally,  they  worry  about 
taxes.  Wouldn't  you,  if  you  col- 
lected royalties  from  at  least  73 
oil  producers,  had  undeveloped 
oil  and  gas  leases  in  21  states, 
and  owned  2  carbon-black 
plants,  5  gas-processing  plants, 
herds  of  cattle,  large  stakes  in  5 
public  companies  and  at  least  15 
hotels?  The  convertible  arbitrage 
is  just  a  sideline,  but  it  is  espe- 
cially attractive  to  the  Basses  be- 
cause taxes  on  the  gains  are  minimal. 

Any  investor  would  love  such  a 
strategy.  But  convertible  arbitrage  is 
not  for  small  fry.  If  you  have  only  a 
million  dollars  or  so,  you  can't  play 
this  game.  Congress  and  the  broker- 
age houses  have  excluded  you. 

Since  the  Basses  won't  talk,  let's 
turn  to  fay  Regan,  a  managing  partner 


at  Princeton/Newport  Partners,  a 
New  Jersey  arbitrage  firm.  Asked  to 
explain  convertible  arbitrage,  he 
scrolls  through  his  stock-quote  screen 
until  he  comes  to  AMR  Corp.,  the 
holding  company  for  American  Air- 
lines. AMR  common,  which  pays  no 
dividend,  is  trading  this  particular 
August  day  at  31%.  There  also  is  a 
preferred,  paying  a  $2.13  annual  divi- 


de Bass  brothers  of  Ft.  Worth.  Sid,  Edward,  Robert 
and  Lee  (clockwise  from  top  left) 
The  rich  get  richest. 


dend  and  convertible  into  slightly 
more  than  one  share  of  AMR  com- 
mon. It's  available  for32y«,  only  $1.50 
more  than  the  common. 

"You  buy  the  preferred  and  short 
the  common,"  Regan  says.  "The 
maximum  amount  you  can  lose,  if 
they  stop  paying  the  dividend,  is  the 
$1.50  premium.  If  it  remains  solvent, 


you  make  a  6.5%  return  on  the  pre- 
ferred." At  that  rate  it  would  take  less 
than  a  year  to  earn  back  the  premium. 
The  trader,  meanwhile,  is  protected 
against  price  swings  in  the  market. 
Any  gain  or  loss  on  the  preferred 
would  be  offset  by  a  loss  or  gain  on  the 
shorted  common  stock. 

Despite  several  complications, 
which  can  be  circumvented,  the  AMR 
deal  looks  so  good  that  Regan  later 
takes  a  position.  In  two  weeks  the 
market  has  vindicated  him.  The 
spread  between  the  two  stocks  has 
widened  enough  to  yield  a  $  1 .49  profit 
before  commissions,  a  neat  return. 
On  an  annual  basis,  that's  about 
120%  on  the  cash  investment. 

Executing  such  trades,  of  course,  is 
easier  said  than  done,  and  a  bungled 
execution  would  cost  a  point  or  two 
and  wipe  out  the  profit.  But  the  trad- 
ing gains  are  only  the  beginning. 
There  are  two  further  advantages. 
One  is  that  dividends  are  85%  tax-free 
to  a  corporate  shareholder  like'  Bass 
Brothers  Enterprises.  Since  the  corpo- 
rate tax  rate  is  46%,  tucking  stock 
away  in  a  corporation  brings  the  effec- 
tive rate  on  dividend  income  down  to 
6.9%,  compared  with  50%  for  a  top- 
bracket  individual  who  is  hold- 
ing shares  directly. 

Next,  arbitrage  transactions 
can  transform  short-term  capital 
gains  into  long-term  gains.  Such 
transformations  are  very  desir- 
able, since  long-term  gains  (those 
on  positions  held  over  a  year)  are 
taxed  at  lower  rates.  The  short- 
to-long  magic  is  what  those  com- 
modity straddles  of  a  few  years 
ago  were  all  about.  Convertible 
arbitrage  is  a  straddle,  too,  with 
stock  playing  the  role  that  silver 
once  did.  The  principal  differ- 
ence is  that  the  commodity 
straddle  game  caught  on  with 
small  investors,  and  Congress 
outlawed  it  in  1981.  Stock  strad- 
dles aren't  covered  by  that  law. 

There  are  other  differences, 
having  to  do  with  the  fact  that  a 
short  sale  of  stock  is  treated  as  a 
short-term  transaction,  no  mat- 
ter how  long  the  position  is  held 
open.  If  the  common  and  con- 
vertible go  down,  that  rule 
makes  it  impossible  to  get  any 

  transformation  benefits  out  of 

the  deal.  But  some  of  the  time  the  two 
stocks  will  go  up.  In  that  case  the  rule 
works  to  the  trader's  advantage:  So 
long  as  he  hangs  in  for  more  than  a 
year,  he  winds  up  with  a  long-term 
gain  in  the  convertible  and  a  short- 
term  loss  on  the  common. 

Let's  say  an  arbitrager  with  a  broad 
portfolio  of  convertible  hedges  ends 


FORBES,  SEPTEMBER  12,  1983 


103 


TODAY  IT'S  EASIER  TO  INVEST 
IN  ATWELVE  STORY  BUILDING 
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EQUITEC  83 
REAL  ESTATE  INVESTORS 

Equitec  offers  a  real  estate  limited  partner- 
ship investment  that  can  give  you  benefits  of 
real  estate  ownership  and  help  to  ease  the 
worries  associated  with  high  interest  rates, 
tenant  selection,  and  maintenance. 

Equitec  83  Real  Estate  Investors  is  also 
structured  to  provide  other  benefits,  such  as: 

□  Distributions  from  operating  cash  flow. 

□  Appreciation  in  value  of  properties. 

□  Deductions  in  the  early  years  of  oper- 
ation sufficient  to  shelter  distributions 


from  operating  cash  flow  from  income. 

Capital  raised  for  Equitec  83  Real  Estate 
Investors  is  invested  in  income  producing 
real  estate  (or  unimproved  real  estate  which 
is  being  developed,  or  is  expected  to  be 
developed  within  a  reasonable  time). 

If  these  possible  benefits  fit  your 
investment  objectives,  why  not  explore  the 
advantages  and  opportunities  of  Equitec  83 
Real  Estate  Investors.  If  you  would  like  to 
request  additional  information,  call  Donald 
Mitchum  at  either  of  these  toll  free  numbers. 
800-445-9020(Nationwide)  or  800-445-9052 
(California  only). 


THAN  A  SIX  ROOM  HOUSE 


$75000000 

150,000  Units/ $500  Per  Unit 
Minimum  Investment  6  Units  ($3,000) 
4  Units  ($2,000)  for  I RAs  and  Keogh  plans 
( Requirements  may  vary  in  some  states.) 

This  material  is  neitheran  offertosell  nora  solicitation  of  an  offer  to  buy 
any  of  these  units  The  offer  is  made  by  Prospectus  only 

This  advertising  is  not  an  offering  No  offering  is  made  except  by 
Prospectus  filed  with  the  Attorney  General  of  the  State  of  New  York  and 
the  Attorney  General  of  the  State  of  New  lersey  Neither  the  Attorney 
General  of  the  State  of  New  York  nor  the  Attorney  General  of  the  State  of 
New  lersey.  nor  the  Bureau  of  Securities  of  the  State  of  New  lersey  has 
passed  on  or  endorsed  the  merits  of  the  offering  Any  representation  to 
the  contrary  is  unlawful 


Equitec 
PO.  Box  2470 

Oakland.  C  A  94614  M2 

Name  

Add  ress  

City  

State  Zip  

Telephone]  1  


the  year  with  a  balance  of  $10  million 
in  short-term  losses  and  $10  million 
in  long-term  gains.  Just  about  even?  If 
those  are  his  only  investment  activi- 
ties, he  would  indeed  just  break  even. 
But  we  are  talking  about  Texas  bil- 
lionaires and  big-time  arbitragers, 
who  can  be  expected  to  generate  gains 
elsewhere  in  their  business  that 
would  be  taxable  as  short  term.  In 
that  case,  the  short-term  loss  generat- 
ed by  the  straddles  washes  out  an 
equivalent  of  the  short-term  gain 
made  elsewhere.  What  remains  is  a 
profit  in  the  long-term  column,  and 
that  is  taxed  at  a  low  rate.  Complicat- 


ed, but  it  is  one  of  the  ways  in  which 
the  rich  get  richer. 

And  the  Basses  probably  have  short- 
term  capital  gains  to  shelter.  In  1982 
they  made  an  apparent  $150  million 
on  just  one  stock,  Marathon  Oil, 
which  they  were  preparing  to  acquire. 
This  year  they  made  a  similar  but 
smaller  gain  when  outbid  for  Subur- 
ban Propane. 

Let's  look  at  one  of  the  Bass  broth- 
ers' more  attractive  deals.  In  July  they 
reported  owning  337,060  shares  of 
American  General  convertible  pre- 
ferred, about  $20  million  worth,  with 
a  short  position  in  the  common  equiv- 


Interest  free 


Selling  short  is  risky  business 
because  the  potential  loss  is  un- 
limited if  the  shorted  stock  goes 
up.  If  that  weren't  trouble  enough, 
by  Wall  Street  custom,  most  short- 
sellers  also  get  short-changed. 

It  is  the  virtually  universal  prac- 
tice of  brokerage  firms  to  deny  re- 
tail customers  the  interest  earned 
on  proceeds  of  short  sales.  For  a 
quick  killing  on  Warner  Commu- 
nications or  Texas  Instruments, 
that  rule  won't  hurt  much.  But  to 
someone  hanging  on  to  a  short  po- 
sition for  a  long  time,  or  emulating 
the  arbitrage  plays  of  the  Bass 
brothers,  interest  makes  the  differ- 
ence between  winning  and  losing. 

And  brokers  tend  to  be  rather 
coy  when  a  customer  asks  about 
the  interest.  Rarely  do  they  confess 
that  the  reason  for  the  rule  is  to 
help  pay  overhead  at  the  brokerage 
house.  The  arithmetic  of  these  re- 
actions is  confusing  anyway,  what 
with  federal  margin  rules  involved. 

If,  for  example,  a  speculator 
wants  to  short  1,000  shares  of 
AMR  at  31,  there  will  be  $31,000 
in  sale  proceeds  that  the  broker 
retains  to  buy  back  the  borrowed 
stock  at  a  later  date.  But  there  will 
also  be  a  requirement  that  the  cus- 
tomer put  up  a  certain  amount  of 
additional  collateral,  since  the 
AMR  may  go  skyward.  The  extra 
collateral,  at  least,  causes  no  pain, 
since  it  can  be  in  the  form  of  Trea- 
sury bills  or  other  securities  and 
the  customer  loses  no  interest  or 
dividends  on  them. 

But  what  about  the  sale  pro- 
ceeds? Listen  to  Joseph  Pizzarelli, 
of  Prudential-Bache's  stock-credit 
department,  as  he  tries  to  explain 
what  happens  to  the  money. 
Can  we  put  the  $31,000  into  T 


bills  so  as  not  lose  to  interest? 
Forbes  asks. 

Absolutely  not,  says  Pizzarelli. 
It's  not  part  of  the  "free  credit 
balance." 

Why  not? 

"It's  a  position  that  doesn't  exist 
in  reality.  It's  a  sale  of  a  security 
you  don't  own." 

But  what  happens  to  the 
$31,000? 

"It's  segregated." 

So  Bache  just  keeps  the  interest? 

"The  firm  does  not  use  that 
money." 

Hmm.  Who  does? 

"Nobody  does." 

This  perplexing  line  of  reasoning 
is  not  at  all  atypical.  Other  brokers 
argue  that  it's  illegal  to  pass  along 
the  interest  earned. 

"There's  nothing  illegal  about 
it,"  says  arbitrager  Jay  Regan;  his 
point  is  confirmed  by  an  SEC  attor- 
ney. "They  just  don't  do  it." 

Except  for  pros  like  Regan, 
working  with  millions  of  dollars. 
He  demands  that  80%  of  the  in- 
terest generated  by  short  sales  be 
rebated  to  his  firm.  He  says  he 
often  gets  90%  by  bypassing  the 
broker  and  borrowing  stock  direct- 
ly from  institutions  like  pension 
funds.  The  remaining  10%  of  the 
interest  is  gravy  to  the  stock  lend- 
er, since  the  lender  suffers  no  op- 
portunity cost.  That's  because 
short-sellers  not  only  have  to  re- 
place the  stock  someday  but  also 
have  to  reimburse  the  lender  for 
missed  dividends. 

And  the  Bass  brothers,  who  have 
a  net  worth  in  the  billions  and  have 
their  own  m-house  block-trading 
desk?  Says  Regan:  "You  might  say 
they  are  strong  enough  to  get  a 
rebate."— W.B. 


alcnt  to  752,822  shares.  The  positions 
have  been  carefully  accumulated  over 
at  least  a  year,  but,  for  purposes  of 
simplicity,  consider  how  the  numbers 
would  shape  up  on  the  basis  of  June  30 
stock  prices. 

For  every  $1  million  worth  of  pre- 
ferred, they  would  short  about 
$813,000  worth  of  common.  They 
could  expect  about  $84,000  a  year  in 
dividends  off  the  preferred,  mostly 
tax-free.  They  would  pay  out  $29,000, 
fully  tax-deductible,  in  dividends 
owed  to  the  lender  of  the  common 
stock.  They  would  collect  about 
$73,000,  fully  taxable,  from  interest 
off  the  proceeds  of  the  short  sale.  Net 
aftertax  return:  a  bit  more  than  10%, 
very  good  considering  the  low  risk 
and  the  fact  that  a  financially  strong 
corporation  can  borrow  at  an  aftertax 
cost  of  about  6%.  As  for  capital  gains, 
the  Basses  should  come  out  slightly 
ahead,  no  matter  which  way  the 
stocks  move.  The  sheltering  effect  of 
the  transaction  on  gains  elsewhere 
would  be  icing  on  the  cake. 

The  only  reason  more  arbitragers 
haven't  played  this  hand  is  that  the 
Basses  have  already  soaked  up  a  large 
portion  of  the  American  General 
common  available  for  lending. 

Why  can't  you  do  stock  straddles? 
The  first  reason  is  that  brokerage 
houses  won't  pass  along  the  interest 
they  make  from  the  proceeds  of  short 
sales  by  retail  customers.  That  ]ust 
about  kills  the  economics  of  arbi- 
trage, at  least  on  a  pretax  basis.  The 
Basses  get  the  interest  because  they 
have  clout  (see  box). 

The  other  killjoy  is  the  tax  code. 
That  convertible  preferred  stock  is  at- 
tractive because  its  fat  dividend  is 
85%  tax-free  to  a  corporate  holder. 
But  it  won't  do  to  set  up  just  any 
corporation  to  hold  your  stocks.  Con- 
gress has  enacted  punitive  rules 
aimed  at  "personal  holding  compa- 
nies," defined  as  those  with  over  60% 
of  gross  income  from  passive  sources 
like  dividends  and  interest.  Such 
companies  are,  in  effect,  forced  to  dis- 
tribute profits,  so  the  money  can  be 
taxed  at  the  shareholder  level.  Other 
tax-code  provisions  take  aim  at  oper- 
ating companies  that  "unreasonably" 
accumulate  income  to  protect  it  from 
personal  taxes  on  the  shareholder. 

An  investor  with  a  diversified,  ex- 
panding business  empire — the  Basses 
are  making  huge  realty  investments — 
escapes  this  rule.  But  unless  you  have 
many  irons  in  the  fire,  as  the  Basses 
do,  you  can  probably  forget  the  whole 
tax  advantage.  As  a  great  writer  once 
said:  The  law  in  its  majestic  equality 
forbids  rich  and  poor  alike  to  sleep 
under  bridges.  ■ 
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directly  from  our  data  base.  This 
gives  you  enormous  flexibility 
and  introduces  electronic 
accounting. 

Highly  innovative?  Unques- 
tionably But,  it's  a  logical  exten- 
sion of  Chemical's  pioneer 
services,  ChemLink®and  Data 
Exchange.  And  these  will  con- 
tinue to  set  the  standards  for 
thousands  of  corporations  and 
banks,  all  over  the  world. 

We're  also  leading  the  way 
in  corporate-to-corporate  trade 
payments,  with  expanded  Elec- 
tronic Funds  Transfer  capabilities 
to  link  all  your  funds  movement 
needs  to  our  systems.  Immediate, 
effective,  reliable. 

Innovative  technology  is  only 
as  good  as  the  results  you  get. 
We  keep  you  right  on  the  money. 

ChemicalBaink 

Innovation  is 
being  right 

on  the  money: 


For  more  information,  call: 
KayTShackleton,  VP 
212-309-5639 


CHEMICAL  TAKES  YOU  BEYOND  TRADITION. 


Chemical  on  Bank-to- 
Client  Communications: 

There  are  so  many  claims  in 
Cash  Management,  you  have 
to  question  whether  they  are 
innovationsfortheir  own  sake,  or 
for  yours.  At  Chemical,  we  don't 
call  it  news  unless  we  can  really 
improve  the  way  we  and  our  cus- 
tomers communicate  with  each 
other  That  kind  of  commitment 
is  Chemical's  tradition.  It's  made 
us  the  brains  in  the  business. 

Today,  our  Financial  Services 
Division  offers  corporations  a 
remarkable  cash  management 
system.  DirectLink.SM  Bypassing 
manual  operations  and  terminal 
printouts,  our  DirectLink  service 
lets  your  computers  retrieve 
detailed  balance  and  transac- 
tion information  at  high  speed, 


Computer  genius  Seymour  Cray  is  broad- 
ening his  product  line  but  keeping  his  mar- 
ket niche  nanrow. 


War  games 


By  James  Cook 


John  A.  Rollwagen  likes  to  tell 
this  story  about  computer  ge- 
nius Seymour  R.  Cray: 
"He  used  to  make  sailboats.  He'd 
make  a  new  sailboat  every  year.  He 


built  it  in  his  basement,  designed  it 
and  built  it  for  himself.  He'd  take  it 
out  and  sail  it  all  summer  and  then 
burn  it  in  the  fall.  He  wanted  to  carry 
it  from  the  point  of  conception  all  the 
way  through  a  summer's  worth  of 
sailing.  When  he  got  all  the  ideas  for 


what  to  do  next  year,  he  didn't  want 
the  boat  to  exist  anymore.  He'd  burn 
it  so  it  wouldn't  be  there  to  bother 
him  next  year." 

Having  finished  the  story,  Rollwa- 
gen laughs  uneasily.  "He'd  burn  com- 
puters, too." 

Rollwagen  knows  whereof  he 
speaks.  Capitalizing  on  Cray's  rest- 
less search  for  perfection  is  his  full- 
time  job  these  days.  Cray  split  off 
from  Control  Data  in  1972  to  form  his 
own  company,  Cray  Research.  Then, 
in  1980,  he  handed  the  reins  of  the 
company  to  Cray  President  Rollwa- 
gen, then  just  39.  With  Rollwagen  in- 
stalled as  chief  executive,  the  eccen- 
tric Cray  retreated  to  his  laboratories 
where  he  designs  the  world's  largest 
and  fastest  computers — supercom- 
puters, they're  called.  Now  Cray  func- 
tions as  an  outside  consultant  to  the 
company  he  founded  and  built,  under 
a  contract  that  expires  in  1985. 

Rollwagen  presides  over  a  $141  mil- 
lion company  whose  machines  are  so 
awesome  that  the  producers  of  War- 
Games  wanted  to  star  a  Cray-1  as  the 


John  Rollwagen,  chairman  arid  CEO  of  Cray  Research 

A  new  generation  of  supercomputers — Chevrolets  and  Cadillacs. 
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ideas  that  maKe  money 
are  our  business. 

Where  our  analysts  come  up  with  them 

is  their  business. 


Drexel  Burnham  Iiimbert's  analysts  are 
committed  to  finding  the  best  investment 
ideas— no  matter  where  the  search  tikes 
them. 

As  an  investment  banking  and  securities 
firm,  we  provide  our  analysts  with  basic 
strategic  directions.  But  we  count  on  their 
experience  and  intuition  to  take  them  in 
some  new  directions  of  their  own. 

In  the  process  their  horizons— and  ours 
—are  considerably  expanded.  Sometimes 
literally. 

Some  may  think  this  wide-ranging 
approach  to  investment  research  is  a  bit  far- 
fetched. We  can  only  say  this:  it  works. 

And  it  has  been  working  for  quite  a 
while.  Our  International  Research  Depart- 
ment is  the  oldest  continuous  operation  of 
its  kind  on  Wall  Street. 

If  you  think  your  investment  horizons 
need  expanding,  maybe  you  should  make 
it  your  business  to  give  us  a  call. 

Drexel  Burnham  Lambert 

Your  bottom  line  is  our  top  concern. 


***** 


60  Broad  Street,  New  York.  NY  K)()04  ( 212)  480-6000  Offices  in  principal  financial  centers  miriduHde.  Member  SI  PC.  Copyright.  Drexel  Burnham  Lambert  Incorporated,  I'Jfi.i 


villainous  WOPR  in  their  movie. 
Cray  Research  discreetly  declined, 
but  the  moviemakers  had  Cray's 
number.  The  supercomputers  Cray 
manufactures  are  used  for  simulating 
complex  physical  phenomena  like  the 
detonation  of  a  nuclear  weapon,  to- 
morrow's weather  pattern  or  the 
structure  of  a  petroleum  reservoir. 
You  won't  find  Cray  products  in  your 
friendly  neighborhood  computer 
store.  They  range  in  price  from  $4 
million  to  $14  million. 

That  means,  of  course,  that  Cray 
Research  lives  off  a  fairly  limited  mar- 
ket— maybe  400  customers  world- 
wide, including  governments,  univer- 
sity research  laboratories  and  an  occa- 
sional commercial  enterprise.  Rather 
than  trying  to  be  all  things  to  all  peo- 
ple in  the  computer  business,  Cray 
wisely  decided  to  concentrate  on  a 
market  so  small  and  so  demanding 
that  competitors  could  not  easily 
break  into  it. 

So  Cray  remained  a  maker  of  cus- 
tom supercomputers.  In  the  seven 
years  since  it  got  into  production  it 
has  built  only  60  machines,  15  of 
them  last  year,  with  its  customers 
split  rather  neatly  between  govern- 
ments (50%),  universities  (25%)  and 
businesses.  Two-thirds  of  its  sales 
came  from  abroad,  one-third  from  the 
U.S.  And  the  strategy  paid  off.  Cray 
went  from  a  $1.6  million  loss  in  1976 
on  a  mere  $1  million  in  sales  to  a  $19 
million  profit  last  year  on  $141  mil- 
lion in  sales. 

The  company's  stock  rose  corre- 
spondingly, from  under  2  in  1976  to 
over  50  this  year.  The  multiple:  up- 
wards of  35,  which  says  a  lot  about 
Wall  Street's  assessment  of  Cray's 
prospects. 

While  Cray  labors  in  his  labs  to 
design  yet  another  generation  of  su- 
percomputers, Rollwagen  is  manag- 
ing the  manufacture  and  marketing  of 
the  current  product  line,  two  increas- 
ingly high-powered  computers  that 
extend  its  price  range  from  $4  million 
to  $14  million,  as  noted,  and  its  per- 
formance range  from  20  million  to 
200  million  calculations  per  second. 
"That's  what  makes  our  business  dif- 
ferent from  others,"  Rollwagen  says. 
"You  press  for  five  or  ten  times  the 
performance  in  your  next  machine. 
You  can't  just  settle  for  50%." 

The  original  Cray-1  and  its  subse- 
quent variants  are  no  more.  Last  year 
Cray  introduced  the  Cray  1-M  (for 
Metal  Oxide  Silicon  memory),  a  ma- 
chine with  the  same  capacity  as  the 
old  model  but,  thanks  to  that  MOS 
memory,  half  the  size  and  half  the 
cost.  And  it's  selling  at  half  the  price. 

But  a  lower-priced  1  -M  was  only  the 


first  step.  By  the  time  the  1-M  was 
ready  for  the  market,  Cray  had  already 
produced  another  entirely  new  com- 
puter. This  was  the  X-MP  (for  experi- 
mental, extraordinary  multiproces- 
sor), a  model  priced  at  the  same  $10 
million  to  $14  million  level  the  origi- 
nal Cray-1  had  commanded.  Provid- 
ing two  to  five  times  the  computing 
power  of  its.  predecessor,  the  latest 
machine  widened  the  distance  be- 
tween Cray's  products  and  those  of 
his  original  employer,  Control  Data, 
which  has  begun  to  move  into  Cray's 
market  niche. 

More  important,  however,  the  new 
X-MP  is  a  quite  independent  and 
original  product.  Though  its  software 
is  intentionally  compatible  with  that 
of  the  1-M,  the  X-MP  is,  or  so  Rollwa- 
gen claims,  a  completely  new  con- 


You  won't find  Cray  products 
in  your  computer  store.  They 
range  in  price  from  $4  mil- 
lion to  $14  million.  .  .  .  Rath- 
er than  trying  to  be  all  things 
to  allpeople,  Cray  decided  to 
concentrate  on  a  market  so 
small  and  so  demanding 
that  competitors  could  not 
easily  break  into  it. 


cept,  with  a  different  design,  architec- 
ture and  components,  created  by  a 
team  under  the  direction  of  Cray's 
brilliant  vice  president  for  develop- 
ment, Steve  Chen. 

The  X-MP,  Rollwagen  explains, 
sets  the  pattern  for  Cray  Research's 
future  development.  In  exploding  the 
capacity  of  its  computers,  Cray  is  nar- 
rowing even  further  the  never  very 
broad  market  for  its  most  powerful 
machine.  This  makes  sense  because 
this  tiny  segment  has  great  growth 
potential.  Rollwagen  sees  the  market 
for  the  X-MP  consisting  primarily  of 
Cray's  present  customers,  whose 
computing  needs  have  outgrown  the 
capacity  of  the  Cray-1. 

Which  is  where  the  new  low-cost  1- 
M  comes  in.  By  dropping  the  price 
level — and  so,  in  effect,  the  entry  level 
for  supercomputer  usage — Cray  has 
enlarged  the  prospective  market  for 
the  company's  new  and  more  power- 
ful X-MP  line.  Priced  around  the  level 
of  the  top  of  IBM's  line,  the  1-M  puts 
Cray  machines  for  the  first  time  with- 
in reach  of  the  large  corporate  cus- 
tomer, in  industries  like  oil,  autos, 
chemicals  or  aerospace.  "We're  using 
the  1-M  to  open  up  the  market,"  Roll- 
wagen says,  "to  find  new  name  cus- 
tomers who  have  never  used  a  super- 
computer before.  We're  selling  at 


prices  people  are  used  to  paying  for  a 
computer,  so  the  big  challenge  now 
isn't  cost  but  simply  a  technical  one." 

Cray  has  50  active  prospects  for  its 
supercomputers  at  the  moment — cus- 
tomers who  are  planning  to  buy  in  the 
next  18  to  24  months — and  that's 
more  than  twice  as  many  as  a  year 
ago.  Some  30  to  35  are  interested  in 
the  Ms,  the  rest  in  the  Xs.  And  the  Xs, 
as  Rollwagen  points  out,  are  where 
the  money  is. 

An  interesting  strategy.  Get  the 
customer  interested  in  your  Chevro- 
let and  then  sell  him  a  Cadillac,  the 
Cadillac  being  the  much  higher- 
priced  X-MP  and  the  Cray-2,  which  at 
long  last  is  emerging  from  the  uterine 
recesses  of  Seymour  Cray's  mind. 

The  Cadillac  of  the  company's  line, 
the  Cray-2,  should  finally  be  on  the 
market  sometime  next  year  after  an 
outlay  of  more  than  three  years  and 
$20  million,  with  a  prototype  ready 
this  fall.  Six  to  12  times  more  power- 
ful than  Cray-1,  it  is  capable  of  mak- 
ing 500  million  to  1  billion  calcula- 
tions per  second.  That's  the  one  that 
will  carry  a  price  tag  of  around  $14 
million.  Cray  is  experimenting  with 
using  gallium  arsenide  integrated  cir- 
cuits rather  than  silicon  and  hopes 
eventually  to  cut  prices  as  drastically 
as  it  did  with  the  1-M.  "I  think  we've 
got  a  good  horse  to  ride  into  the  late 
Eighties,"  Rollwagen  says. 

So  after  two  years  of  stagnant  earn- 
ings, Cray  Research  seems  poised  to 
start  moving  once  again.  Analysts  are 
predicting  earnings  of  around  $1.80  a 
share  this  year,  up  from  $1.38  last 
year,  on  a  20%  increase  in  sales,  to 
$170  million.  Next  year  should  be 
better  still. 

Meanwhile,  Cray  is  looking  over  its 
shoulder  at  the  Japanese,  who  make 
no  secret  that  they  regard  Cray  as  a 
"target  of  opportunity."  Hitachi  and 
Fujitsu  both  have  announced  comput- 
ers positioned  between  the  1-M  and 
the  X-MP,  but  they  haven't  installed 
any  yet. 

Cray  and  Rollwagen  could  hardly 
afford  not  to  take  the  Japanese  com- 
petitive threat  seriously,  and  they  do, 
but  they're  not  panicking.  Why?  Be- 
cause Cray's  strength  is  not  in  high- 
volume  manufacturing — where  Japa- 
nese engineering  and  productivity  ex- 
cel— but  in  pure  technology.  In  fact, 
the  company  takes  advantage  of  Japa- 
nese strengths.  "More  than  half  our 
parts  come  from  Japan,"  Rollwagen 
says,  "and  if  we  didn't  have  those 
parts,  we'd  have  a  hell  of  a  time  build- 
ing our  machines." 

No  question  about  it:  Seymour 
Cray  isn't  just  another  scientist;  he's  a 
national  resource.  ■ 


no 


FORBES,  SEPTEMBER  12,  1983 


RAM  MISER,  America's  lowest-priced  full-size  pickupt  Includes  value  features  like  bright  front  bumper  and  wheelcovers,  cigar  lighter  and  dual  horns. 
RAM  350  DYNA-TRAC,  131"  wheelbase,  dual  rear  wheels,  and  10,000  lb.  GVW,  has  a  maximum  available  payload  of  5,690  lbs. 

FLEET  BUYERS!  ONLY  DODGE  OFFERS  A 
DOUBLE-BARRELED  SAVINGS  PROGRAM  PLUS 
AMERICA'S  LOWEST-PRICED  FULL-SIZE  PICKUP. 


$400  ALLOWANCE 
PER  TRUCK  ON  PICKUPS. 

This  fleet  purchase  allow- 
ance applies  whether  a 
qualified  fleet  buyer  orders 
1  or  101  Ram  Tough  pickups. 
NO-CHARGE 
OPTIONAL  PACKAGES. 

As  a  special  incentive  to 
fleet  operators,  Dodge  trucks 
are  offered  with  your  choice 
of  one  of  these  two  no-cost 
extra-equipment  packages: 
Package  A.  Larger  fuel  tank 
(where  optional).  Low-mount 
mirrors.  500-amp  battery. 
Convenience  or  light  package. 
Gauge  package. 


RAM  250,  with  8-ft.  Sweptline  box,  is  built 
Ram  Tough  with  carbon-hardened  steel 
frames  reinforced  with  steel  crossmembers 


Package  B.  Larger  fuel  tank 
(where  optional).  Low-mount 
mirrors.  500-amp  battery. 
AM/FM  stereo  radio  at 
AM  price. 

LOWEST  PRICE... $5989: 
HIGHEST  STANDARD  MPG. 

Dodge  Ram  Miser  is  Amer- 
ica's lowest-priced  full-size 
pickupt  And  that's  equipped . . . 
not  stripped.  As  our  chart 
shows,  it  also  delivers  Amer- 
ica's highest  standard  EPA 
est.  mpg.  for  a  full-size  pickup. 
You  save  when  you  buy  it. 
You  save  when  you  run  it. 

BUILT  RAM  TOUGH  TO  LAST. 

Best  of  all,  you're 
beefing  up  your  fleet 
with  vehicles  designed 
with  durability  in 
mind.  For  example, 
Dodge  full-size  (6Vz  ft. 
box)  Ram  pickups 
fight  rust  with  galvan- 
ized steel  in  critical 
areas— 18%  more  than 
Chevy— 43%  more  than 
Ford.  And  over  92% 


RAM  TOUGH  DODGE  SPECIFICATIONS 

RAM  MISER 

RAM  250 

RAM  350 

Maximum  payload  (opt) 

1465  lbs. 

3510  lbs. 

5690  lbs. 

Maximum  GVW  (opt) 

4800  lbs. 

7500  lbs. 

10,000  lbs. 

Cab  choice 

Conv. 

Conv. 

Conv./Crew 

Box  length 
Max.  width 

Width  between  wheels 
Cubic  capacity 

76.9" 
70" 
51" 
61.1  cu.  ft 

96.9" 
70" 
51" 
76.6  cu.  ft 

96.9796.9" 

70" 

51" 
76.6  cu.  ft 

Transmission  (std.) 

(opt) 

4-spd  manual  O.D. 
Automatic 

4-spd  manual 
Automatic 

Automatic 
4-spd  manual 

Est  hwy./EPA  est  mpg 
range 

30/31]  t+ 
600/420> 

23/CE>+ 
450/f360t+ 

Over  8500  lbs.  GVW 
not  rated  by  EPA 

Fuel  tank  (std./opt) 

20/30  gal. 

20/30  gal. 

20/30  gal. 

Engine  (std.) 
Max.  hp. 
Max.  torque 

225  slant  six 

100 
175  ft  lbs. 

225  slant  six 
95 

170  ft  lbs. 

318  4  bbl.  V-8 
167 
245  ft  lbs. 

Optional  engines 

318  2  bbl.  V-8 

318  2  bbl.  V-8 
318  4  bbl.  V-8 

360  4  bbl.  V-8 

of  Dodge  trucks  built  in  the  last 
10  years  are  still  on  the  jobf 
You  have  a  full  line  of  Ram 
Tough  Dodge  pickups  and 
vans  to  choose  from,  each 
with  extra  value  equipment 
bonuses  and  fleet  purchase 
allowances.  Contact  your 
Dodge  fleet  sales  rep  or  Dodge 
truck  dealer  today.  Now  is 
the  time  to  buy  or  lease  a 
Ram  Tough  Dodge. 


"Base  sticker  pnce.  Title,  taxes,  destination 
charges  extra,  t  Based  on  comparison  of 
base  list  prices.  STANDARD  EQUIPMENT 
LEVELS  VARY.  ++ Use  EPA  est.  mpg 
number  for  comparison.  Your  mileage  and 
range  may  vary  depending  on  speed, 
weather  and  trip  length.  Actual  hwy. 
mileage  and  range  probably  less.  CA  ests. 
lower.  Range  =  EPA  ests.  ■  tank  capacity. 
tR.  L.  Polk  &  Co.  registrations  thru  7/1/81. 


Kockwell  International  know-how: 

It  goes  into  the 
C3I  network  for  this  nation's  defense. 
It's  in  everything  we  do. 

Command.  Control.  Communications.  Intelli-  and  data  links  vital  to  our  nation's  defense.  We  build 

;ence.  C3I  in  defense  parlance.  And  as  important  survivable,  transportable  communications  systems 

o  20th  and  21st  century  military  strategy  as  weapons  employing  technologies  from  VLF  (Very  Low 

ystems  and  personnel.  Frequency)  to  SHF  (Super  High  Frequency). 

Rockwell  International  plays  a  major  role  in  voice  Only  a  company  with  the  know-how  to  combine 


and  management  skills  can  command  such  a  leader- 
ship presence  in  America's  C3I  network.  That 
know-how  goes  into  our  electronics  business  and  into 
everything  we  do  at  Rockwell. 

In  aerospace:  where  our  Rocketdyne  engines  have 
taken  more  launch  vehicles  into  space  than  any  other 
|  engines  in  the  world. 

In  the  automotive  industry:  where  all  major  U.S. 
manufacturers  use  components  built  with  our  state- 
of-the-art  techniques,  new  materials,  innovative 
systems-oriented  design,  and  new  manufacturing  and 
quality  control  processes  for  their  cars  and  trucks. 


Division  valves  are  depended  upon  to  control  the 
flow  of  gas,  oil,  and  process  fluids  in  basic  industries 
around  the  world. 

We're  a  $7.4  billion  company  where  science 
gets  down  to  business  in  four  diverse  areas.  And  that 
diversity  has  helped  us  achieve  seven  consecutive 
years  of  record  earnings  and  impressive  growth. 

If  you  are  interested  in  any  of  the  products 
of  Rockwell  International  or  want  to  learn 
more  about  us,  write:  Rockwell  International, 
Department  815R-29,  600  Grant  Street, 
Pittsburgh,  Pennsylvania  15219. 


In  a  land  where  misdeeds,  not  good  deeds, 
are  the  stuff  of  legends,  Bob  Mosbacher 
proves  that  nice  guys  needn  't  finish  last. 


Standing  tall 
in  Texas 


By  Toni  Mack 

It  was  1938,  when  he  was  1 1  years 
old,  and  the  chauffeur  was  driving 
him  and  his  father  from  their  big 
White  Plains,  N.Y.  house  to  their 
apartment  in  Manhattan.  They  were 
passing  through  Harlem  when  his  fa- 
ther suddenly  grabbed  him  by  the  jaw 
and  turned  his  face  to  some  ragged 
boys  playing  stickball  in  the  street. 
"See  those  kids  out  there?"  he  said. 
"Don't  ever  forget  that  the  difference 
between  you  and  them  is  that  you 
were  lucky  enough  to  have  a  father 
who  was  lucky  enough  to  make  some 
money." 

Forty-five  years  later  Houston  oil- 
man Robert  Mosbacher  still  hasn't 
forgotten.  He's  probably  worth  about 
$150  million  in  oil  and  real  estate, 
and,  thanks  to  that  Texas  knack  of 
mixing  oil,  money  and  politics,  he's  a 
man  of  enormous  political  influence 
in  the  Republican  Party. 

But  in  the  land  of  the  Hunts  and 
J.R.,  where  legends  are  made  by  those 
who  do  to  their  neighbor  before  he 
does  it  to  them,  Bob  Mosbacher  suc- 
ceeds on  another  level,  by  being  liked 
and  respected,  by  working  hard  for 
himself  and  his  friends,  by  combining 
brains  and  integrity.  About  half  his 
drilling  funds  come  from  other  oil- 
men with  faith  enough  to  give  him 
carte  blanche. 

In  the  Houston  office  of  Mosbacher 
Production  Co.,  photographs  of  Mos- 
bacher with  Reagan,  Bush,  Ford  and 
the  like  are  relegated  to  the  hallway. 
It's  a  photograph  of  his  late  father, 
Emil,  that  holds  pride  of  place  on  the 
credenza  behind  his  desk.  Relaxing  in 
a  worn  armchair,  Bob  Mosbacher  is 
clearly  still  enthralled  as  he  tells  us 
his  father's  up-from-the-streets  story. 

Emil  Mosbacher  began  as  a  runner 
on  the  Curb,  which  later  became  the 
American  Stock  Exchange.  With  a 
small  stake — from  savings  or  win- 
nings in  a  crap  game,  his  son  isn't 
sure— Emil  began  trading  on  the  ex- 
change himself.  By  1917,  when  he  was 
21,  he  was  a  millionaire. 

Better,  he  began  liquidating  before 
the  market  crash  of  1929  and  wasn't 
badly  hurt.  But  he  saw  some  of  his 
best  friends  fall,  and  it  made  him  de- 
termined to  mold  Bob  and  his  older 
brother,  Emil  Jr.,  into  stern  stuff.  He 
shipped  the  boys  to  strict  prep  schools 
and  started  them  sailing  to  learn  com- 
petitiveness and  the  discipline  of  the 
sea.  Robert  went  on  to  win  world 
championships  in  two  different 
Olympic  classes  in  1969  and  1971. 
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"It  does  everything  J.D., 
word  processing,  financial  forecasts,  and  this  button  here 
automatically  calls  Ford  Financial  Services 
for  specialized  product  financing!' 


Ford  Financial  Services'  staff  of  corporate 
financing  professionals  specializes  in 
arranging  creative  product  support 
financing.  Let  us  show  you  how  we  can 
directly  aid  your  business  in  the  sale 
of  its  products  with  master  lease 
programs,  municipal  lease/ 
purchase  financing  and 


uniquely  tailored  secured  or  unsecured 
loans.  Our  expertise  is  particularly 
suited  to  businesses  with  extensive 
distribution  or  dealership  networks. 
For  more  information  about  how  our 
financing  specialists  can  help  you, 
call  Ford  Financial  Sendees 
at  (313)  322-0131. 


FORD 
FINANCIAL 
SERVICES,  INC. 

an  affiliate  of  Ford  Motor  Cnn  iii  ( :<  >mpany 


I  Profiles 

Long  before  that,  though,  Robert 
Mosbacher  had  decided  to  split  from 
his  father  and  older  brother.  "I  may 
not  be  very  much  of  a  leader,  but  I'm  a 
lousy  follower,"  he  says,  smile  lines 
creased  around  his  blue  eyes.  At  age 
21,  with  a  degree  in  economics  from 
Washington  and  Lee  University,  a 
pregnant  wife  and  a  little  less  than 
$500,000  from  his  father,  Robert  left 
to  make  his  own  fortune  in  Houston. 

To  learn  something  about  oil,  he 
talked  to  oilmen. "Some  of  it  was  very 
interesting  and  some  of  it  was  very 
helpful  and  some  of  it  was  very  bor- 
ing. I'd  sit  there  listening  to  some  of 
these  older  oilmen  and  I  thought,  if 
I'm  ever  successful,  please  Lord,  don't 
let  me  sit  there  and  pontificate  about 
making  big  money.  So  here  I  am." 

Here  indeed.  This  year  Transco  En- 
ergy is  putting  $25  million  with  Mos- 
bacher for  exploration  and  develop- 
ment drilling.  When  one  oil  company 
simply  hands  money  over  to  another, 
it's  high  tribute  to  the  latter's  oil- 
finding  talents.  "It's  hard  to  find  any 
area  of  the  onshore  Gulf  Coast  terri- 
tory that  Bob  doesn't  know  thorough- 
ly," says  John  Lollar,  president  of 
Transco's  exploration  subsidiary.  "He 
concentrates  on  those  areas  where  the 
economics  works  best — where,  when 
you  find  something,  you  can  get  it  on 
stream  quickly  and  get  the  cash  flow 
coming  back  in." 

A  little  toughness  helps.  Mosbacher 
recalls  with  glee  his  first  "seven-fig- 
ure" (dollars)  find,  a  gas  field  in  south 
Texas  in  1954.  The  only  nearby  pipe- 
line belonged  to  legendary  Dallas  oil- 
man Clint  Murchison,  who  offered 
Mosbacher  2  cents  per  thousand  cubic 
feet.  "Don't  you  think  it's  worth  more 
than  that,  Mr.  Murchison?"  asked 
Mosbacher.  "Oh,  I  sure  do,  Bobby," 
Mosbacher  recalls  Murchison  sweetly 
saying.  "But  my  boys  think  I'm  crazy 
to  buy  at  all."  Murchison  explained 
that  he  held  adjoining  acreage  and 
thought  he  could  drain  Mosbacher's 
field  by  drilling  his  own  wells.  Mos- 
bacher turned  him  down — "I  was 
scared,"  he  says.  But  Murchison 
drilled  a  dry  hole,  and  Mosbacher  sold 
out  for  over  3  cents  per  thousand  cu- 
bic feet. 

Aggressiveness  born  on  the  high 
seas  serves  him  well,  too.  "Sailing  is 
very  much  a  judgment-oriented 
sport,"  says  Thad  Hutcheson  Jr.,  a 
Houston  lawyer  who  has  crewed  for 
Mosbacher.  "It's  a  combination  of  in- 
tuition and  objective  information, 
and  someone  gets  to  the  mark  first. 
Bob  loves  to  make  those  decisions." 


In  1978  Mosbacher  heard  that  Gulf 
Oil  was  looking  for  someone  to  take 
over  promising  Montana  tracts.  Other 
oilmen  were  already  inspecting  the 
tracts.  Mosbacher  flew  up  in  his  Sa- 
berliner  jet,  worked  through  the  day 
and  into  the  night  and  made  a  deal  for 
seven  tracts  the  next  morning,  long 
before  the  others'  offers  trickled  in. 
He  found  oil  on  six  of  the  seven  tracts. 

He  talks  of  John  W.  Mecom,  once 
reckoned  to  be  the  third  richest  wild- 
catter behind  H.L.  Hunt  and  Sid  Rich- 
ardson. Dazzled  lenders  "almost 
forced  money  on  him,"  says  Mos- 
bacher, "and  he  found  ways  to  spend 
it,  as  we  all  do.  That  was  the  begin- 
ning of  his  downfall.  I  learned  that 
you  should  never  wildcat  out  of  cap- 
ital or  borrowed  money." 

That's  a  lesson  many  oilmen  forgot 
the  last  few  years.  Says  another  oil- 
man, a  close  friend  of  Mosbacher's, 
"Even  at  the  height  of  the  boom, 


"I'd  sit  there  listening  to 
some  of  these  older  oilmen 
and  I  thought,  if  I'm  ever 
successful,  please  Lord, 
don't  let  me  sit  there  and 
pontificate  about  making 
big  money,"  says  Robert 
Mosbacher,  who  left  the 
East  to  make  his  fortune  in 
Texas.  "So  here  I  am." 


when  everybody  else  was  going  full 
blast,  Bob  ran  his  business  as  if  we 
were  still  in  a  mediocre  period." 

Of  course,  the  glut  affected  him. 
His  gas  production  is  down  about 
25%  (from  where,  he  won't  say);  half 
of  his  ten  drilling  rigs,  some  owned 
with  another  oilman,  are  sidelined. 
Falling  cash  flow  and  the  flight  of 
some  of  his  investors  have  cut  his 
exploration  budget  down  by  over  half, 
from  a  peak  of  $60  million. 

But  to  Mosbacher  this  is  the  time  to 
buy  acreage  and  explore,  when  the 
crowds  have  scattered.  "I'll  take  all 
the  gas  deals  I  can  find, "  he  says.  "The 
cost  of  drilling  has  gone  down  damn 
near  half,  and  the  price  when  we  can 
sell  the  gas  will  be  at  least  $3  [per 
thousand  cubic  feetj,  probably  closer 
to  $3.50  or  $4.  Even  if  you  don't  sell 
one  cubic  foot  of  gas  for  two  years, 
and  add  in  interest  on  the  cost,  you're 
still  way  ahead." 

Picking  the  moment  is  important 
in  politics,  too.  Mosbacher  and  Jim 
Baker,  now  of  the  White  House  staff, 
talked  George  Bush  into  withdrawing 
from  the  presidential  race  in  time  to 
put  him  in  line  for  the  vice  presiden- 
tial nomination.  "He's  as  close  a  con- 


fidant as  I've  had,"  says  Bush.  "He's  a 
friend." 

Mosbacher's  fundraising  abilities 
put  him  among  the  Republican  elite. 
He  came  into  Gerald  Ford's  presiden- 
tial campaign  with  the  coffers  almost 
empty  and  immediately  sent  out  the 
call  to  his  own  list  of  1,700  people. 
"An  ordinary  response  would  have 
been  5%  to  10%,"  says  Robert  Odell, 
finance  director  under  Mosbacher. 
"Something  like  50%  sent  money 
back.  It  was  incredible.  And  they  did 
it  not  so  much  because  it  was  for  the 
President  but  because  Bob  asked." 
Mosbacher  went  on  to  raise  over  $14 
million,  about  $2.5  million  more  than 
Carter  raised.  Since  then  he  has  been 
finance  chairman  for  George  Bush 
during  his  campaign  and  now  is  co- 
chairman  of  the  Republican  National 
Finance  Committee. 

Political  influence  like  this  helps, 
even  if  indirectly.  Independent  oil- 
men, such  as  Mosbacher,  have  profit- 
ed greatly  from  the  sympathy  of  Con- 
gress. Just  look  at  the  tax  breaks  Con- 
gress has  given  them,  like  reduced 
rates  on  windfall  profits  taxes. 

What  makes  people  respond  when 
Mosbacher  asks?  There  is  affability 
and  all-American  looks — strong  fea- 
tures, an  easy  smile,  the  hale  com- 
plexion and  grace  of  an  athlete.  It  may 
sound  corny  but  there  is  an  almost 
tangible  air  of  probity,  too.  Then  there 
is  his  approach,  part  charmer,  part 
preacher.  Ben  Love,  chairman  of  Tex- 
as Commerce  Bancshares  in  Houston, 
has  worked  with  Mosbacher  raising 
funds  for  local  medical  institutions. 
"If  someone  is  about  to  turn  him 
down,"  says  Love,  "he  doesn't  budge 
in  his  chair.  He  smiles,  and  he  contin- 
ues to  reason,  and  the  next  thing  you 
know  the  fellow  is  saying,  'Bob,  you 
really  do  believe  in  this,  don't  you?' 
And  Bob  walks  out  with  a  commit- 
ment for  several  hundred  thousand 
dollars." 

In  oil,  as  in  politics,  success  de- 
pends on  trust.  Chesley  Pruet,  an  El 
Dorado,  Ark.  oilman,  once  shook 
hands  on  an  agreement  to  drill  a  Mis- 
sissippi well  for  Mosbacher  in  return 
for  a  flat  fee  and  a  percentage  of  any- 
thing found.  The  well  came  in,  pre- 
cursor of  a  handsome  50-million-bar- 
rel  oilfield.  With  no  written  contract, 
Mosbacher  could  have  left  Pruet  in 
the  cold.  He  didn't.  "His  auditors  and 
my  auditors  made  us  go  back  and  sign 
a  deal  a  year  later,"  chuckles  Pruet. 

In  short,  Robert  Mosbacher  makes 
being  a  nice  guy  pay.  Again,  it  all  goes 
back  to  something  his  father  told  him: 
"You  don't  ever  want  to  have  to  cross 
the  street  when  you  see  somebody 
coming."  ■ 
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IF  YOU'RE 
DRIVEN  AWAY 


BY  THIS 


AWAY 
IN  THIS 


It's  no  myth  that  a  diesel  truck 
will  run  for  over  250,000  miles 
before  overhaul,  and  that  a  gallon  of 
diesel  fuel  will  take  you  twice  as  far 
as  a  gallon  of  gasoline. 

In  fact,  a  diesel  is  probably  exactly 
what  your  company  needs.  Except  for 
one  thing:  the  frightening  cost. 

The  initial  price  which  demands 
a  large  downpayment  to  eat  up  your 
cash,  and  a  loan  to  devour  your  line 
of  credit. 

Plus  the  maintenance  cost  which, 
when  you  own  a  truck,  is  impossible 
to  predict.  Which  is  why  you  should 
lease  that  diesel  from  Ryder. 

Not  just  because  you  get  a  tax- 
deductable  fixed  monthly  charge, 


with  no  downpayment. 

And  not  because  a  truck  leased 
from  Ryder  won't  show  up  on  your 
balance  sheet,  except  as  a  footnote, 
which  improves  your  financial  ratios. 

But  because  Ryder  knows  more 
about  running  diesels  than  anyone  in 
the  world. 

With  the  toughest  preventive 
maintenance  system  available,  and 
24-hour  emergency  road  service 
should  anything  happen  that  can't 
be  prevented. 

So  if  your  own  truck  is  driving  you 
mad,  or  the  price  of  owning  a  diesel 
is  driving  you  away,  there's  an  answer. 

Call  your  Ryder  office 
or  mail  this  coupon. 


Leasing  is  the  alternative.  We  can 
prove  it's  the  best.  For  more  information 
mail  to:  Ryder  Truck  Rental,  Inc., 
Don  Estes.  President,  P.O.  Box  020816, 
Miami.  Florida  33102-0816. 


Name/Title 


Company  Name 


Type  of  Business 


Address 


City/State/Zip 


R 


Phone 


F18 


RYDER  TRUCK  LEASING  AND  RENTING 

A  Service  of  Ryder  System 


Taxing  Matters 


People  are  up  in  arms  about  taxes,  and  it's 
getting  harder  for  governments  to  borrow. 
Are  the  spenders  frustrated?  Heck,  no.  They 
have  discovered  leasing. 


Lease-a-jail 


By  Aaron  Bernstein 


So  you  have  read  all  you  want  to 
about  states  and  cities  using 
sale-leasebacks  to  siphon  mon- 
ey out  of  the  federal  government  and 
into  their  coffers.  Well,  sit  down  for 
lesson  two  in  municipal  mischief. 
This  time  the  financing  ploy  is  called 
a  lease-purchase.  It's  a  nearly  fool- 
proof way  to  get  around  voters  who 

have  approved  debt  ceilings  or   

rejected  bond  issues. 

The  technique  is  not  brand  | 
new  (Forbes,  Nov.  24,  1980).  But  j 
its  use  has  spread  rapidly  in  re- 
sponse to  measures — like  Cali- 
fornia's Proposition  13 — that  re-  [ 
strict  government  powers  to  | 
levy  taxes  or  borrow  money. 
When  voters  won't  let  politi-  J 
cians  spend  one  way,  the  politi- 
cians quickly  find  another.  Last  I 
year,  for  example,  states  and  j 
cities  used  lease-purchases  to 
buy  an  estimated  $2  billion 
worth  of  typewriters,  comput- 
ers, fire  trucks  and  other  assets. 
That's  three  times  the  volume 
in  1980. 

It's  all  very  simple.  A  lease- 
purchase  agreement  is  just  a 
kind  of  installment  sales  con- 
tract. A  city  or  state  leases  equipment 
or  property  nnd  makes  yearly  pay- 
ments, with  an  interest  charge  built 
in.  As  with  municipal  bonds,  the  in- 
terest income  is  tax-exempt.  At  the 
end  of  the  lease,  the  city  will  then 
own  the  property  for  a  nominal  fee. 
The  process  is  much  like  buying  a  car 
on  time. 

This  satisfies  federal  tax  laws  re- 
quiring that  the  lease  be  an  official 
obligation  of  the  tax-exempt  entity. 


But  here's  the  tricky  part,  which 
makes  it  all  worthwhile  from  the  mu- 
nicipalities' point  of  view:  The  annual 
payments  are  conditional  on  appropri- 
ation of  funds  by  the  city  council  or 
state  legislature.  This  means  that  the 
government  unit  involved  doesn't 
have  to  call  these  lease  arrangements 
long-term  debt. 

Presto.  Lease-purchase  transactions 
don't  need  voter  approval  the  way 


bonds  do.  They  can  be  hidden  in  the 
unread  footnotes  of  a  municipality's 
books.  And  they  are  not  subject  to 
Proposition  13-like  laws  that  restrict 
spending. 

Naturally,  few  cities  are  going  to 
renege  on  lease-purchase  payments 
for  a  jail  or  a  fire  truck.  They  would 
never  be  able  to  do  another  leasing 
agreement  if  they  did.  But,  just  in 
case,  the  folks  at  the  other  end  of  the 
lease  deals  usually  demand  a  higher 


interest  rate  than  the  city  would  pay 
for  a  comparable  bond  offering.  So,  the 
municipality  usually  winds  up  paying 
a  premium  for  the  privilege  of  hiding 
some  debt. 

There  have  been  several  half-heart- 
ed efforts  by  accounting  regulators  to 
force  governments  to  put  lease-pur- 
chase contracts  directly  on  their 
books  as  long-term  debt.  But  a  good 
number  of  cities  and  states  have  re- 
sisted. In  Lakewood,  Colo.,  for  in- 
stance, voters  turned  down  a  bond 
issue  for  a  city  hall.  So  city  officials 
arranged  a  lease-purchase  contract. 
Some  citizens  challenged  the  arrange- 
ment, but  the  court  sided  with  the 
city  officials — buying  the  argument 
that  leases  really  are  not  long-term 
debt.  The  city  got  its  hall,  all  $11 
million  worth. 

Both   Moody's   and   Standard  &. 
Poor's  consider  lease-purchase  con- 
tracts long-term  debt.  They  also  rate 
large  lease-purchase  contracts,  some 
of  which  are  sold  to  the  public.  That 
means  cities  or  states  with  heavy 
loads  of  lease-purchase  financing  may 
have  to  pay  higher  interest  charges  on 
traditional  bond  issues.  Net  result: 
The  voters  may  not  only  pay  for  ac- 
quisitions they  didn't  want  but  also 
pay  more  for  other  borrowing. 
As  you  might  expect,  now 
}     that  lease-purchases  have  be- 
j     come  big  business,  the  field  has 
j     attracted  underwriters  and  in- 
j     vestment  bankers  eager  to  sell 
these  transactions  to  the  public. 
So  far,  there  have  been  a  few  big 
deals.  Among  them:  the  $54 
million  that  Anaheim,  Calif, 
raised  for  new  parking  facilities 
and  the  $34  million  San  Diego 
wanted  to  help  pay  for  a  tele- 
phone system. 

Some  cities  have  become  so 
dependent  upon  these  lease-pur- 
chase agreements  that  they  ac- 
tually have  more  debt  off  the 
balance  sheet  than  on  the  bal- 
ance sheet.  Jefferson  County, 
Colo.,  for  example,  shows  abso- 
lutely no  long-term  debt  on  its 
books.  Sounds  like  the  model  of  fiscal 
conservatism,  right?  But  wait.  This 
county  of  370,000  has  signed  up  $30 
million  in  lease-purchase  agreements 
to  build  a  jail. 

All  this  turns  out  to  be  good  for 
investors,  good  for  the  underwriters 
and  good  for  the  city  finance  officers, 
but  it  helps  defeat  all  those  efforts 
being  made  to  get  government  spend- 
ing under  control.  ■ 
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'HE SMALL  WORLD  MYTH 

EXPLODED. 


Contrary  to  conventional  wisdom, 
s  anything  but  a  small  world. 

The  fact  is,  the  world  offers  broad- 
r  investing  and  financing  opportun- 
es  than  ever  before: 

Many  of  them  fleeting,  demanding 
istant  and  intelligent  response. 

Precisely  why  Citicorp's  Global 
ivestment  Banking  has  come  of  age. 


Consider:  Our  securities  trading, 
merchant  banking,  international  pri- 
vate banking,  investment  manage- 
ment, venture  capital  investing,  public 
finance,  and  economic  information 
services— all  brought  together  in 
Citicorp's  Capital  Markets  Group. 

Interacting  with  proven  exper- 
tise and  innovation  in  the  world's 


capital  markets,  accelerated  with 
"CM  of  Tomorrow"  technology. 

Which,  in  practical  terms,  makes 
your  range  of  investing  and  financ- 
ing opportunities  much  greater. 

So  whether  you're  an  individual  or 
an  institution,  an  investor  or  an  issuer, 
local  or  multinational,  look  to  Citicorp. 
And  see  what  the  world  has  to  offer.  ■ 


1983  Citicorp  '-. 

*>(>  of  Tomorrow  is  a  service  mark  ol  Citibank.  N  A 


CITICORPG 


GLOBAL  INVESTMENT  BANKING 


A  dreary  Pennsylvania  coal  town  thought 
the  corpse  of  a  famous  athlete  would  bring 
back  the  glory  days  Will  high  tech  stir  up 
the  same  false  hopes? 


Jim  Thorpe's 
new  hero 


By  Carol  E.  Curtis 


Jim  Thorpe,  a  tiny  (pop.  5,271) 
spot  on  the  map  in  northeastern 
Pennsylvania's  Carbon  County, 
is  a  three-elevator  town:  The  court- 
house, the  rest  home  and  the  church 
are  the  only  buildings  that  have  one. 
It  has  no  restaurant,  no  functioning 
hotel  (an  old  Victorian  landmark  is 
being  restored),  and  downtown  is  two 
blocks  long. 

It  used  to  be  called  Mauch  Chunk, 
or  "bear  mountain,"  in  the  days  when 
anthracite  was  king.  That  was  in  the 


mid- 1800s,  when  Mauch  Chunk  was 
at  the  hub  of  a  network  of  coal  mines, 
railroads  and  canals  that  propelled 
America  into  the  industrial  revolu- 
tion. At  its  height,  Mauch  Chunk  is 
said  to  have  had  more  millionaires  per 
capita  than  any  city  in  the  U.S. 

But  anthracite  is  a  dead  industry. 
Annual  production  has  fallen  from  a 
1917  high  of  100  million  tons  to  5 
million.  The  industry  has  been  on  the 
skids — and  so  has  the  town — since 
World  War  II. 

Enter  the  strange  tale  of  Jim 
Thorpe's  corpse.  Thorpe,  you  may  re- 


member, was  the  world-class  athlete 
who  achieved  national  celebrity  for 
his  prowess  in  track  and  field  while  a 
student  at  the  Carlisle  (Penna.)  Indian 
School  and  then  international  ac- 
claim when  he  won  gold  medals  for 
decathlon  and  pentathlon  in  the  1912 
Olympics.  He  turned  professional  and 
went  on  to  excel  in  baseball  and  foot- 
ball— and,  alas,  alcohol  consump- 
tion— securing  his  reputation  as  one 
of  the  greatest  athletes  of  all  time. 

Shortly  after  he  died  in  1953,  his 
widow  happened  to  be  in  Philadel- 
phia, watching  a  TV  program  about 
down-at-the-heels  Mauch  Chunk, 
which  is  90  miles  from  Carlisle.  The 
town's  latest  gimmick  to  raise  mon- 
ey, the  brainchild  of  local  newspaper 
editor  Joe  Boyle,  was  a  "mile  of  nick- 
els" program.  Boyle  had  strung  tape 
from  the  courthouse  up  the  hill  and 
through  the  town  and  was  asking 
passing  motorists  to  "stick  a  nickel 
on  the  tape  for  Mauch  Chunk." 

Mrs.  Thorpe  had  a  better  plan.  She 
offered  the  town  her  husband's 
body — and  suggested  the  town  re- 
name itself  after  him. 

True,  Jim  Thorpe  had  never  set  foot 
in  Mauch  Chunk.  He  was  an  Indian 
born  in  Oklahoma.  But  that  didn't 
stop  the  enterprising  Boyle  from  see- 
ing visions  of  glory  in  Mrs.  Thorpe's 
promises  of  civic  endowments — not 
to  mention  the  tourist  attraction  her 


Street  scene  in  Jim  Thoipe,  Penna. 
No  town  ever  needed  high  tech  more 
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Now  it  s  easier  to  leave  word  anywhere. 


Press  on  a  3M  Post-it"  Note  anywhere 
you  want  it  noticed.  It  stays  put  without 
tape,  tacks,  paper  clips  or  staples. 
The  secret  is  a  unique  3M  adhesive  that 
holds  on  almost  any  surface,  then 
peels  away  easily. 

The  idea  was  born  of  a  3M  employee's 
need  to  mark  pages  in  a  choir  book. 
But  it's  become  a  communications 
medium  that's  creating  a  minor  revolution 
among  note-leavers  everywhere 


By  listening  to  people's  needs,  3M  has 
pioneered  over  700  products  for  office, 
training  and  business  problems.  We've 
developed  everything  from  correction 
tape  for  typists  to  microfilm  systems 
that  file  20,000  lines  a  minute  and  laser 
systems  that  find  any  of  108,000 
computer  data  frames  in  just  3  seconds 

And  it  all  began  by  listening. 

3M  hears  you... 


\For  your  free  3M  Products  and  Capabilities^ 
Brochure,  write:  Department  060209/3M, 
PO.  Box  22002,  Robbinsdale,  MN  55422. 

Name  


Address. 
City  


.State, 


-Zip. 


Or  call  toll-free:  1-800-33M-HEAR 

or  1-800-336-4327. 


 I 
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3M 


now  we  help  fit 
i  miUion  electronic  components 
on  a  quarter-inch  chip. 


(gP  ALLEGHENY  INTERNATIONAL 

SPECIAL  SKILLS  FOR  SPECIAL  NEEDS. 


At  Allegheny  International,  our 
technology  is  helping  shape  the 
future  of  the  world  by  helping 
shape  the  remarkable  micropro- 
cessor chip. 

No  bigger  than  a  quarter- 
inch  square,  these  tiny  "elec- 
tronic brains"  are  used  in  every 
application  imaginable-from 
satellites  to  home  computers, 


Silicon  wafers  care 
subjected  to  extreme 
heat  in  a  diffusion 
furnace.  Thermco, 
an  Allegheny 
International 
company,  developed 
the  computer- 
controlled  diffusion 
system,  increasing 
usable  chip  yields 
by  more  than  10% . 


from  pacemakers  to  automo- 
biles, from  the  most  advanced 
military  and  commercial  aircraft 
to  pocket  calculators,  electronic 
games  and  digital  watches. 

Allegheny  International's 
Thermco  Products  Corporation 
manufactures  diffusion  equip- 
ment, an  integral  part  of  the 
chip-making  process.  Our 
diffusion  furnaces  and  high- 
performance  deposition  and 
oxidation  systems  help  place 
electronic  components  on  a 
chip's  surface,  components 
that  transform  silicon  wafers 
into  miniature  "computers,"  or 
microprocessor  chips. 

Thermco  is  a  leading  sup- 
plier of  this  high-technology 


OPPOSITE: 

This  installation  at  General  Electric's 
Intersil  facility  in  the  Research  Trian- 
gle Park,  North  Carolina,  is  one 
example  of  how  Thermco  Products 
Corporation  is  answering  the  computer 
industry's  need  for  sophisticated 
microchip  processing  equipment. 


equipment.  In  fact,  over  75%  of 
the  diffusion  furnaces  used 
throughout  the  Free  World  are 
Thermco  furnaces. 

Allegheny  International 
companies  are  deeply  involved 
in  the  electronics  industry.  Mag- 
netics &  Electronics  is  a  major 
supplier  of  lead  frames,  focusing 
solenoids,  and  testing  equip- 
ment for  electronic  sys- 
tems; HTL  designs  and 
manufactures  many 
electronic  components 
for  aerospace  and 
the  space  shuttle;  our 
Kennedy  Company 
manufactures  vital  disk 
and  tape  recorders 
for  computers. 

At  Allegheny  International, 
our  special  skills  are  meeting  the 


"'i'l.'li! 


Allegheny  International  is 
a  leading  suppliei  of  lead 
frames  that  allow 
microprocessor 
chips  to  transfer 
electronic  infor- 
mation from 
one  source 
to  another. 


special  needs  of  the 
world's  fastest  growing 
markets.  We  are  a  major 
force  in  work-saving  consumer 
products,  aerospace  and 
defense,  safety  and  protection, 
and  electronics. 

Our  structure  and  strategy 
have  positioned  us  to  take  full 
advantage  of  these  markets- 
and  as  they  grow,  so  will  we. 
For  at  Allegheny  International, 
we  have  special  skills  for  special 
needs. 

For  more  information,  write 
to  us  at  Box  456  H,  Two  Oliver 
Plaza,  Pittsburgh, 
PA  15230. 


A  microprocessor 
chip  is  shown  here 
in  three  stages  of 

development.  Processed  in  a  Thermco 
oxidation  system,  pure  silicon  is  first 
given  the  desired  electrical  characteris- 
tics. Next,  a  substance  known  as  pho- 
toresist is  placed  on  the  silicon  surface, 
exposed  to  a  light  source,  developed, 
and  etched  to  form  the  pattern  of  the 
first  of  many  electronic  circuits. 
Thermco  diffusion  and  deposition  sys- 
tems are  then  used  to  introduce  exotic 
chemicals  to  the  chip's  surface.  Alter- 
nating between  the  photoresist  stage 
and  the  diffusion  and  deposition  stages 
creates  the  intricate  electronic  patterns 
that  transform  mere  silicon  into  tiny 
"electronic  brains." 


Maybe  now  is  the  time 

to  organize  your  company's 

business  forms. 


The  longer  you  wait,  the  more  you  can  lose.  We've 
seen  companies  lose  hundreds  of  thousands  of  dollars 
in  just  a  year's  time— all  from  the  lack  of  a  systematic 
forms  management  program. 

The  root  of  the  problem  is  typically  a  costly,  counter- 
productive one-by-one  approach  to  forms.  Forms 
management  controls  the  entire  process-design, 
purchase,  storage,  distribution,  and  usage- increasing 
efficiency  and  reducing  costs. 

Moore  is,  by  far,  the  nation's  largest, 
most  experienced  source  of  business  forms. 
And  the  most  helpful.  If  you  think  it's  time 
to  organize  your  company's  business  forms 
-and  reduce  your  costs— let  us  spend  our 
time  to  help  you  analyze,  organize  and  save. 
Call  toll-free  1-800-842-9000,  Extension  20. 


MOORE 

BUSINESS 

FORMS 


1205  Milwaukee  Ave. 
Glenview,  IL  60025 


Your  Moore 
representative 
can  give  you  timely, 
cost-reducing  counsel. 


Bob  Gerber  with  his  "programmable  memory  security  telephone' 
Will  this  man  turn  Carbon  County  into  Silicon  County? 


husband's  grave  would  create. 

Boyle  persuaded  the  city  fathers  to 
take  the  nickels  from  the  civic  pan- 
handling, which  by  then  added  up  to 
$35,000,  and  buy  a  20-ton  granite 
tombstone  to  honor  the  dead  athlete. 
Mauch  Chunk  became  Jim  Thorpe  in 
a  grand  ceremony  featuring  local  "In- 
dian maidens"  and  a  Girl  Scout  troop 
that  formed  the  letters  "J"  and  "T" 
while  singing  taps. 

It  was  all  downhill  from  there.  No 
endowments  ever  materialized.  Jim 
Thorpe's  grave  hardly  became  a  mag- 
net for  tourists;  most  continue  to  pass 
through  without  even  knowing  that 
he  is  buried  there.  "We  wanted  a  fac- 
tory, and  all  we  got  was  a  dead  Indi- 
an," became  a  familiar  local  gripe. 

This  time  there  is  no  dead  Indian. 
Jim  Thorpe,  as  hard  up  for  money  as 
ever,  has  pinned  its  hopes  on  a  new 
hero  to  bring  back  the  glory  days. 

Bob  Gerber's  dad  used  to  own  a  bar 
in  Mauch  Chunk.  But  Bob,  34,  has 
gone  on  to  better  things:  He  earned  a 
B.S.  degree  in  electrical  engineering 
and  returned  to  town  to  found  his 
own  company,  Gerber  Technical,  Inc. 
(no  relation  to  Gerber  Scientific).  The 
company's  product  is  a  device  called  a 
"programmable  memory  security 
telephone,"  a  phone  designed  to  elim- 
inate unauthorized  calls. 

In  June,  when  Gerber  opened  his 
plant  on  the  outskirts  of  Jim  Thorpe, 
it  was  the  biggest  event  to  hit  the 
town  since  its  namesake  was  buried. 
Gerber  Technical  is  one  of  the  few 
new  corporations  in  the  last  50  years 
to  employ  production-type  workers  in 
Jim  Thorpe.  Locals  even  compare 


Gerber  to  Asa  Packer,  the  19th-cen- 
tury industrialist  who  founded  the  Le- 
high Valley  Railroad. 

No  town  ever  needed  high  tech 
more.  Most  of  the  youngsters  who 
leave  Jim  Thorpe  to  go  to  college  nev- 
er come  back.  Others  have  departed  in 
search  of  jobs.  As  a  result,  the  popula- 
tion has  fallen  from  a  onetime  peak  of 
7,000.  Of  those  who  remain,  over  20% 
are  out  of  work. 

Walking  the  streets  of  Jim  Thorpe 
at  midday  evokes  the  feeling  of  an 
abandoned  movie  set:  dusty,  deserted 


streets;  empty  stores;  no  traffic.  "Mil- 
lionaire's Row"  is  a  street  of  crum- 
bling town  houses.  The  only  crowd  is 
a  small  cluster  of  retired  coal  miners 
hanging  out  by  the  courthouse. 

For  all  the  excitement  over  Bob 
Gerber,  his  company  is  a  long  way 
from  delivering  on  its  promise.  With  a 
capitalization  of  about  $100,000, 
most  of  it  from  local  residents,  the 
company  is  barely  in  the  same  league 
as  even  the  smallest  of  high-tech 
startup  ventures.  Its  only  product  is  a 
standard  push-button  phone,  with  a 
computer  chip  added  to  enable  it  to 
store  long-distance  dialing  codes  like 
the  ones  used  by  MCI.  Gerber's  theory 
is  that  with  the  code  stored  in  an 
office  telephone,  fewer  people  will 
need  to  know  it,  and  monitoring  one 
phone  instead  of  numerous  employ- 
ees will  cut  back  on  theft-of-service 
losses. 

To  date,  Gerber  has  received  only 
two  orders  for  several  hundred 
phones.  His  factory  is  in  a  converted 
gas  station  not  much  bigger  than  a 
garage,  and  it  employs  10  people.  At 
full  production,  which  Gerber  hopes 
will  be  attained  this  December,  it 
would  employ  40.  But  in  a  town 
where  so  many  workers  have  been  out 
of  a  job  for  so  long,  it  doesn't  take 
much  to  raise  hopes. 

"The  day  may  not  be  far  off,"  the 
Allentown,  Penna.  Call-Chronicle,  the 
area's  local  paper,  speculated,  "[when] 
Carbon  County  will  be  known  as  Sili- 
con County.  ...  If  Bob  Gerber  had 
been  born  100  years  ago,  he  might 
have  invented  the  telephone!"  ■ 


Jim  Thorpe  's  grave 

"We  wanted  a  factory,  and  all  we  got  was  a  dead  Indian." 
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The  Up  &  Comers 


The  waiters  and  the  chef  didnt  like  their 
restaurant  chains  management,  so  they 
demanded  a  change  They  got  it.  Now  look 
who's  running  things. 

Mutiny  in 
the  galley 


By  Michael  Cieply 


Up  from  the  galley,  Hungry  Tiger  President  Alan  Redhead 

The  restaurateur  as  charming  Jekyll  and  cost-slashing  Hyde. 


It  was  either  here,"  murmurs 
Alan  Redhead,  a  40-year-old  Liver- 
pudlian, as  he  nods  toward  the 
pleasure  boats  in  Los  Angeles'  Marina 
del  Rey,  "or  the  Outer  Hebrides." 
Redhead,  whose  family  for  two  gen- 
erations served  as  waiters  and  stew- 
ards aboard  such  ocean  liners  as  the 
Queen  of  Bermuda,  chose  to  make  a  go 
of  it  in  California  when  declining  for- 
tunes in  the  steamship  business  end- 
ed his  family's  traditional  livelihood. 
In  1964,  newly  married  and  working 
as  a  hod  carrier,  Redhead  decided 
against  settling  in  the  windy  Scottish 
isles  and  bought  two  British  Airways 
tickets  to  Los  Angeles. 

Two  days  after  his  arrival,  Redhead 
found  himself  in  a  trendy  San  Fer- 
nando Valley  restaurant  called  the 
Hungry  Tiger,  where  an  old  shipmate 
of  his  father's  was  waiting  on  tables. 
In  those  days  the  Tiger  was  run,  as 
much  for  pleasure  as  profit,  by  Robert 
Prescott  and  Richard  Rossi,  both  vet- 
eran pilots  from  General  Claire  Chen- 
nault's  Flying  Tigers.  Prescott's  prin- 
cipal business  was  his  nearby  air 
freight  company,  the  Flying  Tiger 
Line,  Inc.  But,  along  with  other  East 
Coast  cargo,  Tiger  pilots  hauled  in 
live  Maine  lobsters  to  supply  the 
Hungry  Tiger. 

Redhead  got  a  job  as  a  busboy  and  in 
four  months  worked  his  way  up  to 
waiter.  He  has  been  working  his  way 
up  ever  since.  The  Tiger's  old  China 
hands  are  dead  or  retired.  Redhead  has 
become  CEO  and  a  large  shareholder 
of  Hungry  Tiger,  Inc.  From  a  pilot's 
hangout  it  has  grown  into  a  chain  of 
45  medium-  and  high-price  restau- 
rants in  Arizona  and  southern  Califor- 
nia with  revenues  likely  to  hit  $64 
million  in  1983.  While  plenty  of 
splashy  competitors  have  vanished, 
Tiger  has  increased  its  net  income  by 
22.5%  a  year  over  the  past  five  years. 
Its  average  return  on  equity  has  been 
29%,  compared  with  17%  for  Denny's 
and  20%  for  rival  Chart  House.  Not 
coincidentally,  one  of  those  sleek  sail- 
ers moored  in  the  marina  is  Red- 
head's. He  earned  SI 42,000  last  year, 
and  his  196,500  shares  made  him 
worth  some  $1.8  million. 

For  the  restaurant  business,  that's 
impressive.  William  Randolph  Hearst 
once  noted  that  otherwise  sane  men 
suffered  a  "very  common  weakness," 
the  delusion  that  they  could  run  a 
newspaper  successfully,  but  Hearst 
just  as  accurately  could  have  said  res- 
taurant instead  of  newspaper.  When 
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J&H  thinks  companies 
should  be  able  to  get 
everything  insurable  into 
one  financial  agreement 
that  operates  everywhere. 

What  doyou  think? 


If  you  think  a  single  contract  for  all  your 
insurance  needs  might  make  sense  for  your 
company,  we'd  like  to  tell  you  about  our  CAP 
program. 

The  CAP  concept  supersedes  approaches 
that  build  programs  coverage -by-coverage. 
Instead,  it  considers  your  company  as  a  totality 
and  can  collect  everything  insurable  in  a  single 
contract. 

CAP  offers  absolute  protection  for  your 
risk  management  budget  while  retaining  the 
inherent  cash-flow  advantages  of  self-insurance. 

We'd  like  to  talk  with  you  about  this. 

Johnson  Higgins 

We  answer  only  to  you. 


RISK  AND  INSURANCE  MANAGEMENT  SERVICES,  EMPLOYEE  BENEFIT  AND  ACTUARIAL  CONSULTING  THROUGHOUT  THE  WORLD 


With  First  Teamwork, 
you  get specialists  in 

nmuh/dwation,  IT 
government 

Andinnovatl 


Clark  Burrus 
Government,  Health 


"At  First  Chicago,  teams  of  industry  special- 
ists deliver  exactly  what  you  need.  Whether 
through  municipal  financing,  bond  under- 
writing; or  cash  management,  the  First 
Teamwork  commitment  is  to  serve  the  ,, 
complex  financial  needs  of  municipalities, 
health  care  facilities  and  educational 
institutions. 

"Since  1872,  First  Chicago  has  estab- 
lished a  reputation  for  consistency  and 
innovation  in  government,  health  and 
education  services.  Starting  with  products 
like  tax-exempt  commercial  paper  and 
demand  notes.  And  followed  by  specialized 
products  such  as  financial  futures  and  inter- 
est rate  swaps.  It's  what  you  expect  from 
the  product  innovators  at  First  Chicago. 

"The  hallmark  of  financial  leadership 
is  more  than  just  'deal'  making.  It's  a  total 
commitment  to  building  lasting  partner- 
ships with  our  customers.  A  relationship 
focused  on  your  needs.  That's  what  makes 
First  Teamwork  special. 

"See  how  our  commitment  can 
benefit  you.  Call  me,  Clark  Burrus.  at 
(312)  732-7997." 


Atlanta — Baltimore— Boston — Chicago — Cleveland — Dallas- 
Denver—  Houston— Los  Angeles— Miami— New  \tirk— 
San  Francisco— Washington.  D.C.— Abu  Dhabi— Athens— Barcelona- 
Beijing— Buenos  Aires— Cairo— Calgary— Caracas— Cardiff— Dubai - 
Dublin—  DOsseldorf — Edinburgh — Frankfurt— Geneva —Guernsey — 
Hong  Kong — Jakarta — Kano  —  Kingston — Lagos — London — Madrid  - 
Manila—  Mexico  City— Milan— Munich— Nairobi— Panama  City- 
Paris— Port  Harcourt— Rome— Santiago— Sao  Paulo— Seoul— 
Sharjah— Singapore— Stockholm— Sydney— Tokyo— Toronto— 
Vtersaw— Zurich 


FIRST  CHICAGO 

The  First  National  Bankof  Chicago 


RSTTEAM 


The  Up  &  Comers 

i  i 

Redhead  arrived  in  the  1960s,  Los  An- 
geles supported  or  almost  supported 
an  overpopulation  of  pricey  eateries, 
places  like  Dean  Martin's  now  de- 
funct Dino's  on  Sunset  Strip,  rival 
Jerry  Lewis'  restaurant,  and  many 
other  in-today,  out-tomorrow  spots 
existing  mainly  to  gratify  proprietor- 
ial egos.  "You  name  the  restaurant, 
I'll  name  th  comedian  who  started 
it,"  recalls  Redhead. 

Then,  as  now,  more  than  70%  of 
the  places  were  going  bust  within  a 
year  or  so.  The  Hungry  Tiger  nearly 
went  with  them.  With  Redhead  still 
laboring  in  the  galley — he  waited  on 
tables  through  UCLA  business 
school — Prescott  and  other  investors, 
including  Tiger  International  Chair- 
man Wayne  Hoffman,  blithely  sank 
cash  into  seven  new  Tigers  in  high- 
rent  districts  such  as  Palm  Springs 
and  San  Francisco's  Fisherman's 
Wharf.  It  wasn't  just  their  own  cash, 
either.  Prescott  sold  250,000  shares  to 
the  public  at  $8.75  a  share  in  1972  and 
loaded  up  with  debt.  The  flyers  quick- 
ly dropped  $4  million  on  three  palatial 
restaurants  and  a  bar  that  Redhead 
now  calls  "Taj  Mahals,"  even  as  they 
dreamed  of  new  seafood  emporia  in 
Dallas,  Houston  and  Denver. 

Within  18  months,  overbuilding 
and  losses  drove  the  tiny  company's 
debt  to  $1.3  million.  The  price  on 
Tiger  shares  crashed  to  12  cents,  one- 
seventk  th  the  offering  price.  "It  was 
really  bankrupt,"  Redhead  says  of  the 
chain.  It  was  about  then  that  Redhead 
and  others  from  the  kitchen  decided 
to  take  control.  The  ship  steward's 
son  conspired  with  David  May,  a  chef, 
with  Rene  Sig,  a  waiter,  and  with  a 
former  Tiger  finance  vice  president, 
James  Mathewson.  They  had  exper- 
tise but  no  money.  "We  were  the  guys 
who  knew  how  to  run  a  restaurant. 
That  was  it."  The  takeover  talk  grew 
into  mutiny.  Confronting  Prescott  at 
his  Palm  Springs  home,  the  four  in- 
sisted he  give  them  full  command  of 
the  fast-sinking  ship.  Prescott  stalled 
a  while  but  finally  agreed  to  their  de- 
mands for  control. 

The  new  officers  acted  quickly. 
They  scrapped  two  of  the  bigger-los- 
ing Tiger  restaurants  and  wrote  off 
$1.4  million  in  the  process.  The  "Taj 
Mahals"  were  unsalable,  but  the  debt 
incurred  to  open  them  had  to  be  paid. 
To  raise  cash  fast,  the  group  personal- 
ly guaranteed  notes  to  buy  failing 
competitors'  places  that  could  be  re- 
opened quickly  and  cheaply. 

The  scavenging  worked.  It  also  fur- 
ther honed  the  new  management's 


operational  skills.  That  is  no  small 
point.  Many  chains  stamp  out  "cook- 
ie cutter"  eateries— the  hulking  box- 
cars of  Victoria  Station,  the  ranchy- 
looking  Ponderosas  or  the  orange- 
roofed  Howard  Johnsons.  The  Tigers 
are  more  diverse.  Redhead  picks  his 
sites  from  a  thick  sheaf  of  lease  offers 
by  the  latest  crop  of  losers.  He  buys 
at  a  discount  and  shapes  the  saddle 
to  the  horse.  Occupancy  costs  stay 
low.  He  revises  the  decor  when  neces- 
sary. Near  high-technology-obsessed 
UCLA,  the  Tiger  shimmers  in  bright 
green  and  chrome.  In  down-home 
farm  country  like  Fresno,  the  Tiger 
seems  comfortable  in  soft  browns. 

Redhead  also  cut  prices  through 
vigorous  discounting  and  special  pro- 
motions. Not  every  diner  in  Califor- 
nia is  a  highly  paid  pilot.  Today  the 
average  Tiger  meal  runs  only  $11.  The 
reason  it  outprofits  its  higher-price 
competitors  is  best  explained  by  Red- 
head. "The  successful  restaurateur," 
he  says,  "must  be  Jekyll  and  Hyde." 

The  Jekyll-ish  charm  comes  in  the 
form  of  candlelit  intimacy,  a  full  bar 
and  wine  list  and  waiters  who  bow, 
scrape  and  smile  as  if  they  were  paid 
$100,000  a  year  to  do  so.  The  Hyde- 
ish  reality  is  that  they're  earning  a 
small  fraction  of  that,  and  Redhead 
has  broken  new  ground  in  doing 
things  on  the  cheap.  With  fresh  crab 
costing  $16  a  pound  and  with  aftertax 
profits  of  only  40  cents  a  customer,  he 
has  had  to  be  creative.  One  year  Tiger 
met  its  profit  goal  by  discarding  its 
linen  tablecloths.  That  cut  total  cost 
one-half  percent  for  the  linen  itself, 
and  one-half  percent  for  related  labor. 
But  the  combined  1%  reduction  ac- 
counted for  20%  of  the  chain's  earn- 
ings that  year.  On  occasion,  Redhead 
pushes  seafoods  few  have  ever  heard 
of,  from  Australia  and  elsewhere,  ac- 
quired cheaply  and  offered  on  the 
blackboards  as  "orange  roughy,"  or 
"cockle  clams"  or  "oreo  dory."  Ask- 
ing for  advice  on  what  to  order,  a 


Richard  Meyer  used  to  carry  a  vio- 
lin case  on  his  rounds  in  the  early 
1970s  when  he  was  trying  to  interest 
distributors  in  a  couple  of  then-ob- 
scure beers  called  Dos  Equis  and 
Moosehead.  "They  may  not  have  re- 
membered my  name,"  he  says,  "but 
they  remembered  that  violin  case.  I 
guess  it  looked  like  I  was  carrying  a 
machine  gun." 

Whether  or  not  that  had  anything  to 
do  with  it,  Dos  Equis  and  Moosehead 
went  on  to  be  big  hits  on  college  cam- 
puses and  then  to  gain  some  national 
prominence.  That  made  All  Brands,  a 


customer  invariably  gets  steered  to 
the  low-cost,  high-margin  item.  After 
such  promotions,  Redhead  rewards 
his  persuasive  crew  with  giveaways 
like  a  trip  for  two  to  Tahiti. 

If  it  has  worked  fine  so  far,  the  fu- 
ture seems  less  simple.  As  the  reces- 
sion took  its  toll  on  customer  counts, 
Tiger  net  dropped  22%  in  the  last 
three  quarters,  even  as  Redhead  bor- 
rowed $5  million  to  buy  Castagnolas, 
a  California  seafood  chain  that  now 
accounts  for  25%  of  Tiger  sales.  It 
disturbs  Redhead  that  so  far  Wall 
Street  has  only  yawned  at  his  oper- 
ational creativity.  Restaurant  stocks 
with  a  "story" — e.g.,  "you  can't  miss 
with  Mexican" — such  as  Chi  Chi's  or 
Naugles,  recently  traded  at  multiples, 
respectively,  of  55  and  42  on  the 
promise  of  "cookie  cutter"  growth. 
But  Hungry  Tiger's  shares  lag  at  12 
times  1982  earnings.  Redhead  won't 
sell  new  shares  at  that  multiple.  Be- 
cause Tiger  has  devoured  the  proceeds 
of  its  original  stock  offering,  it  has  had 
to  borrow  new  capital.  Of  its  total, 
45%  consists  of  debt.  Effectively, 
then,  expansion  is  now  limited  to 
what  internal  cash  flow  will  finance. 

There  are  rich  markets,  meanwhile, 
that  remain  untapped.  Tiger  has  only 
one  restaurant  each  in  San  Francisco 
and  San  Jose  and  none  in  growing  San 
Diego.  To  raise  cash,  Redhead  has  li- 
censed the  Hungry  Tiger  name  to  the 
Chujitsuza  supermarket  chain  in  Ja- 
pan. And  he  has  opened  three  low- 
price  seafood  houses  called  the  Break- 
ers in  Los  Angeles,  in  part  to  preempt 
competition  from  General  Mills'  ag- 
gressive Red  Lobster  chain,  in  part  to 
expand  cash  flow. 

Redhead  isn't  even  sure  that  explo- 
sive growth  is  worth  seeking,  howev- 
er. "I've  read  Malthus,"  he  says.  And 
after  all,  it  was  by  squeezing  dollars, 
not  by  expanding  helter-skelter  a  la 
Prescott,  that  Redhead  turned  pussy- 
cats into  real  Tigers.  When  the  formu- 
la works,  why  change? 


tiny  New  York  importer  that  Meyer 
and  partners  bought  into,  very  happy. 
It  also  made  Meyer  rich.  When  All 
Brands  merged  with  Standard  Brands 
in  1978,  Meyer  pocketed  stock  now 
worth  more  than  $1  million. 

That  was  back  in  the  days  when 
Meyer  was  working  as  a  consultant, 
doctoring  small  businesses.  In  ten 
years  he  helped  turn  around  or  fix 
about  ten  companies.  Now  the  doctor 
is  no  longer  making  house  calls. 
Meyer's  own  business,  Salt  Free 
Gourmet  Co.,  began  marketing  its 
first  products  recently  and  hopes  to  go 


The  doctor  is  in 
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NOT  A  CROWD 
IN  THE  SKY 


TWAs  747  AMBASSADOR  CLASS  TO  EUROPE. 
MORE  ROOM  TO  SIT  MORE  ROOM  TO  WORK.  MORE  ROOM  TO  RELAX. 


If  you're  flying  on  business.  TWA's 
Ambassador  Class  to  Europe  and  the 
Middle  East  is  a  great  way  to  go. 

It's  a  business  class  in  a  class  by 
itself— a  separate,  roomy  cabin  with 
just  six  seats  across.  So  you'll  never  be 
caught  in  the  middle. 

And  the  seats  are  designed  with 
your  comfort  in  mind— bigger  and 
wider,  with  more  recline  than  coach. 
So  there's  more  elbowroom  to  work, 
more  legroom  to  stretch  out  and  relax. 

"Available  on  all  widebody  flights 


And  in  TWA's  Ambassador  Class, 
you  get  a  lot  more  than  a  roomy  cabin. 

In  addition  to  complimentary 
cocktails,  your  meal  includes  an  ap- 
petizer, a  choice  of  three  entrees 
(served  on  fine  china)  and  a  selection 
of  international  wines.  And  to  top  it  off, 
you  can  sit  back  and  relax  with  cognac 
or  a  liqueur. 

You  get  special  treatment  on  the 
ground,  too.  There's  a  separate  check- 
in  counter  and  Priority  Baggagesm 


handling*  And  if  you're  a  member  of 
TWAs  Ambassador  Club,  you  can  take 
it  easy  in  our  private  lounge  before 
you  take  off. 

And  with  TWA's  Frequent  Flight 
Bonus5111  program,  when  you  fly  Am- 
bassador Class  now  through  the  end  of 
the  year,  you'll  earn  125%  of  the  actual 
miles  you  fly. 

So  take  TWAs  Ambassador 
Class  to  Europe  and  leave 
the  crowds  behind. 


You're  going  to  like  us 


■  •  • 


I 


engineering  sessions, 
G.V.E.  team  members 
review  design  alternatives 
with  the  best  of  these 
being  adopted  for  use. 


AN  INSIDE  LOOK  AT  AN  R&D  PROCESS  FORMULATED 
TO  PRODUCE  INNOVATIVE,  HIGH  QUALITY  AUTOMOBILES 
AT  THE  LOWEST  POSSIBLE  COST 

MAZDAS  R&E 


Every  two  or  three  years,  a  new 
Mazda  automobile  is  born. 

In  1983,  it  was  the  Mazda 
626.  A  series  of  road  cars  so 
unique  they  became  both 
Motor  Trend  magazine's  Import 
Car  of  the  Year  in  America  and 
Car  of  the  Year  in  Japan. 

Like  all  new  Mazdas,  the 
626  is  the  product  of  an  R&D 
process  that  is  as  distinctly 
Mazda's  as  the  automobiles  that 
result  from  it. 

MEETING  CONSUMER 
EXPECTATIONS. 

rhe  ability  to  accurately  fore- 
cast the  needs  of  consumers, 
usually  years  in  advance,  is 


Mazda  R&D  leaves  nothing 
to  chance.  For  example,  several 
gearshift  grip  designs  were 
tested  before  one  was  chosen 
for  the  Mazda  626. 


essential  if  we  are  to  develop 
the  kinds  of  automobiles  that 
people  will  want  to  own. 

We  make  such  forecasts 
based  on  extensive  research, 
and  then  attempt  to  translate 
our  findings  into  technologi- 
cally sophisticated  auto- 
mobiles— automobiles  that 
offer  the  highest  possible  quality 
at  the  lowest  possible  cost,  and 
which  are  developed  in  the  short- 
est possible  time. 

In  a  very  real  sense,  this  is 
our  R&D  formula  for  building 
automobiles  that  meet  con- 
sumer expectations  for  perfor- 
mance, quality  and  value. 


THE  HIGHEST  QUALITY, 
THE  LOWEST  COST 

One  manifestation  of  this  for- 
mula is  an  R&D  concept  called 
Group  Value  Engineering. 

G.VE.  development  teams, 
staffed  by  a  cross-section  of 
our  personnel,  are  responsible 
for  reviewing  various  designs 
which  might  be  used  to  meet 
specific  development  objectives. 

The  idea  is  to  analyze  as 
many  design  alternatives  as 
possible,  from  as  many  points 
of  view  as  possible,  and  to 
adopt  the  best  of  these  for  use 
in  our  automobiles. 

For  example,  one  G.VE. 
team  evaluated  21  different  pre- 
mium rear  suspension  systems 
for  possible  use  in  the  Mazda 
626.  They  compared  handling 
characteristics,  safety,  vibra- 
tion, ease  of  assembly  cost, 
weight,  and  many  other  factors. 

The  team  included  layout 
planners,  chassis  designers, 
cost  control  personnel,  pur- 
chasing department  staff,  and 
numerous  engineers. 


The  Mazda  rotary  engine 
(rotor  shown)  is  emble- 
matic of  our  com- 
mitment to 
innovative 
R&D. 


mm 


Their  exhaus- 
tive six-month 
analysis  led  to  the 
development  of  a  new 
suspension  system 
patterned  on  one 
of  our  own 
patented  g 
designs.  * 
A  system 
that  not 
only  met 
our  objec- 
tives in 

terms  of  & 
performance,  but  also  our 
prerequisite  of  providing  the 
highest  quality  at  the  lowest  cost. 

QUICKER,  MORE 
COMPREHENSIVE 
DEVELOPMENT. 
Because  consumer  needs  are 
subject  to  rapid  change,  it  is 
important  that  our  automobiles 
be  developed  as  quickly  as  pos- 
sible. But  without  making  com- 
promises along  the  way. 

We're  working  to  reduce 
development  time  by  three 
months— and  to  reduce  our 


ORMULA 


Mazda  R&D  has  resulted  in 
automobiles  that  are  known  for 
their  comfort  and  roominess. 


engineering  workload  by  about 
11%— through  the  use  of  an 
integrated  computer-aided 
design/computer-aided  man- 
ufacturing (CAD/CAM)  system. 

Other  automakers  use  CAD 
and  CAM .  But  Mazda  is  one  of 
the  first  to  have  devised  a  com- 
puter system  that  links -the  two 
in  the  development  of  new 
automobiles. 

The  advantage  of  this 
integration  is  that  our  CAD 
and  CAM  operations  share  a 
common  data  base.  So  data 
obtained  during  design  can  be 
accessed  for  use  during  man- 
ufacture, where  it  is  used  to 


guide  the  automated  milling 
machines  that  cut  the  steel  dies 
for  door  panels,  fenders,  and 
other  component  parts. 

THE  MORE  YOU  LOOK, 
THE  MORE  YOU  LIKE. 
G.VE.  and  integrated  CAD/ 
CAM  are  only  two  examples  of 
Mazda's  R&D  activities. 

Another  example  is  now 
taking  shape  at  our  Miyoshi 
Proving  Ground,  where  we're 
building  one  of  the  world's 
most  sophisticated  wind  tunnel 
test  facilities.  Once  completed, 
this  $12  million  facility  will  fur- 
ther enhance  our  capability  to 
produce  automobiles  with  opti- 
mal aerodynamic  qualities. 

The  more  you  look  at  the 
cars  and  trucks  we're  building 
today,  the  more  you  like  the  fact 
that  they're  the  result  of  an 
R&D  formula  that  has  placed 
them  among  the  most  innova- 
tive, best-selling  automobiles  in 
the  world. 


FREE  1982  ANNUAL  REPORT 

We'd  like  you  to  know  more  about  Mazda. 
For  a  free  copy  of  our  1982  Annual  Report, 
just  send  your  name,  address,  city,  state 
and  zip  code  to  the  address  shown. 
Mailing  &  Marketing  Inc. 
Box  5960,  Orange,  CA  92668 
Attn:  Mazda  Annual  Report  Otfer 

Mazda's  rotary  engine  licensed  by 
NSU-WANKEL 
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Salt  Free's  Richard  Meyer 
"It's  Marketing  101." 


nationwide  later  this  fall. 

Why  salt-free  products?  "It's  Mar- 
keting 101,"  says  Meyer.  "There  are 
20  million  to  40  million  people  in  the 
U.S.  who  are,  or  should  be,  restricting 
their  sodium  intake.  Our  market  is 
2Vi  times  that  because  when  one  per- 
son is  on  a  restricted  diet  usually  ev- 
erybody else  in  the  household  eats  the 
same  thing.  They  don't  want  the  diet- 
er to  feel  bad." 

The  trick,  of  course,  is  to  come  up 
with  salt-free  food  that  tastes  good.  At 
present  Meyer  has  three  products: 
spaghetti  sauce,  kosher  dill  pickle 
slices  and  mustard.  He  is  testing  other 
condiments.  To  a  visitor,  the  spaghet- 
ti sauce  tasted  sweeter  than  the  best- 
selling  Prego  it  was  modeled  after,  but 
the  mustard,  similar  to  Grey  Poupon, 
made  a  good  spicy  salad  dressing.  (The 
kosher  pickles,  not  surprisingly,  were 
not  salty  enough.) 

If  the  products  are  slightly  bland, 
Meyer's  corporate  strategy  has  a  cer- 
tain piquancy.  It  incorporates  many  of 
the  lessons  he  learned  working  with 
undercapitalized  companies  that  ran 
into  trouble  trying  to  do  everything 
themselves.  The  Salt  Free  Gourmet 
Co.,  with  only  five  full-time  and  two 
part-time  employees,  seeks  to  do  as 
little  as  possible  itself.  It  manufac- 
tures nothing,  contracting  with  food 
processors,  including  some  competi- 
tors, to  package  its  products.  "They 
have  excess  capacity,  so  we  help  them 
fill  that,"  he  says.  "We  never  want  to 
own  a  factory." 

Similarly,  while  Meyer  takes  great 
pride  in  the  bucolic,  country-land- 
scape-green labels  that  he  had  de- 
signed, the  glass  containers  they  deco- 
rate are  the  same  ones  used  by  his 


competitors.  "The  molds  are  not  pro- 
prietary, and  it  is  simply  a  matter  of 
Anchor  Hocking,  or  whoever  docs  the 
glass,  doing  a  slightly  longer  produc- 
tion run,"  he  says.  Marketing,  too,  is 
through  contract  food  distributors 


rather  than  an  m-house  sales  force.  In 
fact,  Meyer  has  succeeded  in  farming 
out  just  about  everything. 

Meyer  started  Salt  Free  Gourmet  in 
1981  on  $30,000.  He  expects  it  to  be 
doing  more  than  $10  million  in  sales 
within  two  years,  thanks  to  his  low 
overhead  and  minuscule  plant  invest- 
ment. He  also  expects  to  be  profitable 
by  then.  That  sounds  simple  enough. 
But  Campbell,  the  maker  of  Prego, 
says  it  will  have  a  salt-free  version  of 
the  spaghetti  sauce  on  store  shelves 
nationwide  by  late  September.  Other 
big  food  companies  are  looking  at  the 
market.  What  then  for  tiny  Salt  Free 
Gourmet? 

Meyer  says  he's  not  worried.  "First, 
the  market  should  be  big  enough  for 
us,"  he  says.  "Second,  I  think  we  will 
out-taste  them.  At  All  Brands,  I 
wasn't  afraid  of  any  major  brewery 
taking  over  an  imported  beer;  that 
wasn't  going  to  stop  me.  So  I  think  if  I 
have  a  lean  shop,  I'll  do  well." 

Brave  words.  But,  of  course,  if  all 
else  fails,  there's  always  that  violin 
case. — Paul  B.  Brown 


Light 

Doug  Sheley,  a  former  football 
player  for  Defiance  College  in 
Ohio,  grew  up  eating  heartily,  confi- 
dent that  real  men  had  20-inch  necks. 
Befitting  an  ex-jock,  he  went  to  work 
in  a  health  club  after  graduation  in 
1970,  and  then  parlayed  a  small  equity 
position  into  ownership  of  1 8  Wendy's 


touch 

franchises  in  the  Southeast. 

Times  were  changing.  Astroturf  re- 
placed grass.  Hair  dryers  were  found 
in  the  locker  room.  Sheley  changed, 
too.  Convinced  that  the  hamburger 
chains  have  saturated  the  market  and 
can  only  grow  at  each  other's  expense, 
he  sold  his  franchises  for  "over  a  mil- 


Doug  Sheley,  D'Lites  of  America  founder 
Will  real  men  eat  frozen  yogurt? 
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lion  dollars"  in  1981  and  began  build- 
ing a  chain  of  nutrition-conscious  fast 
food  restaurants  named  D'  Lites.  The 
first  opened  in  Atlanta  in  December 
1981,  and  he  has  added  two  more. 
Company-owned,  they  are  grossing  $1 
million  a  year  apiece.  Now,  200  new 
D'Lites  locations  have  been  assigned 
to  franchisees.  Sheley,  who  hopes  to 
have  1,000  restaurants  in  operation 
across  the  country  eventually,  is  al- 
ready speaking  enthusiastically  of 
turning  D'Lites  of  America  into  a  $1 
billion  (sales)  company  by  1991. 

"I  have  been  thinking  about  this  for 
a  long  time,"  says  Sheley.  "When  I 
had  the  Wendy's  franchises  some  peo- 
ple would  ask  how  many  calories 
were  in  a  hamburger.  The  salad  bars 
went  over  well.  Our  timing  is  right. 
The  'light'  concept  that  has  worked  so 
well  for  soda  and  beer  will  work  for 
fast  food  chains,  too." 

Is  Middle  America  ready  for  low- 
calorie  hamburgers  on  whole-grain 
buns,  menus  with  nutritional  infor- 
mation and  frozen  yogurt  for  dessert? 
It  could  well  be.  Revenues  at  Sheley's 
first  outlets  are  growing  at  21%  a 
year,  and  pretax  profits  amount  to 
20%  of  sales,  although  the  company 
won't  be  in  the  black,  he  says,  until 
the  sixth  outlet  opens.  But  the  first 
outlets  are  in  and  about  Atlanta, 
which  is  a  bit  more  sophisticated  than 
Heartland,  Mo.  And  even  if  the  con- 
cept plays  well  nationwide,  competi- 
tors won't  be  long  in  copying  Sheley's 
formula.  Burger  King,  for  example, 
now  has  salad  bars,  and  greens  in  a 
pita  bread  pouch,  much  like  D'Lites. 
Sheley  is  hoping  the  big  boys  will  be 
reluctant  to  tinker  with  their  proven 
formulas  and  that  he  can  stay  a  step 
ahead  of  them  through  R&D.  "I'm  not 
sure  I'm  right,  but  I'm  hoping,"  he 
says.  "I  don't  think  this  will  be  a 
matter  of  our  battling  for  the  same 
people  who  now  go  to  fast  food  places. 
I  think  this  type  of  restaurant  will 
bring  new  people  into  the  market. 
We're  carving  our  own  little  niche." 

A  healthy  niche  it  would  appear 
to  be.  But  there's  many  a  slip  be- 
tween S3  million  sales  and  $1  bil- 
lion.— Anne  McGrath 


The  roar  of  little  voices 

When  John  E.  Sloan  Jr.  became 
president  of  the  First  Tennessee 
Bank  of  Nashville  in  1976,  it  had  a 
logo,  office  space  and  not  much  else. 
"Business  was  not  about  to  walk  in 
the  door,"  recalls  Sloan,  46.  "I  had  to 
go  out  and  call  on  people." 


In  Bahrain 


Diplomat 


Few  hotels  in  Bahrain  can  match  the  splendour  and  spaciousness  of 
The  Diplomat.  None  can  match  its  cuisine  which  is  renowned  throughout  the  State 
Championship-size  tennis  courts,  a  swimming  pool  and  a  sunbathing 
terrace  complete  what  is  one  of  the  finest  hotels  in  the  Middle  East.  ,gr^ 

A  Trusthouse  Forte  Hotel  w> 

For  reservations  call  loll-free:  800-223  5672  nationwide; 
212-541 4400  in  New  York  City;  1-800  268  9761  in  Canada;416-363  6033  in  Toronto. 


$3,000,000 

N0BTH  COAST  ENERGY 
19831  DRILLING  PROGRAM 

(A  Predominantly  Developmental  Oil  &  Gas  Drilling 
Partnership  Focusing  On  Developmental  Prospects  In  Ohio  &  Oklahoma) 

North  Coast  Energy,  Inc.  's  primary  business  is  the  organization  and  management 
of  limited  partnerships  formed  for  the  purpose  of  exploring  for  and  production  of 
domestic  oil  and  gas  reserves. 


Investors  in  the  North  Coast  Energy  1983-1  Drilling  Program  will  participate  in  a 
portfolio  of  primarily  developmental  oil  and  gas  drilling  prospects. 

The  General  Partners  will  contribute  an  amount  equal  to  10%  of  Limited  Partner 
subscriptions  and  North  Coast  Energy  has  again  secured  a  25%  cash  commitment  on 
each  well  drilled  by  its  independent  Appalachian  driller/operators.  The  '83-1  program 
will  have  a  drilling  mix  of  85%  developmental  and  up  to  15%  exploratory.  Unit  price  is 
$5,000  and  minimum  purchase  is  one  unit. 


For  more  information,  contact  us.  your  broker,  your  investment  advisor,  or  detach 
and  mail  the  coupon  below. 


/'LEASE  SEND  ME  A  CURRENT  PROSPECTUS  AND  BROCHURE 


NORTH  C0R5T 
ENERGY,  INC. 

An  Integrated  Source  of  Energy 
Exploration,  Development  & 
Management 

~6311  N0HTHFIE10  RD.  (»320) 
BEDFORD  HTS..  OHIO  44146 
(216)663  1668 


CITY  . 


.  STATE 


ZIP . 


NORTH  COAST  ENERGY,  INC. 

An  Integrated  Source  of  E  nerqv  E  xplorat ion,  Development  A  Management 

5311  Northfield  Road  •  Bedford  Heights,  Ohio  44146  •  (216)  663  1668 


(Your  request  * 
Thli  It  neither  an  olfe 
by  the  Prospectui  anc 


ill  not  be  processed  if  phone  number  is  not  included  I 

to  tell  nor  an  otter  to  buy  these  securities  The  otter  is  made  only 
only  in  those  states  in  which  the  securities  may  legally  be  ottered 
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In  just  a  few  months  USA  TODAY  has  attracted  the  affluent  audience  that  every  newspaper  and 
magazine  wants.  Now  the  word  is  out  that  we  drew  the  same  high-income  readers  when  we  introduced 

USA  TODAY  in  New  York. 

The  latest  Simmons  data  confirm  it.  Our  readers  in  the  New  York  market  are  67%  college  educated,  47% 
upper  income,  and  44%  professional/managerial.  So  New  York,  like  the  rest  of  America,  loves 
USA  TODAY.  So  much  that  our  most  recent  audited  circulation  was  a  whopping  1,109,587. 
That's  why  you  should  get  into  USA  TODAY  You  get  more  out  of  it.  Find  out  how. 
Call  Joe  Welty  at  (212)  715-5360. 

©  Gannett  198.3  The  USA  in  an  entirely  different  way 


•USA 

TODAY 
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Sloan,  who  took  over  Sept.  1  as  the 
president  of  the  National  Federation 
of  Independent  Business,  the  nation's 
largest  small  business  organization, 
expects  to  be  doing  the  same  thing  in 
his  new  post.  The  NFIB  has  560,000 
dues-paying  members  and  a  $30  mil- 
lion budget,  but  Sloan  wants  more. 
The  more  members,  the  bigger  the 
budget,  and  the  bigger  the  budget,  the 
more  lobbyists  and  staff  to  do  the 
members'  bidding. 

His  legislative  priorities?  Two  main 
ones  are  to  cut  out  unnecessary  regu- 
lation and  to  cut  the  government  bud- 
get. "Not  only  is  there  the  interplay 
between  government  borrowing  and 
interest  rates,  which  hurts  the  small 
businessman,"  he  says,  "but  if  you 
have  to  pay  half  your  earnings  in  taxes 
to  support  the  government,  there  is  a 
lot  less  to  spend  on  new  plant  and 
equipment." 

Not  all  those  lobbyists,  he  hopes, 
will  be  in  Washington.  "The  federal 
government  is  not  the  entire  prob- 


NFIB's  John  E.  Sloan  Jr. 

With  one  stroke  of  a  pen.  .  .  . 

lem,"  says  Sloan.  "We're  seeing  more 
regulations  and  legislation  at  the  state 
and  local  level.  Somebody  at  the  state 
capitol  can  do  more  with  one  stroke  of 
a  pen  than  our  members  can  do  in 
their'  boardrooms  all  year.  We  have 
offices  in  all  50  states  and  we  want  to 
be  able  to  increase  our  staff  at  the 
local  level."— P.B.B. 
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In  Tulsa 


EXCELSISK 

An  exclusive  hotel  in  the  European  Tradition. 


The  new  Tulsa  Excelsior  Hotel .  adjacent  to  the  Assembly  Center  is  superbly 
located  in  the  heart  of  the  business  district,  minutes  from  the  entertainment 

and  shopping  areas.  With  over 450  rooms  including  32  suites  from  Studio  to 
Presidential ,  a  Gourmet  Restaurant  and  the  Parisien  Cafe,  the  Tulsa  Excelsior 

takes  its  place  as  one  of  the  finest  hotels  in  Oklahoma .  mfm\ 

A  Trusthouse  Forte  Hotel  w 

For  re\er\ ations  call  to]  1-1  ree:  81X3-223  5672  nationw  ide: 
212-541 4400  in  New  York  City:  1-800  268  9761  in  Canada:416-363  6033  in  Toronto. 


A^*  •  ^  Each  investor  has  a  slighdy  different 

T^IHfH  I^LT    objective:  some  want  long-term  capital 
M  dm  M.  M  ■  m  Y      growth,  some  need  income,  and  some 
^  *r        ^  like  to  jump  from  one 

^V#-     TllfinO    "l"l-l*Tl"#"  strategy  to  another  as 

%JL  JLUllCLo  lilc&l  their  needs  and  ihe 

market  conditions 

jfT|^  change.  Whatever  your  objecuve  happens  to  be,  you 

flVW  r^^fl*^^   should  know  about  Twentieth  Centurv  Investors — a 

I  I  I  *J  no-load  mutual  fund  company  that  offers  a  family  of 
g^m  '<mr  different  funds,  each  with  a 

M'  I  /ywt^  l^k^  1^ 'it^L  7    su8ntly  different  investment  strat- 

1  1^ 11 J  M  M  M      ♦  esy-  PernaPs  °ne  wi"  fit  v°ur  par_ 

%7      ticular  objecuve. 

Want  to  know  more?  For  more  complete  information  about  Twentieth  Century's 
funds  (Growth  Investors,  Select  Investors,  Ultra  Investors,  and  U.S.  Governments) 
including  charges  and  expenses,  send  for  a  free  prospectus.  Please  read  the  prospectus 
carefully  before  investing. 

TWENTIETH  CENTURY  INVESTORS  -  No-Load  Mutual  Funds 

Please  send  a  free  prospectus  to: 


Name  . 


Address  . 

City  

State   


Zip  . 


P.O.  Box  200,  Kansas  City,  Missouri  64141  -(816)  531-5575 
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i  udck  is  showing  better  form,  avoid- 
ing the  gutter  balls,  and  pleased  to  see  that 
Gulf  &  Western  has  rolled  its  last  frame. 


Bowling 
for  dollars 


sold  to  American  Home  Products  in 
the  nasty  fight.  Then  Reichert,  52, 
and  president  since  1977,  added  the 
title  of  chief  executive  and  began 
squeezing.  In  the  past  year  he  has  con- 
solidated 11  divisions  into  8.  All  the 
division  managers  now  report  directly 
to  him  and  they  bid  equally  for  his 
attention,  he  emphasizes. 

"It's  clear  we've  done  a  reasonably 


By  Jill  Bettner 


Jack  F.  Reichert,  chief  execu- 
tive since  April  of  battered 
Brunswick  Corp.,  comes  right  to 
the  point.  "People  said  Brunswick  was 
worthless,  that  our  medical  business 
was  our  only  good  one.  When  I  said  I 
genuinely  believed  the  remaining 
Brunswick  would  earn  $3.50  to  $4  a 
share  this  year,  they  said  I  was  crazy." 

Reichert  squeezed  Brunswick  like  a 
sponge,  wringing  out  more  than  $18 
million  in  salaries  and  other  operating 
expenses  from  the  1981  levels.  Gone 
are  400  white-collar  workers  and  lay- 
ers of  middle  management.  Also  gone 
are  a  couple  corporate  jets,  the  execu- 
tive dining  room  and  that  medical 
products  division.  Result:  Profits 
from  continuing  operations  were  up 
148%  in  the  first  half  of  1983  to  $31 
million,  or  $2.63  a  share,  on  an  11% 
increase  in  sales  to  $609  million.  Ana- 
lysts talk  of  maybe  $4.50  a  share  for 
the  year,  against  a  loss  from  continu- 
ing operations  of  nearly  $20  million, 
or  $1.38  a  share  last  year.  Without  the 
$211  million  gain  on  the  sale  of  its 
medical  products  division,  Brunswick 
would  have  been  in  the  red  in  1982. 

Brunswick,  based  in  Skokie,  111. 
outside  Chicago,  started  out  in  bowl- 
ing and  billiards  and  then  rolled  into 
medical  products,  Mercury  Marine 
outboard  motors,  fishing  tackle  and  a 
range  of  defense  and  energy-related 
technical  products.  Gathering  more 
and  more  managers,  it  grew  top- 
heavy.  "The  pyramid  was  too  tall," 
says  Reichert,  who  collects  pithy 
sayings,  and  who  was  ordained  a  Pres- 
byterian elder  shortly  after  joining 
Brunswick  26  years  ago  as  a  salesman. 

Staving  off  a  takeover  bid  by  Whit- 
taker  Corp.  last  year  was  costly.  The 
medical  division,  which  provided  $24 
million  in  profit  as  late  as  1981,  was 


ing.  The  company  recently  intro- 
duced a  new  automatic  scoring  device 
with  two  video  screens,  one  that 
shows  bowlers  their  scores  and  the 
other  that  lets  them  watch  TV  sports 
or  soap  operas. 

"He's  saying  all  the  things  past 
management  didn't  say  and  doing  all 
the  things  past  management  didn't 
do,"  says  Ernest  Levenstein,  an  ana- 
lyst at  Shearson/American  Express. 
"This  is  a  different  company." 

Better,  Reichert  no  longer  has  Gulf 
&  Western  to  worry  about.  The  New 
York-based  conglomerate  has  been  li- 
quidating its  securities  portfolio  since 
Charles  Bluhdorn's  death,  and  a  few 
weeks  ago  it  unloaded  its  2.5-  million- 
share  21%  stake  in  Brunswick. 

Brunswick  bought  1.2  million  of 
the  shares,  chewing  up  about  $47  mil- 
lion of  the  company's  $70  million 
cash  kitty,  but  reducing  the  outstand- 
ing shares  by  10%.  The  remainder  of 
the  G&W  shares  went  to  institutional 
investors.  If  Brunswick  is  not  entirely 
safe  now,  at  least  a  would-be  acquisi- 
tor  would  have  to  start  from  scratch 
to  acquire  a  position  in  the  stock. 

Brunswick's  retrenching  was  begun 
under   K.   Brooks   Abernathy,  still 
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Brunswick's  CEO  Jack  Reichert  (center) 
"They  said  I  was  crazy." 


decent  job  of  fixing  this  company," 
Reichert  continues.  Along  with  the 
streamlining,  he  has  strengthened  the 
balance  sheet.  Long-term  debt,  now 
36%  of  equity,  was  as  high  as  50% 
just  18  months  ago. 

"One  of  the  mistakes  of  American 
business  is  to  follow  the  cash-cow 
philosophy  of  investing  just  in  higher- 
growth  businesses,"  he  says,  includ- 
ing his  own  company  among  the  er- 
rant in  the  past. 

Reichert  says  his  goal  now  is  to 
refocus  the  leaner  Brunswick  on  some 
of  its  old  businesses,  including  bowl- 


chairman,  who  was  also  CEO  for  six 
years  until  he  handed  over  the  top  job 
to  Reichert  last  spring.  Abernathy, 
who  took  the  brunt  of  the  bad  public- 
ity surrounding  the  Whittaker  take- 
over attempt,  is  soon  due  to  retire 
when  he  turns  65. 

Both  Reichert  and  Abernathy  had 
"golden  parachutes"  written  into 
their  contracts  last  year  to  protect 
them  if  anybody  else  takes  a  run  at 
Brunswick.  But  Reichert  keeps  his 
fingers  crossed.  "To  my  knowledge, 
no  one  is  even  looking  at  Brunswick," 
he  says.  ■ 
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Now  a  lockbox  that  unlocks 
your  cash  hours  sooner. 

ft 

a  Our  new  image-based  system  of  the  check  projected  on  a  For  more  information, 

uses  proven  space-age  technology     video  terminal.  contact  Maureen  Keane, 

to  increase  speed  and  accuracy.  Because  we  can  process  Vice  President,  The  Northern 

By  incorporating  image-  checks  more  quickly,  more  funds    Trust,  50  South  La  Salle  Street, 

based  check  processing  into  our      are  available  to  you  sooner;  and     Chicago,  Illinois  60675.  Phone 
already  highly  successful  lockbox     you  also  realize  an  impressive        (312)  630-6000. 
system,  The  Northern  Trust 
now  can  provide  you  with  even 
faster  funds  availability  and 
i  more  accurate,  timely  infor- 
mation reporting. 

Here's  how  the  process 
works :  As  each  check  enters  the 
system,  its  image  is  recorded 
by  a  camera  and  stored  in  the 
system's  computer.  For  all 
subsequent  processing  steps  — 
even  preparing  the  reports  you 
specify— we  use  only  the  image 


improvement  in  the  quality, 
accuracy  and  timeliness  of  the 
reports  you  receive.  For  example, 
you  get  crisp,  clear,  laser-printed 
copies  of  your  checks  rather 
than  photostats.  This  improved 
quality  also  can  reduce  the  hidden 
costs  you  incur  in  working  with 
your  bank  to  resolve  inquiries. 

Significantly,  The  Northern 
Trust's  image-based  processing 
system  is  up  and  running  now. 
And,  since  all  of  our  present 
accounts  have  been  transferred 
to  the  new  system,  you  won't 
have  to  wait  to  take  advantage 
of  its  speed  and  efficiency. 


The  more  you  want 
your  bank  to  do, 
the  more  you  need 
The  Northern. 

Northern 
Trust 
Bank 

Member  F.D.  I.C. 


A  commitment 
to  provide  advanced 
systems,  products, 
and  services  meeting  the 
highest  standards 
of  performance  and 
cost-effectiveness. 


AN  ITT  TELECOMMITMENT 


SYSTEM  3100 

the  ITT  digital  business  com- 
munications System  3100  is 
I  ailored  for  growing  busi- 
nesses. This  modular  system 
grows  easily  and  inexpen- 
sively as  business  needs  ex- 
band.  Its  unique  combination 
Df  digital  technology  modu- 
lar design,  programmability 
pnd  use  of  multi-button  and/ 
ior  single-line  phones  gives  you 
maximum  flexibility.  You  can 
itailor  the  system  to  meet  the 
specific  needs  of  your  com- 
ipany  each  department  and 
(user.  And  you  choose  from  an 
extensive  list  of  features. 

System  3100  can  handle 
a  wide  range  of  telephone 
Traffic  and  is  designed  to  pro- 
vide a  future  communications 
(link  with  computers,  word  proc- 
essors, high-speed  printers 
and  electronic  mail  systems. 
System  3100:  a  digital  com- 
munications system  that 
responds  to  the  sophisticated 
i  voice  requirements  of  today 
i  and  to  the  developing  data 
requirements  of  tomorrow. 

|  AN  ITT  TELECOMMITMENT 

SYSTEM  FTS-3C 
FIBER  OPTICS 

Designed  for  economical, 
fast,  error-free  transmission  of 


data-ITT's  FTS-3C  Optical 
Span  Line  embodies  the  most 
advanced  fiber  optics  con- 
cepts. Intended  for  high- 
density  inter-office/intercity 
trunking  applications  and  as 
an  entrance  link  to  digital 
microwave  radio  systems,  it 
applies  up  to  1344  channels  to 
a  single  pair  of  hair-thin  opti- 
cal fibers.  Immune  to  electro- 
magnetic or  radio  frequency 
interference,  FTS-3C  ushers  in 
a  new  era  of  modern  com- 
munications. Used  with  ITT's 
new  M13  high-order  multi- 
plexer, you  get  a  complete 
transmission  system  that  is 
cost-effective  and  reliable. 


AN  ITT  TELECOMMITMENT 


CELLTREX 

CELLTREX  revolutionizes  the 
cellular  radio-telephone  mar- 
ket. Remote  cell  site  switching 
and  radio  units  combine  with 
a  digital  host  Network  Control 
System  to  serve  subscriber 
community  clusters  at  low 
capital  investment. 

ITT's  unique  decentralized 
Remote  Switch  Group  ap- 
proach enables  calls  to  be 
processed  from  remote  sites 
with  no  costly  routing  through 
the  central  control.  CELLTREX 
offers  cost-effective  full  cel- 
lular service  for  large  cities, 
and  communities  once  con- 
sidered too  small  or  isolated. 


AN  ITT  TELECOMMITMENT  | 

NETWORK  2000 

Network  2000  is  here-ITT  Tele- 
com's total  system  approach 
to  optimize  the  access  and 
transport  of  information.  It  be- 
gan with  1210,  ITT's  first  digital 
switch.  The  1210  is  still  evolving 
with  integrated  loop  electron- 
ics, capacity  improvements, 
and  ultra-sophisticated  main- 
tenance and  system  safe- 
guards coming  on  line.  Plus, 
the  1210  is  inter-operable  with 
the  ITT  1240,  the  world's  most 
advanced  digital  system.  In 
1240,  unique  patented,  fully- 
distributed  interactive  software 
in  each  modular  element  re- 
places conventional  central 
processor  control.  This  virtually 
eliminates  major  outages, 
internal  congestion  and  system 
reprogramming.  1240  fits  any 
initial  requirement;  yet  capa- 
city, features  and  capabilities 
expand  simply  and  econom- 
ically. The  1210/ 1240  combi- 
nation provides  a  transition  to 
the  more  sophisticated  high- 
tech voice/data  networks 
of  the  future . . .  Network  2000. 


For  prompt  response,  please  call 
this  toll-free  number: 

1-800-742-1240 

Or  write:  ITT  Telecom,  3100  Highwoods 
Blvd.,  Dept.  F2,  Raleigh,  NC  27604 


ITTTelecom 
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H  you  can  understand  this  formula,  you've 
taken  the  first  step  to  reducing  distribution  costs. 

If  you  can't,  call  Leaseway  Transportation. 
Because  our  unique  computer  device,  the  LANE 
program,  knows  how  to  translate  this  formula  into 
a  more  cost-efficient  distribution  network. 

What's  more,  our  experts  will  develop  a  LANE 
profile  for  you,  free  of  charge.  LANE  program  rapidly 
and  accurately  identifies  the  inherent  transportation 
balances  within  a  complete  distribution  network. 
These  network  balances  include  not  only  simple 
fronthaul/backhaul  pairs,  but  more  complex 
configurations  as  well. 

All  you  do  is  provide  your  Leaseway  sales- 
man with  your  freight  flow  data.  The  LANE  system  processes  the  information 
by  applying  the  latest  in  computer  technology.  Its  combination  of  sophisticated,  yet 
practical  capabilities  will  help  you: 

•  Identify  balanced  lanes  as  well  as  difficult  imbalances  —  some  obvious, 
many  less  apparent.  •  Better  understand  lanes  in  terms  of  shipment  type,  size,  and 
frequency.  •  Evaluate  cost/benefit  of  alternative  transportation  methods  and  modes. 
•  Perform  mileage-based  analyses.  •  Analyze  the  effect  of  reconfiguring  transporta- 
tion networks.  •  Evaluate  loaded  mile  efficiency.  •  Investigate  the  opportunities  for 
matching  your  imbalances  with  those  of  other  companies. 

From  this  information,  your  Leaseway  Transportation  salesman  will  formulate 
a  plan  of  action. 

This  means  you  can  spend  more  time  implementing  the  right  decisions  and 
less  time  investigating  infinite  possibilities.  And  we're  confident  your  LANE  profile 
will  show  you  one  more  thing:  how  profitable  it  can  be  to  do  business  with  us. 

If  you're  impressed  with  the  savings  of  our  profile,  we're  certain  you'll  be  inter- 
ested in  the  next  steps  of  our  cost-cutting  program.  But  you  can't  start  saving  until 
you  call.  So  take  advantage  of  our  unique  offer.  You  have  absolutely  nothing  to 
lose.  Contact  Tom  Devine  at  Leaseway,  800-321-8970.  In  Ohio  call  216-464-3300.  We 
put  good  ideas  into  motion. 

Leaseway  Transportation 

3700  Park  East  Drive  Cleveland  OH  44122 


Do  you  love  the  idea  of  saying  good-bye  to  freeway  traffic jams  or 
crowded  commuter  cars  and  doing  your  work  at  home?  Maybe 
you  do,  but  maybe  you  really  don't. 


A  job  with  a  view 


Chris  Rutkowski  and  son,  Lars,  2  years  old 
While  Rutkowski's  wife  finishes  her  book,  Rut- 
kowski  runs  his  computer  software  business  far 
from  the  smog  and  heat.  Most  of  his  42  employees 
telecommute from  their  homes,  too. 


By  Kathleen  K.  Wiegner 
and  Ellen  Paris 


WE  ARE  WRITING 
this  article  in  a 
stuffy  Los  Ange- 
les office.  It's  100  degrees 
outside.  Thick  smog.  The 
air  conditioner  is  broken, 
again.  To  get  to  and  from 
this  oven  we  drive  endless 
miles  over  hot  concrete, 
doing  our  bit  for  OPEC 
and  the  inner-city  proper- 
ty speculators. 

Wouldn't  it  be  nice  to 
work  like  Chris  Rut- 
kowski? Rutkowski  is 
president  of  Rising  Star,  a 
fast-growing  computer 
software  company.  Rising 
Star's  offices  are  in  gritty 
Torrance,  Calif.  A  mere  3 
miles  away  is  Rutkow- 
ski's imposing  Spanish- 
style  home  in  lush  Rolling 
Hills  Estates,  on  the  Palos 
Verdes  peninsula.  Rolling 
Hills  is  green,  cool.  While 
the  baby-sitter  herds  his 
two  small  children  and 
his  wife  word-processes 


another  chapter  of  her 
book  on  infants,  is  Rut- 
kowski drudging  in  his  of- 
fice? Not  at  all.  He  gener- 
ally stays  at  home  and 
manages  Rising  Star's  42 
employees  with  the  help 
of  his  Epson  QXTO  com- 
puter. Of  his  employees, 
all  but  6  do  likewise. 

"I'd  never  work  any- 
place without  a  view," 
chortles  Rutkowski,  real- 
ly rubbing  it  in,  as  he 
looks  out  on  the  Pacific. 

Up  that  same  coast, 
Ronda  Dave  gazes  out  on 
sparkling  San  Francisco 
Bay  from  the  ninth-floor 
condominium  apartment 
that  she  shares  with  over 
$15,000  worth  of  home 
computer  gadgetry.  Dave, 
who  holds  a  doctorate  in 
educational  psychology, 
runs  a  business  providing 
consulting,  technical  edit- 
ing and  word  processing 
for  Bay  Area  graduate  stu- 
dents who  need  a  high  de- 
gree of  statistical  data  in 
their  papers  and  theses. 
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A.S  she  talks,  her  computer  whirs  through  statistical  mod- 
els while  her  printer  clicks  efficiently  away  in  the  back- 
ground. Dave's  programmer,  working  several  miles  away 
and  also  out  of  her  home,  is  hooked  into  a  Stanford 
University  mainframe  and  may  soon  communicate  direct- 
ly with  Dave's  computer. 

Welcome,  then,  to  the  wonderful  phenomenon  of  tele- 
commuting, which  promises  to  change  the  daily  lives  of 
millions  of  Americans  as  radically  as  the  automobile  did 
beginning  a  half  century  or  so  ago.  As  with  cottage  indus- 
try of  old,  with  telecommuting  the  job  is  coming  to  the 
worker  rather  than  the  worker  to  the  job.  It's  early  in  the 
trend,  but  quite  clearly  something  big  is  afoot.  Further 
north  of  Dave's  pad,  at  his  home  in  tiny  Reardan,  Wash., 
Bruce  Johnson  does  computer  graphics  design  on  his  Apple 
H.  Johnson  says  working  at  home  like  this  is  about  the 
only  way  he  can  work:  As  the  result  of  a  high  school 
football  injury,  he  is  confined  to  a  wheelchair  and  finds 
conventional  commuting  virtually  impossible. 

Out  in  Minnesota,  George  Chamberlain  taps  computer 
programming  instructions  into  the  personal  computer  in 
his  cell  in  Minnesota  State  Prison,  where  Chamberlain 
(who  is  part  of  a  Control  Data  Corp. -sponsored  rehabilita- 
tion program)  has  served  4  years  of  a  35 -year  sentence  for 
sex  offenses. 

Telecommuting  is  as  yet  hardly  a  tidal  wave.  No  one 
knows  with  any  precision  how  many  telecommuters 
there  now  are.  But  Jack  Nilles  estimates  the  telecommuter 
ranks  at  10,000  to  20,000,  mostly  part-timers.  Nilles  is  a 
senior  research  associate  at  the  University  of  Southern 
California,  and  the  person  who  claims  to  have  coined 
"telecommuter"  in  1973.  He  predicts  that  number  could 


swell  to  10  million  by  1990.  The  trend  has  grown  impor- 
tant enough  that  the  National  Research  Council,  an  arm  of 
the  National  Academy  of  Sciences,  will,  for  the  first  time, 
hold  a  two-day  seminar  on  the  working-at-home  phenom- 
enon in  November  in  Washington,  D.C. 

What's  so  attractive  about  telecommuting?  Ask  one 
practitioner  and  you'll  get  one  answer,  ask  another  and 
you'll  get  a  different  answer.  Some  like  it  for  the  view. 
Others,  like  60-year-old  Marjorie  Whitecross,  like  it  be- 
cause it  keeps  them  mentally  active  (and  earning  some 
money)  in  retirement.  Still  others  telecommute  to  spend 
more  time  with  children  and  spouses. 

Telecommuting  can  even  bring  a  degree  of  family  to- 
getherness. "Last  night,"  reports  Jim  Anderson,  a  telecom- 
muting general  partner  in  a  venture  capital  firm  in  San 
Francisco,  "my  wife  and  I  had  a  discussion  about  whether 
to  standardize  the  format  for  our  home  computers.  I  can't 
believe  we  were  having  that  discussion." 

Lawrence  Lerner  says  telecommuting  has  greatly  aug- 
mented his  productivity.  Lerner,  59,  runs  his  200-employ- 
ee  architectural  firm  with  the  help  of  Altos  computers 
installed  in  his  homes  in  Manhattan  and  Beverly  Hills. 
From  his  at-home  screens,  Lerner  communicates  with  his 
office  staff  at  their  screens  about  everything  from  equip- 
ment purchases  to  zoning  permits.  The  relevant  data  for 
all  decisions  flow  effortlessly  between  screens.  And, 
thanks  to  telex  line  connections,  Lerner  can  hold  similar 
on-screen  conversations  with  his  associates  in  Tokyo  and 
Sydney. 

"My  work  is  more  concentrated  when  I'm  home,"  says 
Lerner.  "When  I'm  in  an  office,  I  am  too  much  at  the  mercy 
of  silly  conversations  to  be  really  productive." 


San  I-Yanciscos  Roncia  Dave  and  graduate  student-client  Tom  Glodek 

Her  $15,000  system  finally  works,  but  only  after  seven  months  of  lugging  her  equipment  back  and  forth 
between  home  and  suppliers.  The  servicemen,  she  says,  "were  novices." 
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Making  steel  in  backyards  is  not  feasible,  as  China's 
Mao  learned.  Nor,  environmentalist  fanatics  to  the  con- 
trary, can  power  be  generated  efficiently  from  little  wind- 
mills and  solar  panels  on  roofs.  But  the  U.S.  economy  is 
changing,  depending  less  on  heavy  industry  and  more  on 
information.  John  Naisbitt,  author  of  the  bestselling  Mega- 
trends, estimates  that  around  60%  of  American  jobs  now 
involve  handling  information.  And  where  information  is 
the  product,  telecommuting  comes  into  its  own. 

The  real  father  of  telecommuting  is  the  microcomputer. 
The  microcomputer  and  the  intelligent  terminal  are  both 
growing  smarter  and  cheaper.  With  a  decent  micro  or 
terminal,  or  both,  any  moderately  intelligent,  curious  per- 
son can  retrieve  data,  process  it  on  site  and  send  it  to 
another  computer  without  leaving  his  home — a  portion  of 
which  the  IRS  probably  allows  him  to  deduct.  Hardly  a  day 
now  passes  without  the  introduction  of  some  new  and 
usually  useful  computer  gadget — from  new  software  for 
investors  to  new  autodialers  so  your  computer  can  call 
other  computers  in  the  middle  of  the  night. 

Another  important  boost  for  telecommuting  has  been 
«the  rapid  proliferation  of  intelligently  organized,  easy- 
to-access  databases,  which  are,  in  effect,  the  semifinished 
materials  against  which  many  telecommuters  apply  their 
computers  and  energy. 

Take  Darcy  Bolton.  Bolton,  a  46-year-old  former  lab 
technician,  runs  his  real  estate  businesses  from  his  home 
in  Irvine,  Calif,  with  the  aid  of  his  Vector  Graphic  3 
computer.  Two  years  ago  Bolton  added  a  new  business 
line:  patent  searches  for  local  lawyers. 

It  works  like  this:  Through  his  Vector  Graphic,  Bolton  is 
able  to  tap  into  McLean,  Va. -located  Pergamon  Interna- 
tional Information  Corp.'s  database,  which  contains  fil- 
ings with  the  U.S.  Patent  Office  as  well  as  references  to 
domestic  and  international  patent  law  cases.  Bolton  pays 
Pergamon  $90  for  each  hour  he  is  on  line,  tapping  Perga- 
mon's  information.  Bolton  then  charges  his  clients  $100 
for  a  routine  patent  search — which  Bolton  says  he  can  do 
in  about  40  minutes  or  sometimes  less.  Sixty  dollars' 
worth  of  raw  material  upgraded  into  an  end  product  worth 
$100,  with  the  aid  of  relatively  inexpensive  equipment. 
Bolton  says  the  patent  searches  easily  gross  him  $4,000  to 
$5,000  a  month,  much  of  which  is  pure  profit.  Total  cost  of 
all  his  hardware:  around  $13,000. 

Operating  on  a  more  modest  scale  is  Katherine  Acker- 
man,  who  may  exploit  more  databases  than  anyone.  Ack- 
erman,  27,  is  a  former  Chicago  Tribune  research  librarian 
who  left  the  paper  to  have  a  baby  last  October.  Rather  than 
fob  off  her  baby  on  relatives  or  hired  help,  she  set  herself  up 
at  home  as  an  all-around  expert  on  databases.  Ackerman  is 
in  effect  a  rent-a-researcher.  She  is  like  a  Japanese  samurai 
of  old,  with  a  computer  for  a  sword.  She  hires  herself  and 
her  IBM  Personal  Computer  out  to  clients  too  small  to 
fight  through  the  growing  thicket  of  electronic  informa- 
tion. Thus  a  smallish  advertising  agency  trying  to  win  a 
tiremaker's  account  hires  Ackerman  to  dig  up  tire  indus- 
try statistics.  Ackerman  accesses  the  Disclosure  database 
and  gives  the  agency  the  figures  it  needs  for  a  presentation. 

Tapping  a  base  costs  her  anywhere  from  $35  to  $95  an 
hour,  plus  another  $6  to  $10  an  hour  for  telephone  time. 
Ackerman  bills  these  costs  directly  to  her  clients,  adding 
her  time  at  $35  an  hour.  She  says  she  averages  15  hours 
($525)  a  week  and  could  work  far  more  if  she  wanted. 

"One  of  the  best  things  about  working  at  home  like 
this,''  she  explains,  her  voice  rising  over  her  baby's  back- 
ground screams,  "is  that  if  the  baby  does  something  cute  I 
have  the  freedom  to  drop  everything  and  take  his  picture, 
which  I  do  a  lot." 
But  not  everyone  loves  the  idea.  The  trade 


Irt  ine,  Calif,  patent  searcher  Darcy  Bolton 
By  knowing  how  to  massage  the  right  database, 
Bolton  can  upgrade  a  $60  hour  to  a  $100  hour 
with  relatively  inexpensive  equipment. 


unions, 


already  in  decline  in  the  U.S.,  see  a  new  threat  in  telecom- 
muting. Karen  Nussbaum,  33,  is  the  articulate  founder  of  9 
to  5,  National  Association  of  Working  Women,  a  member- 
ship organization  for  women  office  workers,  which  acts 
like  a  trade  union  but  has  no  collective  bargaining  powers. 
Nussbaum  claims  that  telecommuting  can  be  a  means  of 
exploiting  clerical  workers — "like  turn-of-the-century  gar- 
ment workers  who  ran  sewing  machines  on  their  kitchen 
tables  and  were  paid  piece  rates."  As  she  speaks,  Nuss- 
baum grows  indignant.  "Even  bathroom  breaks  can  be  on 
their  own  time,"  she  huffs.  Nussbaum  says  she  wants 
home  workers  to  be  guaranteed  the  same  rights  and  bene- 
fits office  workers  get. 

"We  think  the  opportunity  for  worker  exploitation  is 
rife  with  telecommuters,"  agrees  Denise  Mitchell,  a 
spokeswoman  for  the  Service  Employees  International 
Union,  which  represents  50,000  clerical  workers,  mostly 
women.  "We  think  it  [telecommuting]  should  be  banned." 

Trade  unionists  might  not  want  to  admit  the  fact,  but 
telecommuting  is  opening  up  vast  tracts  of  human  poten- 
tial. It  allows  many  people,  who  have  previously  been 
doomed  to  lead  unproductive  lives,  to  blossom. 

Old  people,  for  example.  Two  years  ago  Eric  Knudson, 
owner  of  a  smallish  software  company  called  ACS  Amer- 
ica, was  having  trouble  keeping  his  programmers.  So  he 
opened  Wave  III  in  Sarasota,  Fla.  Object:  to  train  retirees  to 
program  computers  for  his  own  and  other  firms. 


FORBES,  SEPTEMBER  12,  1983 

tmTMMII  ■■iiMinin 


145 


.  <  igo  research  librarian-turned-databasesamurai  Katberine  Ackerman  and  son 
Database  costs  at  $35  to  $95  an  hour,  plus  telephone  time  at  $6  to  $10  an  hour,  plus  her  time  at  $35  an 
hour  work  out  to  a  nice  income  and  time  to  photograph  the  baby,  which  she  does  a  lot. 


Knudson  gave  the  retirees  a  free,  three-month  program- 
ming course  and  a  job — at  $90  a  day  for  a  preset  program- 
ming quota — to  those  who  successfully  completed  the 
course.  Knudson  says  Wave  III  received  over  6,000  applica- 
tions; 100  people  were  accepted  and  finished  the  course. 
Knudson's  original  company,  ACS  America,  has  since  run 
into  cash  problems,  and  Knudson  has  closed  Wave  III.  But, 
says  he,  "That  market  is  so  ready  for  something  challeng- 
ing to  do.  ..." 

Or  take  the  handicapped,  another  group  well  served  by 
telecommuting.  Northbrook,  111. -based  Lift,  Inc.  is  a 
nonprofit,  non-government-funded  organization  founded 
eight  years  ago.  Lift  trains  severely  disabled  people — para- 
plegics, quadriplegics,  men  and  women  with  polio,  muscu- 
lar dystrophy  and  spinal  injuries — to  become  computer 
programmers.  Lift  gives  the  trainee  an  IBM  model  3270- 
series  terminal  and  six  months'  in-home  training.  When 
the  six  months  are  up,  Lift  hires  the  trainee  for  a  year, 
contracting  his  services  out  to  one  of  the  40-odd  major 
corporations  Lift  works  with.  Generally  the  trainee  be- 
comes a  regular  employee  of  the  company  when  the  year  is 
up.  Allstate  Insurance  is  working  with  its  seventh  disabled 
telecommuter  from  Lift,  Standard  Oil  of  Indiana  its  fourth. 
"It  just  revolutionizes  their  lives,"  says  Lift  cofounder 
William  Woerner  of  his  graduates.  "[Programming]  be- 
comes their  whole  world." 

For  all  its  charms,  telecommuting  is  obviously  not  for 
everyone.  It  is  not,  for  example,  for  those  who  need  the 
discipline  of  the  central  office  to  keep  them  from  pruning 
the  fruit  trees  or  painting  the  shed. 

A  more  pressing  problem  is  this:  The  electronic  work- 
place does  not  always  come  in — or  stay  in — sound  working 


order.  San  Francisco's  Ronda  Dave,  for  example,  shares  her 
condominium  with  the  tools  of  her  trade,  an  Altos  com- 
puter, an  NEC  printer,  two  Televideo  terminals  and  sun- 
dry software  programs,  all  of  which  she  purchased  sepa- 
rately. Because  she  bought  them  separately,  the  pieces  had 
to  be  assembled. 

That's  where  Dave's  troubles  began.  First,  she  had  to 
wait  three  weeks  for  Altos'  technicians  to  arrive.  "They 
were  novices,"  says  Dave  contemptuously.  "They  in- 
stalled the  system  improperly.  Then,  starting  in  May,  we 
began  having  funny  problems  with  the  word  processing 
software.  Then  the  printer  wouldn't  function  properly. 
Then,  after  two  or  three  months,  it  [the  printer]  started 
jamming." 

Worse  than  the  jammed  printer,  manuscripts  that  were 
being  laboriously  word-processed  would  simply  disappear 
from  her  system,  wiping  out  costly  hours  of  work. 

So  Dave  and  her  two  assistants  lugged  the  printer  to 
ComputerLand.  Then  she  called  in  an  NEC  repairman  to 
fix  the  printer,  all  to  no  avail.  Finally,  seven  months  after 
she  purchased  her  equipment,  ComputerLand  discovered 
(and  eventually  fixed)  a  fault  in  the  software. 

Moral:  Before  you  buy,  make  clear,  in  writing,  your 
suppliers'  obligations  to  install,  start  up  and  service  your 
equipment.  Like  most  serious  telecommuters,  Dave 
strongly  recommends  protecting  oneself  with  a  service 
contract.  These  can  usually  be  purchased  for  around 
$1,000  for  a  reasonably  sophisticated  system. 

To  put  it  bluntly,  then,  telecommuting  is  not  without 
its  drawbacks. 

With  few  exceptions,  today's  telecommuters  are  highly 
innovative  and  motivated  owner-operators  like  Darcy  Bol- 
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ton  and  Kathy  Ackerman.  They  are  entrepreneurs  essen- 
tially, people  who  might  have  gone  into  business  for 
themselves  even  without  computers.  But  for  telecommut- 
ing to  swell  to  the  10  million  presaged  by  USC's  Jack 
Nilles,  America's  big  corporations  will  have  to  climb  on 
the  trend.  Will  they?  The  answer  is:  probably,  but  slowly 
and  unevenly. 

For  one  thing,  there  are  still  many  technical  bugs  to  be 
sorted  out.  In  1978  Chicago's  Continental  Illinois  Nation- 
al Bank  began  a  small  experimental  program  of  farming 
out  secretarial  work — dictation  and  letter  writing,  that 
sort  of  thing — to  women  in  their  homes.  The  women 
would  call  in,  receive  their  assignments  from  tape  record- 
ings, complete  the  work  and  send  it  via  computer  to  the 
bank.  The  bank  was  flooded  with  applications  for  the 
program;  workers  loved  it.  But  the  bank  closed  it  in  August 
1982.  The  problem:  Much  of  the  equipment  didn't  mesh, 
requiring  supervisors  to  step  in.  "So  many  people  were 
getting  involved,"  says  Elizabeth  Carlson,  who  oversaw 
the  program,  "that  it  was  not  cost  effective." 

But  Carlson  says  the  bank  believes  the  problems  have 
been  worked  out  and  is  currently  looking  at  resuming  the 
program  this  year. 

Another  hurdle  to  corporate  use  is  the  Internal  Revenue 
Service.  Like  the  trade  unions,  these  Washington  bureau- 
crats see  telecommuting  as  a  threat  to  their  livelihood, 
which  is  supposed  to  be  in  protecting  the  public.  Corpora- 
tions would  be  more  interested  in  telecommuting  if  they 
could  reduce  such  employment  costs  as  Social  Security 
payments,  which  they  could  do  if  their  telecommuters 
were  independent  contractors.  But  an  Internal  Revenue 
Service  spokesman  warns  that  if  a  "continuing  employee- 
employer  relation  exists,"  and  if  the  employer  supplies  the 
employee's  tools,  including  at-home  telecommuting 
equipment,  then,  for  Social  Security  purposes,  the  tele- 
commuter is  considered  a  regular  salaried  worker  and  is 
taxed  at  the  SSA's  full  whack,  regardless  of  where  he 
works.  Companies  might  be  able  to  avoid  this  problem  by 
selling  employees  the  equipment  on  easy  terms,  assuming 
the  tax  collector  did  not  construe  the  favorable  terms  as 
taxable  income  to  the  workers. 

Probably  the  greatest  hurdles,  however,  have  to  do  more 
with  industrial  culture  and  psychology  than  econom- 
ics. In  1981  Xerox  hired  APECS,  a  Dallas-based  research 
outfit,  to  study  telecommuting.  What  did  the  survey  find? 
"I  don't  see  a  large  number  of  people  going  to  work  at 
home  full  time  for  all  their  working  lives,"  researcher 
Joanne  Pratt  told  us,  reflecting  on  her  findings.  "But  I  do 
see  a  large  number  of  people  taking  advantage  of  this 
[telecommuting]  for  shorter  periods  of  time — half  a  year, 
perhaps,  or  a  couple  days  a  week." 

Don't  expect  to  find  middle  and  upper-middle  managers 
among  the  telecommuters.  Why  not?  Probably  because 
they  are  either  insecure  in  their  jobs  or  still  clawing  their 
way  up  the  corporate  hierarchy  (or  both).  The  corpora- 
tion— with  its  complex  reward  system  of  carpeted  offices, 
secretaries  and  the  like — is  their  culture.  The  fear  of  leav- 
ing it  probably  outweighs  the  advantages. 

Put  another  way,  most  people  are  more  comfortable  in 
crowds.  They  crave  and  require  peer  approval.  Constantly. 

Margrethe  Olson,  a  New  York  University  business 
school  professor,  puts  it  this  way:  "Culture  changes  more 
slowly  than  technology." 

In  a  pioneering  1976  book  on  telecommuting's  potential 
influence  on  decentralizing  American  industry,  USC's 
Nilles  presented  research  showing  that  corporate  manag- 
ers feel  far  less  confident  about  decisions  reached  using 
telecommunications  (the  phone,  say)  than  they  feel  about 
decisions  made  in  the  course  of  face-to-face  meetings  with 


colleagues — despite  the  fact  that  the  decisions  are  almost  al- 
ways identical.  They  prefer  eyeball-to-eyeball  to  voice-to- 
voice.  As  a  result,  corporate  telecommuting  will  probably 
come  in  the  form  of  a  compromise,  as  it  has  already  on  a 
small  scale  at  Rockwell  International.  Last  year  Rock- 
well's Semiconductor  Device  Division,  based  in  Newport 
Beach,  Calif.,  hired  18  semiconductor  designers  in  San 
Diego.  Rather  than  drive  the  80  miles  up  to  Newport 
Beach,  or  move  there,  the  designers  commute  to  a  small 
facility  near  their  San  Diego  homes.  From  this  convenient 
outpost  they  telecommute  to  Newport  Beach.  Rockwell 
was  thus  able  to  hire  on  new  workers  without  all  the 
associated  relocation  costs  and  the  workers  have  been 
content  to  remain  in  their  San  Diego  environment.  "We 
are  all  very  happy  with  this  arrangement,"  says  the  San 
Diego  operations  project  manager,  Dan  Pearson. 

In  this  way  the  new  technological  possibilities  will 
begin  to  combine  with  the  deep-seated  psychological  reali- 
ties. Or,  as  telecommuting  architect  Larry  Lemer  puts  it: 
"Lunch  with  other  executives  or  people  from  your  com- 


Clerical  workers'  group  9  to  5  founder  Karen  Nussbaum 
With  labor  unionists,  Nussbaum  argues  that  tele- 
commuting will  exploit  women  working  at  home. 
She  compares  it  to  the  garment  workers  of  the 
early  1900s,  who  were  paid  piece  rates. 
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You'll  Lovd 


At  Ford  Motor  Company, 
We  're  Committed  To  Advancing 
The  State  Of The  ArtOf 
Automotive  Safety. 

We  test  drive  our  Fords,  Mercurys 
and  Lincolns  45,000  miles  a  day,  over  the 
most  challenging  surfaces,  in  all  weather 
conditions.  That's  over  16,000,000  miles 


a  year  of  test  driving  to  help  insure  you 
have  a  proven  vehicle. 

Samples  of  automotive  systems  we 
design,  materials  we  use,  parts  we  build 
or  buy  are  subjected  to  rigorous  testing. 
Procedures  resulting  in  Ford  Motor 
Company  achieving  the  highest  quality 
rating  of  any  American  automotive 
manufacturer* 

Ford  Motor  Company  is  the  only  auto- 
motive manufacturer  of  the  Big  Three  to 


*Based  on  a  survey  of  owner- reported  problems  during  the  first  three  months  of  ownership  of  1983  vehicles 
designed  and  built  in  the  U.S. 


{The  Security 

im  Bryant— Test  Driver,  Michigan  Proving  Grounds 
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equip  every  car  with  damage-resistant 
5  mph  bumpers.  Front  and  rear. 

In  addition,  because  of  improvements 
in  serviceability  and  repairability,  64%  of 
the  cars  we  now  manufacture  qualify  for 
reduced  collision  and  comprehensive  rates 
with  the  Allstate  Insurance 
Company  and  none  of  our  cars 
are  surcharged.  That's  better 


than  any  other  major  automobile 
manufacturer — foreign  or  domestic. 

But  no  matter  how  effective  "Quality  is 
Job  1"  is  in  giving  you  a  proven  vehicle,  no 
matter  how  much  we  do  to  make  sure  you're 
as  secure  as  possible,  you  must  do  your  part 
as  well.  And  that  means  driving 
carefully  and  getting  it  together 
and  buckling  up. 


Quality  is  Job  1 

Ford  •  Mercury  •  Lincoln  •  Ford  Trucks  •  Ford  Tractors 


pany  is  still  an  important  ritual.  You  cannot  isolate  your- 
self totally." 

Lerner  thinks  telecommuting  will  grow  and  that  small 
businessmen  will  be  the  leading  edge:  "Cutting  myself  out 
of  the  daily  office  routine  was  a  real  advantage  to  my 
company.  I  wanted  to  train  a  new  generation  of  executives, 
and  I  used  this  as  an  excuse  to  put  them  on  their  own  while 
I  was  in  close  touch  but  out  of  sight.  And  it's  worked 
beautifully.  They  now  make  more  of  the  everyday  deci- 
sions without  saying,  'Gee,  what  would  Larry  think?' — 
which  was  my  main  motivation  in  the  first  place." 

If  all  this  makes  telecommuting  sound  marginal,  re- 
member this:  Back  at  the  turn  of  the  century  nobody — not 
sage,  not  simpleton — had  any  notion  of  how  drastically 
the  automobile  would  transform  the  economy  and  the 
society.  Who  could  have  predicted  the  effect  of  the  auto- 
mobile on  the  American  landscape,  on  foreign  policy  or  on 
the  social  mores  of  a  newly  mobile  nation?  Perhaps  ener- 
gy-efficient telecommuting,  by  making  possible  large- 
scale  home  work,  will  reverse  many  of  these  trends,  bring- 
ing families  closer  together.  The  computer  revolution  is  in 
its  early  stages.  Where  it  will  go,  no  man  can  say.  But  here 
are  a  few  possibilities: 

The  University  of  Southern  California's  Nilles,  esti- 
mates that  the  U.S.  could  eliminate  74  million  barrels  of 
gasoline  imports  annually  if  about  14%  of  the  work  force 
shifted  to  telecommuting.  If  those  figures  are  right,  the 
U.S.  would  eliminate  its  gasoline  import  requirement 
with  about  13  million  new  telecommuters.  Again,  that 
won't  happen  soon.  But  obviously  telecommuting  is  bad 
for  energy  producers,  good  for  most  everyone  else. 


Or  think  about  urban  land  prices,  which  would  probably 
fall  relative  to  rural  and  suburban  land  prices  should  large 
numbers  of  workers  telecommute.  By  the  same  token,  the 
spread  of  the  automobile  enabled  people  to  live  farther 
from  work,  driving  down  the  relative  cost  of  urban  land, 
driving  up  the  relative  cost  of  suburban  land. 

Tlhere  is  evidence  this  process  is  already  under  way  as 
our  society  moves  from  a  hard  economy  to  a  soft  econo- 
my, from  heavy  industry  to  knowledge-  and  scrvice^bascd 
industries.  In  a  startling  article  in  July's  Scientific  American, 
Larry  Long  and  Diana  DeAre,  two  U.S.  Bureau  of  the 
Census  demographers,  presented  their  analysis  of  the  1980 
census.  They  reported  that  for  the  first  time  since  the 
decennial  census  was  instituted,  in  1790,  America  ceased 
urbanizing  in  the  1970s  Why?  Certainly  not  because  more 
people  arc  taking  up  farming.  The  people  who  moved  to 
the  rural  areas  to  take  up  new  jobs  there  do  not  conform  to 
the  ordinary  image  of  the  rural  population.  Rather  than 
being  farm  workers,  they  are  in  many  instances  either 
workers  with  the  kind  of  technical  training  required  in 
modern  industry  or  professionals."  For  better  or  worse,  the 
hick  has  become  a  sophisticate.  In  an  oblique  reference  to 
telecommuters  the  demographers  add: 

"The  new  rural  demographic  concentrations  appear  to 
represent  small  centers  of  urban  culture  transplanted  to 
the  countryside  and  enabled  to  survive  by  recent  advances 
in  communications,  transportation  and  methods  of  indus- 
trial production." 

When  the  BMWs  and  new-wave  restaurants  start  invad- 
ing your  local  farm  villages,  you  will  know  the  telecom- 
muters are  taking  over.  ■ 


Architect  Larry  Lo  ner,  telecommuting  coast  to  coast  and  to  Japan 

Working  from  homes  in  New  York  and  Los  Angeles  has  boosted  his  productivity.  "When  I'm  in  one  of  my 
offices,  I  am  too  much  at  the  mercy  of  silly  conversations  to  be  really  productive."  But  people  still  need  to 
meet  face  to  face.  "Lunch  with  other  executives  or  people  from  your  office  is  still  an  important  ritual." 
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Eliminating  choice.  The  new  wave 
in  the  life  insurance  business? 


Lately,  it  seems  that  some  life  insurance 
companies  are  dropping  their  traditional 
policies  into  one  basket. 

They've  been  devoting  themselves  to  new 
interest-sensitive  policies  while  virtually 
eliminating  choices  available  to  clients. 

But  not  the  USLIFE  companies.  Not  when 
interest  rates  are  so  unpredictable.  And  not 
when  we've  had  a  parade  of  highly  acclaimed 
new  product  innovations.  Products  that 
include  interest-sensitive  policies  like  our 
INNOFLEX*  series,  and  the  traditional  kind 
like  Business  Whole  Life  and  Executive  85. 

As  you  can  see,  USLIFE  believes  you  must 
have  a  choice  when  buying  insurance.  A 


choice  that  shouldn't  be  minimized  by  making 
some  products  seem  obsolete. 

This  may  very  well  be  an  idea  that's  behind 
the  times.  It  may  also  be  ahead  of  them.  Fact  is, 
no  one  can  really  predict  which  policy  will  be 
able  to  satisfy  future  needs.  So,  in  any  event, 
USLIFE  is  prepared. 

It's  this  kind  of  responsiveness  that  makes 
the  combined  USLIFE  companies  rank  third 
among  all  other  stock  life  insurance  companies 
in  individual  life  sales. 

How  can  USLIFE  serve  you?  Just  call  the 
company  nearest  you.  If  you  prefer,  contact 
Dept.  M,  USLIFE  Corporation,  125  Maiden  Lane, 
New  York,  NY  10038.  Phone:  212-709-6226. 

'Not  yet  available  in  all  states. 


UM.IFE 

life  is  a  family  affair 

Our  family  of  life  insurance  companies:  The  United  States  Life  Insurance  Company,  New  York,  NY  212-709-6360 
USLIFE  Life  Insurance  Company  of  California,  Pasadena,  CA  213-795-0401  •  Great  National  Life,  Dallas,  TX  214-357-1861 
Old  Line  Life,  Milwaukee,  Wl  414-271-2820  •  All  American  Life,  Chicago,  IL  312-399-6500 
Lincoln  Liberty  Life,  Des  Moines,  IA  515-225-2000 


re's  a  nice  little  irony:  In  the  new  age  of 
the  saver,  S&Ls  and  savings  books  could 
become  endangered  species. 


Change  or  die 


By  Ben  Weberman 


In  the  days  when  savers  subsidized 
borrowers,  running  a  savings  and  loan 
or  a  mutual  savings  bank*  was  one 
sweet  deal.  Take  in  deposits,  pay  out  a 

"Historically,  sarings  banks  bare  had  some- 
what broader  lending,  service  and  investment 
authority  than  S&Ls.  But  with  deregulation,  the 
distinction  between  them  has  become  increas- 
ingly blurred. 


piddling  4.5%  or  5.5%  and  put  the 
money  into  6%  home  mortgages  or 
6%  government  bonds.  A  nice,  com- 
fortable way  to  make  a  living. 

Those  days  are  gone  forever,  and  if 
the  thrifts  don't  move  fast,  they  soon 
will  be,  too.  Overall,  the  nation's  ap- 
proximately 4,200  thrifts  were  in  the 
red  more  than  $5.5  billion  last  year. 
This  year  the  industry  may  show  a 
small  profit,  but  hundreds  of  individ- 
ual institutions  may  still  be  losing 


money.  According  to  Gilbert  G. 
Roessner,  chairman  of  City  Federal 
Savings  &  Loan  of  New  Jersey,  the 
traditional  savings  and  loan  is  an 
anachronism.  It's  ill-suited  to  the 
needs  of  today. 

Three  years  ago,  Roessner  convert- 
ed City  Federal  to  stock  ownership — 
one  of  the  first  thrifts  to  do  so.  Since 
the  $33  million  public  offering,  assets 
have  grown  from  $2.1  billion  to  $5.8 
billion.  More  important,  return  has 
increased  from  15  cents  on  every  $100 
in  average  assets  to  62  cents.  City 
Federal  has  also  expanded  into  com- 
mercial lending,  securities  and  insur- 
ance brokerage,  and  trust  services. 
Thrifts  that  survive,  says  Roessner, 
must  become  hybrids:  part  depository 
institution,  part  brokerage  house  and 
part  life  insurance  company. 

Some  thrifts,  determined  to  avoid 
long-term,  fixed-income  risks,  are 
turning  themselves  into  what 
amounts  to  mortgage  banks.  For  ex- 
ample, Savings  Bank  of  Puget  Sound 
in  Seattle,  which  converted  to  stock 
ownership  in  1982,  went  this  route 
profitably.  It  makes  30-year  fixed-rate 
mortgage  loans  and  then  sells  them, 
usually  within  two  months,  to  agen- 
cies such  as  the  Federal  National 
Mortgage  Association  and  the  Federal 


Chairman  M.  Todd  Cooke  of  Philadelphia  Savings  Fund  Society 
What  makes  sense  to  do  isn't  always  easy  to  do. 
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the 


MORETHANA 
NEW  LOOK, 

A  NEW  OUTLOOK 


AT&T 


We're  the  new  AT&T.  A  new  company  with  a  new  symbol.  But  we're  not  exactly  a 
newcomer.  We  have  more  than  a  hundred  years'  experience  and  a  worldwide  reputation.  With 
the  breakup  of  the  Bell  System,  we  know  we  must  earn  your  confidence  all  over  again— under 
new  circumstances. 

As  we  compete  for  your  business,  we'll  stand  out  from  the  crowd  by  giving  you  better 
service  than  anyone.  Thars  a  commitment. 

And  well  offer  you  the  most  advanced  technology  from  our  world -renowned  Bell  Lab- 
oratories. That's  a  guarantee. 

We'll  be  the  brand  name  that  means  dependable,  state-of-the-art  phones  for  your 
home,  the  best  information  systems  for  your  business  and  the  one  and  only  long  distance  ser- 
vice that  lets  you  reach  out  and  touch  anyone,  anytime  -across  the  nation  and  around 
the  world. 

Well  use  our  research,  development  and  marketing  talents  to  keep  American  communica- 
tions technology  the  best  in  the  world. 

We're  the  new  AT&T.  Our  new  outlook  is  also  our  competitive  strategy  and  our  goal:  to 
give  you  every  reason,  every  day,  to  choose  us. 


Truth  sells. 


Good  Housekeeping. 
The  magazine  women  believe  in. 

GOOD  HOUSEKEEPING  IS  A  PUBLICATION  OF  HEARST  MAGAZINES,  A  DIVISION  OF  THE  HEARST  CORPORATION  ©  1983  THE  HEARST  CORPORATION 


Home  Loan  Mortgage  Corp.  Then  it 
services  the  mortgages  for  a  fee,  exactly 
as  a  mortgage  bank  (Forbes,  Aug.  29). 
Result:  While  many  thrifts  struggle  to 
turn  a  profit,  Puget  Sound 's  net  worth  is 
15%  of  assets,  far  more  than  the  federal 
government's  3%  benchmark. 

In  Bridgeport,  Conn.,  People's  Sav- 
ings Bank's  $233  million  stock  portfo- 
lio— about  8%  of  assets — provided 
most  of  the  bank's  net  income  over  the 
past  couple  of  years.  Deregulation  has 
also  meant  new  opportunities.  The 
Garn-St  Germain  Act  of  last  October, 
among  other  things,  allows  thrifts  to 
make  commercial  loans.  One  thrift 
that  has  invaded  the  bankers'  turf  is 
Dime  Savings  Bank  of  New  York,  the 
ninth-largest  thrift  in  the  country. 

But  it  takes  capital  to  do  all  these 
things,  and  that's  why  City  Federal's 
Roessner  is  for  conversion  to  stock 
ownership.  It's  the  quickest  way  to 
get  new  capital.  The  only  other  sure 
way,  of  course,   is  the  traditional 


Now  that  they  are  paying 
market  rates,  thrifts  can  no 
longer  easily  pile  up  fat  sur- 
pluses. The  quickestfix  is  an 
infusion  of  public  money. 


way — savings  deposits.  These  days, 
with  everyone  from  Sears,  Roebuck  to 
U.S.  Steel  after  the  depositor's  dol- 
lar— and  paying  top  price  for  that  dol- 
lar— thrifts  must  offer  yields  unthink- 
able in  the  old  days  when  government 
regulations  held  payment  at  4.5%  to 
5.5%.  Now  that  they  are  paying  mar- 
ket rates  for  their  money,  the  thrifts 
can  no  longer  easily  pile  up  fat  sur- 
pluses. The  quickest  fix  is  an  infusion 
of  public  money. 

Unfortunately,  however,  the  stock 
market  isn't  very  interested  these 
days.  When  City  Federal  converted, 
back  in  1980,  its  timing  was  perfect. 
The  industry  was  not  yet  into  its 
worst  recession  since  the  Great  De- 
pression, and  the  markets  were  much 
more  receptive. 

Currently,  the  nation's  oldest  and 
largest  mutual  savings  bank,  the 
Philadelphia  Saving  Fund  Society, 
with  just  under  $10  billion  in  depos- 
its, is  trying  to  convert.  Chairman  M. 
Todd  Cooke  wanted  to  sell  32  million 
shares  at  $15  to  $20  each.  He  hoped  to 
raise  up  to  $640  million  to  finance 
diversification  and  to  acquire  other 
savings  banks  or  S&Ls,  even  commer- 
cial banks.  But  the  securities  have  not 
yet  been  sold  or  priced  because  the 
market  has  been  spooked  on  the  well- 
publicized  ailments  of  the  thrifts. 
Cooke  is  waiting  for  better  times.  ■ 
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ALLEN 
EDMONDS 

"he  Handcrafted  World  of  Allen-Edmonds. 


'  Write  or  call 
for  a  free  catalog 
Allen-Edmonds  Shoe  Corp. 
Belgium,  Wisconsin  53004 
1-800-558-8653,  Telex  26-0021 
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wood  is  a  resistant  material. 
It  akes  shape  slowly,  sometimes  reluctantly..." 


John  W  Teet: 

Chairman  of  the  Boan 
The  Greyhound  Corporatioi 


As  the  new  chairman  of  The  Greyhounc 
Corporation,  I  commissioned  the  wood  carvin 
the  cover  of  our  1982  annual  report  as  much  fc 
symbolism  as  its  beauty  It  represents  what  we 
doing  at  Greyhound . . .  honing  and  refining  the 
body  corporate . .  paring  away  the  excess  anc 
revealing  the  essential  strength  and  enduranc 
that  lie  beneath. 

The  Greyhound  Corporation  today  is  nc 
what  it  was  a  year  ago.  nor  what  it  will  be  two  c 
five  years  or  a  decade  from  now  We  have  mad 
Greyhound  leaner  and  swifter  through  disposi 
of  a  number  of  subsidiaries  and,  in  the  months 


For  a  copy  of  the  1982  Greyhound 
Annual  Report,  write  the  Public 
Relations  Department:  Greyhound 
Tower,  Phoenix.  Arizona  85077 


Unlike  clay,  which  takes  shape  quickly, 
wood  resists  the  chisel  and  the  adze.  It  takes 
muscle  and  time  to  pare  away  the  husk  and  reveal 
the  heartwood.  It  takes  the  ability  to  visualize  in 
the  third  dimension  and  the  patience  to  go  slowly 
and  thoughtfully  about  the  task.  And  then,  in  a 
single  instant,  there  is  a  moment  when  form  and 
essence  mingle,  and  life  seems"  to  spring  from  the 
wood. 

The  result  is  something  greater  than  the 
combined  skill  of  the  artist  or  the  elegance  of  the 
raw  material.  The  result  is  something  different  and 
enduring.  Something  imbued  with  spirit. 


pome,  we  will  be  adding  to  its  size  and  diversity 
is  well,  giving  it  the  chance  to  stretch  its  abilities 
:ind  run,  full  out,  wherever  imagination  and  excel- 
lence can  take  it. 

There  is  nothing  haphazard  about  these 
changes,  however  At  Greyhound,  we  operate  in 
! he  conviction  that  planning  begets  progress*. 
\r\d  so,  before  we  turn  our  hand  to  any  aspect 
)f  shaping  the  corporation  into  a  more  v'brant, 
dynamic  organization,  we  immerse  ourselves  in 
neticulous  planning.  There  also  has  to  be  disci- 
pline. The  hard  discipline  of  assuming  respon- 


sibility for  decision-making,  for  profitability,  for 
managing  our  own  future. 

This  wood  carving  of  the  greyhound  has 
evoked  an  unusual  response  from  people.  One 
I  think  is  more  than  just  artistic  in  nature.  It  has 
something  to  do  with  a  respect  for  excellence, 
with  a  recognition  of  high  courage  and  determina- 
tion. I  like  to  think  The  Greyhound  Corporation 
embodies  that  same  spirit! 


The  Greyhound  Corporation 


Doctor  Solondz  is  guru-prone.  He's  sorry 
be  picked  Eliot  J  oneway. 


Suing  the  guru 


By  Richard  L.  Stern 


Gary  Solondz  is  a  38-year-old 
oral  surgeon  from  Catskill, 
N.Y.,  some  30  miles  south  of 
Albany.  He's  quite  obviously  in  awe 
of  father  figures.  A  pendant  dangles 
from  his  neck  displaying  a  photograph 
of  his  spiritual  guru,  Bhagwan  Raj- 
neesh.  And  his  outfits  tend  to  red  and 
"colors  of  the  sun"  in  keeping  with 
the  teaching  of  his  master's 
Oregon-based  cult. 

When  it  comes  to  invest- 
ments, too,  Solondz  seeks 
gurus.  A  few  years  back  he 
seemed  to  have  found  one, 
the  self-congratulating,  self- 
proclaimed  "adviser  to  poli- 
ticians," Eliot  Janeway.  Now 
disillusioned,  Solondz  is  su- 
ing his  onetime  idol.  In  legal 
documents  and  an  interview 
with  Forbes,  Solondz  weaves 
a  bizarre  tale — untested  by 
the  courts — that  Janeway, 
through  his  attorney,  vigor- 
ously denies. 

According  to  the  dentist, 
he  first  became  interested  in 
the  economic  seer  through 
Janeway's  columns  in  a  den- 
tal publication.  He  was  im- 
pressed that  Janeway  had 
been  correctly  predicting 
that  gold  prices  were  going  to 
gain.  Solondz  sent  away  for 
Janeway's  $250-a-ycar  news- 
letter, and  then  later 
Janeway's  $l,000-a-year  con- 
sultation service.  That,  ac- 
cording to  Solondz,  com- 
bines a  special  newsletter 
with  the  opportunity  to  meet 
with  the  celebrity  personal- 
ly. Thus  came  what  Solondz 
now  describes  as  his  first  ses- 
sion with  Janeway,  around 


June  1980.  Meeting  the  great  man  in 
Janeway's  luxurious  East  Side  Manhat- 
tan townhouse,  Solondz  was  im- 
pressed. After  all,  this  was  Eliot 
Janeway  in  person.  Janeway,  Solondz 
told  Forbes,  advised  him  to  sell  off 
most  of  the  stocks  in  his  Merrill  Lynch 
portfolio,  which  he  claims  were  worth 
about  $50,000. 

Janeway  allegedly  told  the  dentist 
he  "was  not  lawfully  authorized  to 


Dentist  Gary  Solondz 
Impressed  no  longer. 


accept  or  invest  any  funds"  for  him. 
Meaning  he  wouldn't  manage  money 
for  Solondz?  Well,  there  was  a  way. 
Janeway,  according  to  Solondz'  com- 
plaint filed  in  November  1982,  told 
the  dentist  the  small  Boston-based 
Capitol  Bank  &.  Trust  Co.  would  be 
his  "investment  agent  of  record. 
However,  both  Janeway  and  Janeway 
Corp.  would  fully  and  carefully  man- 
age" the  dentist's  investments  and  ac- 
counts "pursuant  to  a  scientific  and 
comprehensive  investment  plan.  .  .  ." 
Solondz  told  Forbes  he  opened  a  per- 
sonal account  and  a  pension  account 
for  himself  and  his  employees. 

Indeed,  a  letter  from  Capitol  trust 
officer  Alan  Newton  to  Solondz, 
dated  July  31,  1980,  states:  "I  under- 
stand that  you  wish  to  retain  the  ser- 
vices of  Mr.  Eliot  Janeway  as  your 
independent  investment  counsel.  I 
am  advised  that  Mr.  Janeway  will  as- 
sess fees  on  a  quarterly  basis  at  the 
rate  of  15%  of  the  realized  profits." 
The  letter  also  says  Janeway  will  as- 
sess no  fees  if  there  are  no  gains.  That 
was  in  addition  to  the  standard  1%  fee 
on  assets  held  by  Capitol. 

Solondz  told  Forbes  that  one  of 
Janeway's  first  moves  that  summer 
was  to  advise  him  to  buy  South  Afri- 
can gold  stocks.  If  so,  initial- 
ly, Janeway  was  right.  Stocks 
like  Grootvlei  Proprietary 
Mines  Ltd.,  Venterspost 
Gold  Mining  Co.  and  Har- 
mony Gold  Mining  Co.  went 
up.  In  an  Aug.  26,  1980  news- 
letter, Janeway  said:  "Resist 
the  normal  bull  market  im- 
pulse to  cash  in  profits  and 
take  equity  out  of  profitable 
gold  stock  positions;  reap- 
praise the  bull  market  as  still 
in  a  cheap  and  early  phase, 
safe  for  carrying  positions 
as  collateral  for  bank 
loans.  .  .  ." 

Solondz  maintains  he  un- 
derstood that  to  mean  using 
the  gold  stocks  in  his  person- 
al account  as  collateral  to 
borrow  money  to  buy  more 
gold  stocks.  He  told  Forbes 
Janeway  confirmed  this  in  a 
conversation,  saying  that 
high  dividends  from  South 
African  gold  stocks  would 
carry  the  interest  on  the 
loans.  Solondz  says  he  ob- 
tained two  loans  totaling 
$80,000  from  Capitol  Bank  & 
Trust.  One  of  those  loans 
supposedly  came  after 
Janeway  lectured  the  dentist 
long  and  hard  that  you  don't 
tell  a  bank  you  want  a  loan  to 
buy  stocks.  "You  tell  them 
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Why  American  Business 


Trusts  Emery. 


These  people  represent  more  than  one  million  customers  who  count  on  Emery  to  deliver  everything  from  a 
contract  or  a  computer  chip— all  the  way  up  to  a  large  automotive  part. 

No  matter  what  America's  shipping  needs  are,  Emery  provides  reliable,  on-time  delivery  to  over  96,000 
communities  across  the  country.  Emery  features  next  day  service  with  your  choice  of  AM  or  PM  delivery  times.  When 
savings  are  more  critical  than  time,  we  offer  a  second  day  service,  too. 

And  in  an  emergency,  one  call  will  speed  Emery  Same  Day  Service  into  action— with  results  by  the  end  of  the 
same  day  In  addition,  Emery  can  deliver  to  thousands  of  locations  outside  the  United  States.  With  Emery  First  Class 
International  Service,  for  example,  you  can  ship  any  size  package  to  major  European  cities,  door-to-door— within 
forty-eight  hours.  So  whether  you  send  one  contract  a  week  or  over  a 

hundred  packages  a  day  Emery  can  deliver.  Call  your  iocal  Emery      ^igafiroif|i  fetes***^ 

office  today  and  find  out  how  Emery  has  earned  the  trust  of 
successful  businesses  all  over  America.  ©Emery  Worldwide  1983 


WORLDWIDE 

We've  earned  the  trust  of  American  Business 


Business  Credit 


An  affiliate  of 


S&\  BARCLAYS 
V  Bank 


Loan  applications  from 
real  estate  developers  get 
streamlined  service  at 
Barclays  American/ Business 
Credit.  After  all,  your  loan 
officer  is  your  advocate  in 
the  credit  committee.  For 
competitive  business  financing 
from  a  different  perspective, 
remember  our  name. 


Call  our  Real  Estate  Activity  at 
1-800-243-LOAN. 


you're  building  a  garage,  buying  real 
estate  or  adding  on  to  your  home." 

But  instead  of  buying  more  stable 
gold  stocks,  the  dentist  claims  in  his 
suit,  he  was  put  into  highly  specula- 
tive gold  stocks  and  options  on  gold 
stocks.  As  the  gold  markets  collapsed, 
so  did  his  portfolio. 

Solondz  says  he  panicked.  "I  didn't 
know  what  to  do."  He  told  Forbes  the 
pundit  told  him:  "Why  don't  you  just 
go  pull  teeth  and  leave  the  invest- 
ments to  me?" 

But  as  the  portfolio  values 
dropped,  Capitol  demanded  more 
collateral,  according  to  letters  filed 
in  evidence.  In  July  1981,  the  record 
shows,  Janeway  informed  Solondz  he 
was  severing  his  own  connection 
with  Capitol  Bank  &  Trust  and  mov- 
ing to  Freedom  Savings  &  Loan  As- 
sociation in  Tampa,  advising  So- 
londz to  take  similar  action.  Solondz 
told  Forbes  that  Janeway  promised 
to  arrange  a  collateral-free  loan  from 
Freedom  to  pay  off  the  $70,000  he 
still  owed  Capitol,  but,  instead,  Free- 
dom offered  him  only  a  secured, 
$25,000  loan.  After  that,  Solondz  re- 
portedly decided  that  Janeway  was 
"double-talking"  him. 


And  what  does  Janeway  say  about 
the  allegations?  An  assistant  told 
Forbes  Janeway  wouldn't  comment 
and  referred  questions  to  his  attorney, 
Daniel  Crupain,  who  denied  the 
charges  categorically  as  "a  lot  of  non- 
sense." Janeway  never  bought  or  sold 
anything  with  Solondz'  money,  Cru- 
pain said;  that  was  done  through  the 
bank.  The  charges,  he  says,  are  simply 
an  attempt  to  "sue  a  person  with  a 
famous  name  and  shake  him  down  for 
a  lot  of  money.  .  .  .  This  fellow  is 
seeking  to  make  extractions  from  his 
[Janeway's]  teeth." 

Did  the  dentist  lose  money?  It  ap- 
pears so.  He  blames  Janeway. 
Janeway's  lawyer  replies  that  if  any- 
one was  to  blame  it  was  the  bank  or 
the  investor  himself.  At  any  rate,  Cap- 
itol has  settled  for  $35,000,  says  So- 
londz, and  has  been  removed  from  the 
suit.  Janeway?  He  has  a  new  side- 
line— doing  radio  commercials  for 
AT&T  in  which  he  is  identified  as  a 
distinguished  economist.  The  com- 
mercial ends: 

"Mr.  Janeway,  is  the  stock  market 
going  up  or  down?" 

"Yes,"  replies  Janeway.  "But  not 
right  away."  ■ 


There's  a  subtle  tug-of-war  going  on  over 
the  remaining  assets  of  Baldwin-United. 
Whom  do  you  bet  on?  The  average  annuity 
holder  or  the  big  bank  creditors? 


Who  owns  MGIC? 


By  Richard  L.  Stern 
and  John  Heins 


After  all,  said  the  Wall  Street 
brokers  who  pitched  $4  billion 
i  in  Baldwin-United  Corp.  sin- 
gle-premium deferred  annuities 
(SPDAs)  for  fat  commissions:  What 
could  be  safer  than  an  annuity?  In 
July,  much  to  the  horror  of  the  nearly 
174,000  investors  who  had  bought  the 
brokers'  spiel,  the  insurance  commis- 
sioners of  Arkansas  and  Indiana  took 
control  of  the  floundering  Baldwin  in- 


surance companies  that  had  sold  the 
annuities.  They  froze  the  assets,  lock- 
ing in  the  annuity  holders  who 
couldn't  get  out  as  withdrawals  began 
to  outpace  SPDA  sales.  Those  locked 
in  may  never  get  out  whole.  The  port- 
folios behind  the  remaining  annuities 
may  be  worth  perhaps  80  cents  on  the 
dollar,  part  of  it  in  Baldwin  subsidiary 
paper  that  had  been  stuffed  in  there  by 
former  Baldwin-United  CEO  Morley 
Thompson  (Forbes,  Dec.  20,  1982). 

Investors  had  thought  they  were 
buying  a  high-interest  product  with  a 
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Another  view  of  a  chemical  company.  Sequence  16 
nHHHH 


Edwina,  student  of  music,  talking  about  her  father,  Rob  Jenkins,  national  sales  manager  (adhesives  i 


iion)  for  Henkel  Chemicals  Ltd.,  London. 


'As  far  as  Dad  is  concerned, 
Henkel  plays  first  fiddle'.' 


"I  am  a  student  at  a  music  college  in 
London,  and  I'm  tremendously  enthu- 
siastic about  my  studies  and  playing  my 
violin.  But  I  have  to  admit  that  the 
enthusiasm  I  have  where  my  music  is 
concerned  doesn't  compare  with  the 
feelings  my  father  has  for  his  job.  Just 
listening  to  my  friends  talk  about  their 
fathers'  work  tells  me  he's  unusual  in 
that  respect. 

In  fact,  his  job  as  a  sales  manager  for 
Henkel  Chemicals  is  also  his  hobby. 
However,  there  was  a  time  when  things 
were  different.  That  was  before  Henkel 
Chemicals  took  over  the  company  he 
was  working  for,  which  produced 
adhesives  mainly  for  school  and 
domestic  use. 

In  1972  Henkel  came  along  with  all  their 


experience  as  Europe's  largest  manufac- 
turer of  adhesives,  and  suddenly  my  dad 
found  his  job  much  more  exciting  and 
rewarding. 

As  you  can  see,  I'm  fairly  well  informed 
about  dad's  work.  That's  because  he 
plays  golf  every  weekend  and  I  caddy  for 
him.  That's  when  he  likes  to  talk  about 
his  work  with  Henkel.  I  spend  hours 
hearing  about  Henkel  and  its  adhesives. 
In  exchange,  daddy  is  just  as  prepared  to 
listen  to  me,  often  for  hours  on  end, 
when  I  am  playing  my  music.  On 

evenings  like  these  it's  not 
Henkel  and  its  adhesives 
that  play  first  fiddle, 
it's  me." 

My  Dad  Rob 


Henkel  Chemicals  Ltd.,  London,  is  one 
of  more  than  100  companies  of  the 
Henkel  Group,  situated  in  more  than 
40  countries.  Worldwide  sales  over 
9  billion  DM.  34,000  employees.  Head- 
quarters Diisseldorf,  Federal  Republic 
of  Germany.  Product  range  includes 
laundry  products,  household  cleaners, 
cosmetics,  adhesives,  industrial  cleaners, 
oleochemicals,  auxiliary  products  for 
textile  and  leather  industries.  Over  8,000 
products  for  all  walks  of  live. 


Chemistry  working  for  you. 


Baldwin  shareholder's  are  represented  by  Victor  Palmier i, 
and  the  creditors  have  retained  those  clever  folks  at 
Lehman  Brothers  Kuhn  Loeb.  By  contrast,  the  annuity 
holders  have  no  one  to  speak  for  them  but  the  relatii  'ely 
slow-moving  and  unsophisticated  state  insurance  commissioners. 


few  favorable  tax  wrinkles  that  other- 
wise was  almost  as  redeemable  as  a 
money  market  fund.  Now,  it  appears, 
it  could  be  years  before  they  can  get 
all  their  money  back.  Arkansas  and 
Indiana,  backed  up  by  the  National 
Association  of  Insurance  Commis- 
sioners, are  working  on  a  plan  to  try  to 
make  annuitants  whole. 

But  what  type  of  plan  can  protect 
annuity  holdings  backed  by  partially 
insolvent  firms?  Likely,  annuity  hold- 
ers will  be  able  to  withdraw  part  of 
their  money.  Also,  annuitants  may  be 
given  the  option  to  borrow  funds  from 
their  own  annuities,  allowing  them  to 
keep  some  of  the  annuity  tax  benefits 
without  liquidating  the  insurance 
company  assets.  Ideally,  but  not  cur- 
rently promising,  the  insurance  com- 
missioners are  hoping  for  a  corpo- 
rate white  knight  to  buy  up  or 
reinsure  the  Baldwin  companies. 
Potential  suitors  include  other 
insurance  companies,  with  a 
vested  interest  in  avoiding  the 
potential  industrywide  shock  of 
the  Baldwin-United  companies' 
failure.  There  is  hope,  but  there 
are  still  problems. 

Solid  portfolio  valuation  fig- 
ures cannot  yet  be  obtained  from 
state  insurance  officials.  But  one 
expert  estimates  the  various  as- 
sets of  the  Arkansas  companies, 
which  have  written  most  of  the 
SPDA  business,  as  follows:  Cash- 
able securities  amount  to  about 
58  cents  for  every  dollar;  an  addi- 
tional 20  cents,  he  says,  are  in 
illiquid  but  valuable  assets;  and 
the  remainder  is  in  obligations  or  eq- 
uities of  Baldwin  subsidiaries,  paper 
of  very  questionable  worth — any- 
where from  2  cents  to  15  cents  on  the 
dollar.  This  overvalued  subsidiary  pa- 
per was  substituted  for  annuity  hold- 
ers' cash,  which  in  turn  was  used  pri- 
marily to  purchase  MGIC  Investment 
Corp.,  the  giant  mortgage  reinsurance 
outfit  (see p. 41).  Any  way  you  slice  it, 
assets  seem  to  be  something  less  than 
100  cents  on  the  dollar. 

Where  do  the  annuitants  go  for  re- 
dress? There  are,  of  course,  insolven- 
cy funds  for  annuitants,  but  in  only 
approximately  34  states.  Unfortu- 
nately, Arkansas  isn't  one  of  them. 


These  insolvency  funds  would  sup- 
posedly make  annuitants  whole 
(Forbes,  May  9).  But  wait.  Things 
aren't  quite  that  simple.  Some  guar- 
anty fund  members  may  soon  have 
legal  means  to  wriggle  out.  Florida 
Insurance  Commissioner  Bill  Gunter, 
in  a  letter  to  agents  in  his  state,  re- 
cently warned  that  the  courts  ulti- 
mately must  decide  whether  Baldwin- 
type  SPDAs  are  covered  by  the  insol- 
vency funds.  The  question  has  been 
raised  by  an  SEC  investigation  to  de- 
termine whether  the  SPDAs  are,  in 
fact,  annuities  and  not  unregistered 
securities.  If  they  are  securities,  they 
are  considered  investments  and  there- 
fore probably  will  not  qualify  for  cov- 
erage. Similar  rumblings  have  been 
heard  in  other  states. 


Let's  say  they  do  qualify.  Unlike 
FDIC  or  SIPC  insurance,  there  is  no 
actual  cash  in  most  of  these  state 
funds.  Insurance  companies  would  be 
assessed  a  percentage  of  the  annuity 
premiums  they  sell  each  year  in  a 
given  state.  But  the  maximum  assess- 
ment in  Oregon,  for  instance,  is  only 
2%  per  year;  Florida,  just  1%.  In  Indi- 
ana, says  Loren  Meltzer,  an  attorney 
working  with  the  insurance  commis- 
sioner's office,  if  there  is  a  20-cent 
shortfall,  it  could  be  20  to  30  years 
before  that  state's  fund  would  make 
annuitants  whole.  Besides,  there  may 
be  an  easy  out  for  insurance  compa- 
nies: Stop  selling  SPDAs  in  states 


making  assessments.  The  annuities, 
after  all,  are  low-profit  products  that 
only  Baldwin  had  made  look  highly 
profitable  through  highly  question- 
able accounting  and  tax  procedures. 
So  annuitants  may  need  a  miracle  to 
get  out  whole  anytime  soon. 

Morley  Thompson,  the  man  who 
for  a  long  time  made  this  jerry-built 
structure  look  solid,  is  long  gone.  In 
his  place  as  president  and  CEO  is  the 
smooth  salvage  artist  Victor  Palmieri. 
But  still  around  is  the  public  relations 
firm  that  helped  Thompson  keep 
much  of  the  media  and  the  financial 
community  in  the  dark,  Kekst  &.  Co., 
Inc.  Neither  Palmieri  nor  Kekst 
would  comment  directly  on  the  fate 
of  the  annuitants.  It's  understandable. 
Palmieri's  hopes  of  rebuilding  Bald- 
win depend  on  his  hanging  on  to 
MGIC,  the  best  thing  he  has  got. 
But  MGIC  is  owned  by  a  Baldwin 
subsidiary  called  Balunit.  Owner- 
ship of  Balunit,  in  turn,  is  the 
chief  asset  of  the  annuity-selling 
insurance  subsidiaries  taken  over 
by  Arkansas  and  Indiana.  In  re- 
sponse to  Forbes'  questions,  a 
Kekst  spokesman  seemed  to 
want  to  have  it  both  ways.  On  the 
one  hand,  the  insurance  compa- 
nieavwere  now  out  of  Baldwin's 
hands.  On  the  other  hand,  he 
said,  Baldwin-United  continued 
to  control  MGIC.  So  who  owns 
MGIC?  Aha,  the  key  question. 

Baldwin  shareholders  are  repre- 
sented by  Palmieri,  whose  per- 
sonal stake  takes  the  form  of 
warrants  on  Baldwin  common. 
The  creditors  have  retained  those 
clever  folks  at  Lehman  Brothers 
Kuhn  Loeb.  By  contrast,  the  annuity 
holders  have  no  one  to  speak  for 
them  but  the  relatively  slow-moving 
and  unsophisticated  state  insurance 
commissioners. 

But  the  annuity  holders  may  find 
salvation  in  court.  Arkansas  and  Indi- 
ana could  contest  in  the  courts 
whether  the  annuitants,  not  Baldwin- 
United,  actually  own  MGIC.  That 
just  might  give  the  annuitants,  not 
the  shareholders  and  creditors,  the 
upside  in  any  turnaround  of  MGIC. 
After  all,  it  was  the  annuitants  who 
were  promised  the  sure  thing.  ■ 
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Every  day,  C-E  helps  America  save  more  energy  than 
it  takes  to  light  New  York. 


That's  the  saving  from 
just  one  of  the 
energy  recovery  products 
from  C-E  Air  Preheater. 

The  Ljungstrom  -  heat  ex- 
changer helps  a  utility,  refinery 
or  process  plant  cut  fuel  con- 
sumption by  up  to  25%.  Heat 
that  would  normally  be  lost 
through  the  smokestack  is  re- 
covered and  sent  back  to  do 
more  work.  Fuel  savings  are 
about  1%  for  every  45-50°  F 
increase  in  combustion  air 
temperature. 

In  fact,  over  the  past  five 
years,  the  amount  of  energy 
saved  by  Ljungstrom  air  pre- 
heaters  around  the  world  equals 
150  million  tons  of  coal,  190  mil- 
lion barrels  of  oil  and  1.4  trillion 
cubic  feet  of  natural  gas.  In  the 


United  States  alone,  there  are 
more  than  5,000  of  these  units. 

C-E:  World  leader  in 
energy  technology. 

We're  helping  to  find  and  bring 
in  oil  and  gas.  Upgrading  and 
building  refineries  and  petro- 
chemical plants.  Developing 
cleaner,  more  efficient  ways  elec- 
tric utilities  and  other  industries 
can  use  coal.  Providing  equip- 
ment and  services  for  nuclear 
power  generation.  Supplying  a 
wide  range  of  mineral-based 
products  to  paper,  steel  and  alum- 
inum producers.  And  leading 
the  way  in  the  development  of 
alternative  fuels. 

For  more  information  about 
our  diverse  lines  of  business, 
and  a  five-year  summary  of  our 


Financial  Highlights,  write  Com- 
bustion Engineering,  Inc.,  Dept. 
7004-242,  900  Long  Ridge  Road, 
Stamford,  CT,  USA  06902. 


Energy  Technology.  Worldwide. 


On  the  Docket 


// an  investor  loses  all  his  money  on  a  new 
stock  issue  or  a  bond  offering,  should,  he 
try  to  recover  in  court? 


Why  underwriters 
are  nervous 


the  underwriter,"  his  opinion  con- 
cludes. "He  is  most  heavily  relied 
upon  to  verify  published  materials  be- 
cause of  his  expertise  in  appraising 
the  securities  issue  and  the  issuer  and 
because  of  his  incentive  to  do  so." 

Beyond  that  the  water  gets  murky. 
In  the  law  governing  the  sale  of  mu- 
nicipal bonds,  the  question  is  one  of 


By  Richard  Greene 


UNDERWRITERS    BEWARE.    In  an 
increasingly  litigious  time,  you 
may  be  the  next  deep  pocket 
under  siege. 

For  the  last  several  years  the  big 
accounting  firms  have  been  regularly 
hit  by  lawsuitr  from  investors  desper- 
ate to  recoup  losses.  Now  folks  who 
sell  stocks  and  bonds  may  soon  be  in 
the  same  boat.  "I  think  there  will  be 
more  lawsuits  against  underwriters," 
says  Jack  Kraft,  founding  partner  of 
Kraft  &.  Hughes,  a  law  firm  that  spe- 
cializes in  municipal  bonds.  "Plain- 
tiffs are  thinking  more  and  more  in 
those  terms." 

What's  really  scaring  the  under- 
writers these  days,  of  course,  is  the 
potential  $2.25  billion  bondholder's 
loss  stemming  from  the  Washington 
Public  Power  Supply  System  default. 
Merrill  Lynch,  Prudential-Bache,  Sal- 
omon Brothers  and  Smith  Barney, 
Harris  Upham  have  all  been  sued, 
along  with  some  lawyers,  a  few  engi- 
neers, the  rating  agencies  and,  of 
course,  the  utilities. 

Clearly,  Merrill  Lynch  and  the  rest 
are  under  the  gun  because  the  bond- 
holders feel  that  underwriters  unload- 
ed a  bum  issue.  But  no  underwriter 
ever  claimed  to  guarantee  an  offering. 
Where  does  the  underwriter's  liability 
begin  and  where  does  it  end? 

Few  people  would  argue  that  an  un- 
derwriter doesn't  have  significant  li- 
ability. The  judge  hearing  the  recent 
takeover  case  involving  Chris-Craft 
and  Piper  Aircraft,  for  example, 
makes  that  crystal  clear.  "No  greater 
reliance  in  our  self-regulatory  system 
is  placed  on  any  single  participant  in 
the  issuance  of  securities  than  upon 


problem"  to  "Should  the  underwriter 
have  known  there  was  a  potential 
problem."  Such  an  expanded  defini- 
tion could  leave  lots  of  underwriters 
on  the  hook. 

[Tie  iegal  situation  is  somewhat  dif- 
ferent for  underwriters  involved'in  se- 
curities offerings.  There  the  govern- 
ing law  is  the  Securities  Act  of  1933, 
which  clearly  takes  an  underwriter  off 
the  hook  if  he  used  "due  diligence"  in 
determining  that  all  material  items 
were  clearly  and  accurately  disclosed 
in  a  prospectus.  But  here,  too,  the 
underwriters  cannot  breathe  easy. 

There  are  lots  of  new  high-tech  is- 
sues coming  to  market  these  days, 
and  while  most  of  the  major  under- 
writers take  careful  steps  to  hire  ex- 
perts to  appraise  such  issues,  it's  in- 
evitable that  sometimes  they  will 
miss  a  significant  risk.  Then  the  un- 
derwriters are  virtually  sure  to  be 
sued.  Remember,  in  these  cases,  the 
companies  generally  won't  have  any 
money  themselves  to  pay  off  inves- 
tors with  a  legitimate  complaint,  so 
the  search  for  a  deep  pocket  will  be 
even  more  thorough. 

To  make  things  worse,  it  doesn't 
even  matter  whether  investors  actual- 
ly read  the  prospectus  in  the  first 
place.  Says  Norman  Poser,  a  law  pro- 


who  knew  what  when,  and  what  did 
he  do  when  he  knew  it.  The  lawyers 
call  this  "scienter."  It's  clear  that  if 
the  underwriters  in  WPPSS  or  any 
other  bond  offering  knew  before  they 
sold  the  bonds  that  the  offering  was 
going  to  go  under  and  covered  that 
fact  up,  they  would  liable. 

But  life  is  never  so  simple.  In  the 
case  of  WPPSS,  everyone  seems  to 
have  assumed  that  if  there  were  prob- 
lems with  the  construction  project, 
the  utilities  involved  would  take  over 
the  debt.  A  judge,  however,  decided 
differently.  Did  the  underwriters 
know  this  was  a  reasonable  possibil- 
ity? That's  for  another  judge  to  decide. 

What  some  lawyers  fear  is  that  the 
WPPSS  case  will  expand  the  defini- 
tion of  scienter  from  "Did  the  under- 
writer know  there  was  a  potential 


fessor  at  Brooklyn  Law  School  and 
former  executive  vice  president  of  the 
American  Stock  Exchange,  "You 
don't  have  to  show  that  the  customer 
relied  on  the  prospectus.  All  you  need 
to  do  is  show  that  on  the  registration 
statement  there  was  a  misstatement 
or  a  material  omission." 

Some  attorneys  fear  that  if  there  is  a 
wave  -of  underwriters'  lawsuits  when 
the  current  group  of  high-tech  offer- 
ings begins  to  fall  apart,  it  may  have  a 
chilling  effect  on  the  ability  to  raise 
capital.  After  all,  no  investment  bank- 
er in  his  right  mind  will  enter  too 
many  transactions  that  risk  lawsuits. 

Concludes  Jack  Kraft:  "I  don't  think 
investors  should  have  any  expecta- 
tion that  underwriters  and  accoun- 
tants will  automatically  make  them 
whole  if  they  lose  money."  ■ 
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The  last  thing  you  need 
during  a  merger  or  tender  offer 
is  to  get  tangled  up  in  your  depositary. 


The  key  decisions  have 
been  made.  The  exciting  part 
is  over.  Now  somebody  has  to 
handle  the  important  part: 
making  it  all  work. 

Usually,  awarding  a  bank 
the  depositary  function  —  the 
administration  and  handling 
of  the  physical  exchange  of 
stock  —  turns  out  to  be  an  after- 
thought. 

And  done  with  little 
thought,  it  can  cause  a  dispro- 
portionate amount  of  grief. 
Liability.  And  irate  stock- 
holders. 

All  it  takes  is  a  small 
clericalVslip-up  with  a  small 
stockholder. 

A  costiy  delay  occurs.  You 
spend  precious  time  preparing 
lengthy  explanations  for  the 
press.  Answering  to  your  board 
of  directors.  And  fielding  ques- 
tions from  regulatory  bodies. 

The  risk  is  that  the  entire 
deal  will  be  jeopardized. 

To  avoid  all  that,  we've 
developed  80  well  thought-out 
questions  that  we  ask  you  on 
the  front  end. 

Questions  you  probably 
haven't  even  considered.  But 
they  cover  the  potential  hic- 
cups, snags  and  fuzzy  areas 
that  can  turn  a  brilliant  acquisi- 
tion into  a  dismal  administra- 
tive mess. 

The  truth  is,  most  people 
in  your  organization  don't  even 
know  what  a  depositary  does. 

And  if  it's  done  well,  they 
still  won't. 


CONTINENTAL  BANK 

Continental  Illinois  National  Bank  and  Trust  Company  of 
Chicago,  231  South  LaSalle  Street,  Chicago,  Illinois  60697 
Corporate  Business  Development  1 312)  828-7007 


Atlanta  •  Boston  •  Chicago  •  Cleveland  •  Dallas  •  Denver  •  Houston  •  Los  Angeles  •  Minneapolis  •  New  York  •  Oklahoma  City  •  St  Louis  •  San  Francisco  •  Seattle  •  White  Plains 


If  an  insurance 

around  in  10  years! 
than  an  insuranco 


Like  many  businesses,  insurance  com- 
panies are  having  to  adapt  and  innovate  to 
insure  their  own  futures.  But  new  ideas  and 
new  ways  of  doing  things  have  never  been 
new  to  The  Travelers.  Here  are  some  of  the 
things  we're  doing  right  now  to  give  you 
more  than  just  insurance. 

A  complex  problem 
deserves  a  competent  cast 
of  problem  solvers. 
When  the  size  and  complexity  of  your 
account  require  it,  The  Travelers  will  staff  it 
with  a  team  of  experts,  rather  than  just  one 
person.  This  might  include  bringing  in 


highly  trained  specialists  in  marketing, 
underwriting,  financial  planning,  computer 
technology,  actuarial  science,  and  safety 
engineering  (to  uncover  potential  risks  and 


recommend  preventative  measures) . 
One  of  the  biggest  invest  me 
companies  in  the  country 
is  an  insurance  company. 

The  Travelers  has  an  investment  di 
sion  exclusively  devoted  to  the  manag 
ment  of  pension  funds  and  other  large 
company  accounts.  Last  year,  through 
deposits  and  in- 
vestment growth, 
pension  and  prof- 
it sharing  assets 
underThe  Travelers 
management  in- 
creased 25%  to 
over  $13  billion. 
Over  the  past  five 
years,  assets  grew 
at  an  annual  rate 
of  22%.  A  record 
that  can  be  match- 
ed by  few  (if  any)  pension  fund  mam 
ment  companies. 

Customized  coverage. 

The  Travelers  has  many  plans 
that  could  be  more  advantageous  for 
you  in  their  entirety.  But  your  situa- 
tion may  not  require  the  customary 
package  of  insurance  products  and 
related  services.  So  The  Travelers 
looks  at  your  individual  needs 
and  recommends  a  program  to  fit 
them.  That  way,  you  only  pay  for 
what  you  need. 


ans  to  be 
better  be  a  lot  more 


ompany  today. 


The  most  well-informed 
computer  organization 
in  the  business. 

The  Travelers  helped  pioneer  comput- 
ation in  the  insurance  industry  a  quarter 
century  ago.  Today,  our  computer  net- 
k  is  hooked  up  with 
isands  of  agents  and  field 
people  to  give  them  in- 
aneous  information, 
we're  still  making  im- 
ant  innovations.  For  in- 
e,  for  large  commercial 
unts,  The  Travelers  has 
ed  computerized  de- 
n  models  to  help  an- 
e  special  customer 
s. 

But  the  most  sophisticated  computer 
iation  is  only  as  good  as  the  people  who 
'  it,  and  nobody  has  more  knowledge- 
program  designers  and  operators  than 

HMm  The  Travelers. 
L  For  us,  their  competence 

means  greater  efficiency 
and  productivity.  For  you, 
it  means  more  for  your 
money. 

Helping  to 
keep  your  health 
care  costs  down. 
'^tf/N  Everybody's  con  - 

Y  if    ]     cerned  about  the 

meteoric  rise  in  health 


care  costs.  The  Travelers  is  doing  something 
about  it.  Besides  working  at  the  govern- 
ment level  to  help  keep  health  care  costs 
down,  The  Travelers  is  extensively  involved 
with  the  private  sector.  We  have  a  program 
to  help  employers  educate  and  encourage 
employees  to  adopt  healthier  living 
patterns.  Further,  The  Travelers 
often  provides  health  care  profes- 
sionals to  aid  rehabilitation.  It's  all 
helped  make  The  Travelers  a  leader 
in  health  care  cost  containment. 
But  what  can  we 
actually  do  for  you? 
For  us  to  tell  you  that,  you 
have  to  tell  us  your  problems. 
In  the  commercial  casualty- 
property  area,  contact  Chuck 
Clarke  at  (203)  277-4451. 

For  pension  or  profit  sharing  informa- 
tion, Tom  Keating,  (203)  277-7777. 

For  group  insurance,  Chris  Paul,  (203) 
277-5766. 

We'd  like  to  show  you  what  the  highly 
qualified  and  dedicated  people  at  The 
Travelers  can  do  for  you.  Ask  your  agent, 
broker  or  financial  consultant  to  call, 
or  find  out  firsthand  for  yourself. 

If  all  you're  getting  from  your  insur- 
ance company  is  insurance,  get  in  touch 
with  The  Travelers. 

TheTraveler^ 

The  Travelers  Corporation  and  its  Affiliated  Companies,  Hartford,  CT  06115 


An  employee  wants  to  go  out  on  his  own. 
You  can  fight  him.  Or  you  can  hack  him. 
Norm  Dion  has  done  the  latter  and  made 
a  lot  of  money  for  a  lot  of  people. 


Millionaire  maker 


By  Roger  Neal 

A trusted,  highly  valued  em- 
ployee waltzes  into  your  office 
b  and  announces  he's  quitting  to 
strike  out  on  his  own  (and  taking  a 
few  more  of  your  best  people  with 
him).  You  should  (check  one): 
Cry. 


Order  him  off  the  premises. 
Hog-tie  him  with  lawsuits. 
All  of  the  above. 

"None  of  the  above,"  advises  C. 
Norman  Dion,  52,  founder  and  chair- 
man of  Santa  Clara,  Calif,  's  Dysan 
Corp.,  a  fast-growing  computer  disk- 
maker.  Dion  suggests  you  congratu- 
late your  entrepreneurial  employee, 


buy  him  a  drink  and  then  offer  to  be 
his  first  financial  backer.  "I  tell  my 
people  to  come  to  me  first,"  says 
Dion.  "If  they  don't  see  me  first,  then 
I  get  mad." 

In  the  last  five  years,  Norm  Dion 
has  poured  over  $40  million  of  Dy- 
san's  cash  into  a  dozen  high-technolo- 
gy startups,  five  of  them  brought  to 
him  by  Dysan  employees.  Dion,  who 
grew  up  on  a  middling  chicken  farm 
in  Fall  River,  Mass.,  describes  himself 
as  "a  gambler"  who  likes  to  back  en- 
trepreneurs early — before  the  venture 
capitalists — when  all  the  entrepre- 
neur has  is  an  idea  and  a  partly  paid 
mortgage.  In  exchange  for  40%  to 
50%  of  the  startup's  equity,  Dion  will 
give  the  entrepreneur  some  office  fur- 
niture (which  Dion  buys  by  the  box- 
car) and  the  seed  money  needed  to 
develop  the  idea  far  enough  so  that 
venture  capitalists  have  something 
tangible  to  look  at. 

Normally  just  $500,000  or  so  does 
the  trick,  although  Dion  has  sunk  $30 
million  into  two  of  his  "affiliates,"  as 
he  calls  his  startup  ventures.  Only 
later  on  are  the  venture  capitalists 
invited  in,  to  fund  the  product's  pro- 
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I  Eighty  times  actual  size 

Splat!  Zap! 


ou're  looking  at  a  microscopic  innovation  with 
conspicuous  consequences. 
The  left  photo  shows  how  we  used  to  weld 
e  connecting  wires  to  the  chips  in  our  "mainframe'" 
isiness  computers.  The  shot  on  the  right  shows 
)w  we  do  it  now. 

We  borrowed  a  surgical  technique  used  in 
ornea  transplants— laser  beam  bonding— to  connect 
'  ousands  of  nerve-sized  wires  to  the  chips  in  our 
jw-generation  580  computer. 

The  connections  are  small,  but  their  effects  are 
lything  but. 

First,  as  the  photos  make  clear,  the  bonds  are 
eaner  and,  consequently,  stronger— 20%  stronger— 
hich  adds  to  the  580's  reliability. 

Second,  because  the  technique  is  more  precise, 
e  bonds  are  closer  together— 90%  closer  together— 
hich  adds  to  the  580s  capability. 

In  fact,  laser  beam  bonding  is  a  big  reason  why 
lr  580  is  the  world's  most  advanced  mainframe,  and 
e  industry's  price :performance  leader. 


Its  also  an  apt  illustration  of  our  pioneering 
approach  to  our  business:  Technical  leadership 
is  an  imperative. 

We  must  lead  because  we  specialize.  We  make 
only  mainframes,  peripherals  and  related  data  com- 
munications equipment,  and  when  your  focus  is 
narrow,  your  commitment  is  total. 

That's  why  we  invest  more  per  employee  in 
R&D  than  any  of  our  competitors,  and  why  we  seek 
out  especially  imaginative  people. 

It's  also  why  over  500  productivity-conscious 
organizations  around  the  world  have  installed  our 
equipment  since  we  shipped  our  first  mainframe  in 
October,  1975. 

Their  support  has  enabled  our  sales  to  grow 
from  zero  then  to  $462  million  in  1982,  a  track  record 
detailed  in  a  comprehensive,  plain  English  booklet, 
The  Amdahl  Phenomenon. 

We'd  like  to  send  you  a  copy.  Just  write  c/o 
Amdahl  Corporation,  R  O.  Box  3470,  MS108, 
Sunnyvale,  CA  94086,  or  call  (408)  746-8918. 


October.  1970,  a  company  was  formed  expressly  to  build  one  product  :  A  main 
ime  computer  that  would  outperform  the  mainframe  that  owned  the  market 
that  time.  Today,  this  company  is  an  international  success  story,  a  phenomenon. 


the  amdahl  phenomenon 


r HIS  PLACE  IS  US  WEST. 
Geographically,  we  are 
the  largest  of  the  seven 
sgional  holding  companies 
eated  by  the  divestiture  of 
T&T.  Yet  geography 
only  one  measure, 
d  certainly  not  the 
ost  impressive 
easure,  of  our 
rength. 

Take  a  close 
■  bok  at  some  of  the 
3  irojections  for  our 
|  pgions growth. 

MIT/Harvard 
int  Center  for  Urban 
udies  did.  And  their  study 
population  trends  revealed 
at  the  marketing  area  of 
S  WEST  is  the  fastest  devel- 
ing  in  this  country.  Faster, 
en,  than  the  much  touted 
nbelt.  This  is  a  dynamic 
vironment  for  growth. 

Personal  income  growth 
our  area  is  outpacing  the 
st  of  the  country  by  26%. 
ur  unemployment  is  lower, 
r  average  age 
younger,  and 
ur  housing 
farts  per  capita 
Ye  higher.  The 
ducation  level 
four  people 
inks  at  the  top. 
he  quality  of 
ur  work  force 
unquestion- 
ly  high.  And 
questionably 
luable  as  a 
source  for 

owth.  A  recent  study  by  Inc. 
Tagazine  compared  wage, 
roductivity  and  education 
vels  on  a  state  by  state  basis, 
he  U  S  WEST  region  is  home 
>  seven  of  the  top  ten  rated 


states  in  that  study. 

The  traditional  base  of 
agriculture,  ranching  and 
mining  in  our  area  is  yielding 
its  lead  to  high  technology 
and  service  based  industries, 


Population  Growth  Trends 
1980-2000 

51% 


Based  on  projections  by  the  Joint  Center  for  Urban 
Studies  of  MIT  and  Harvard  University,  August.  1982 


industries  that  require 

the  kind  of  telecommunica- 
tions systems  that  we  provide. 

Our  region  abounds 
with  natural  resources  that  will 
promote  the  growth  of  industry 
and  enrich  the  lifestyles  of  our 
residents.  70%  of  the  known 
gold  reserves  in  the  48  states, 
90%  of  the  nations  copper, 

98%  of  its  uranium, 
91%  of  its  silver  and 
60%  of  its  iron  ore. 
This  area  provides 
46%  of  the  nations 
supply  of  saw  timber 
(critical  to  the  re- 
covering housing 
market)  and  encom- 
passes 57%  of  the 
national  forest  lands. 
40%  of  the  nation's 
food  product  is  root- 
ed in  our  soil. 
Five  of  the 
ten  cities  of  great  opportunity, 
cited  by  John  Naisbitt  in  his 
book,  Megatrends,  are  in 
U  S  WEST  territory.  Ours  is  a 
diverse  and  dynamic  region, 
capable  of  accommodating 


the  evolving  decentralization 
of  America  with  land,  natural 
resources,  trained  individuals 
and  a  stimulating  environment. 
This  environment  is  a 
natural  setting  for 
telecommunications 
growth. The  increas- 
ing base  and  the  increas- 
ing capacity  to  service 
that  base  will  nurture 
continued  progress. 

We  serve  14  states 
populated  by  27  million 
people,  encompassing  43% 
of  the  continental  United 
States.  We  employ  more  than 
80,000  people  and  manage 
over  $15  billion  in  assets. 
On  our  first  day  in  business 
we  will  be  among  the 
Fortune  top  50.  Bigger  in  assets 
than  Xerox,  Westinghouse  or 
Eastman  Kodak. 

The  new  and  developing 
industries  of  this  country  are 
increasingly  dependent  on  the 


■  ■  US  WEST 

m  THENATION 

Personal  income  growth  in  our  region  is 
outpacing  the  rest  of  the  country  by  26%. 

information  their  telecommu- 
nications system  can  bring  them. 
And  we  bring  them  the  future. 

Indeed,  it  is  impossible 
to  think  small  in  a  place  this  big. 

For  more  information 
about  U  S  WEST,  address  your 
request  to:  John  Trygg, 
Director  of  Investor  Relations, 
U  S  WEST,  Quebec  One  Bldg., 
5700  South  Quebec  Street, 
Englewood,  Colorado  80111. 


LIJSWEST 


We're  out  to  win  our  spurs. 


top  others  from  pirating  my  key  people.  I  get  R&D  done  outside 
my  company.  And  I  create  a  small-company  atmosphere  that  is  more  conducive 
to  productivity  than  at  a  big  company."  Dion  pauses,  grins  and  adds:  "And 
I'm  making  a  lot  of  friends  because  they're  all  getting  rich." 


duction.  And  it's  later  still  before  the 
public  might  be  asked  in,  so  the  early 
backers  can  cash  out. 

The  benefits  to  Dysan?  Dion  ticks 
them  off:  "I  stop  others  from  pirating 
my  key  people.  I  prevent  my  key  peo- 
ple from  spinning  off  and  competing 
against  me.  I  get  R&D  done  outside 
my  company.  And  I  create  a  small- 
company  atmosphere  that  is  more 
conducive  to  productivity  than  at  a 
big  company."  He  pauses,  grins  and 
adds:  "And  I'm  making  a  lot  of  friends 
because  they're  all  getting  rich." 

As  are  Norm  Dion  and  his  share- 
holders. Since  he  quit  Memorex  to 
start  Dysan  in  1972,  sales  have  grown 
to  $161  million,  profits  to  $41  million 
($2.40  a  share)  for  the  latest  12 
months,  including  gains  from  his  af- 
filiates. Dion  still  owns  12%  of  Dy- 
san's  17  million  shares  outstanding 
(they  trade  over-the-counter).  Even 
after  the  recent  technology  stock 
bloodbath,  the  holding  is  worth  $52 
million  to  Dion.  Another  20%  is  held 
by  France's  Rhone-Poulenc. 

Dion's  most  successful  startup  by 
far  has  been  Seagate  Technology, 
which  was  brought  to  Dion  by  Alan 
Shugart,  his  old  boss  at  both  IBM 
and  Memorex.  In  1979  Shugart  want- 
ed to  produce  a  5 '/4-inch  Winchester 
computer  disk  drive,  and  wanted  Dy- 
san to  make  the  complementary 
disks.  (Disk  drives  rotate  disks  so  in- 
formation can  be  fed  to  the  comput- 
er.) Shugart  was  knocking  on  venture 
capitalists'  doors  for  the  $3.5  million 
he  needed  to  get  his  disk  drive  into 
production.  But  the  capitalists 
weren't  venturing.  "Shugart  kept 
coming  back,  saying,  'They're  think- 
ing about  it,'  "  Dion  recalls.  Sharing 
Shugart's  fear  that  Seagate  would 
miss  a  window  in  the  market,  Dion 
had  Dysan  put  in  some  money  to  get 
him  started. 

Dysan  put  up  $500,000,  for  which  it 
received  48%  of  Seagate's  equity.  In 
fact,  the  first  $  1 00,000  of  the  $500,000 
was  actually  a  loan  to  Shugart  and  a 
partner,  collateralized  by  their  homes. 
Dion:  "I  told  them,  'The  first 
$100,000  you  spend  is  your  money.'  I 
didn't  want  them  to  spend  [Dysan's] 
money  and  then  walk  away." 

Four  months  later  venture  capital- 
ists Oak  Investment  Partners  (Forbes, 
Apr.  25)  paid  $1  million  for  20%  of 


Seagate.  Nine  months  after  that,  Sea- 
gate went  public,  selling  20%  of  the 
company  for  $40  million.  The  market 
value  of  those  shares  quickly  climbed 
to  $160  million.  Early  this  year  Dion 
decided  to  lighten  up.  He  sold  half  of 
Dysan's  Seagate  shares  for  $55  mil- 
lion. The  remaining  shares  (13.5%  of 
Seagate's  equity)  are  worth  over  $100 
million,  almost  $6  per  Dysan  share. 
Muses  Dion:  "That  day  Shugart  came 
to  see  me  he  was  flat  broke.  And  now 
he's  worth  $80  million.  Crazy  num- 
bers, huh?" 

The  way  Dion  manages  it,  backing 
bright  entrepreneurs  can  be  tax-effi- 
cient, too.  He  calls  such  investments 
"research  and  development"  and  ac- 
counts for  them  as  such — without 
challenge,  thus  far,  from  the  IRS. 
After  all,  he  points  out,  he  only  in- 
vests in  ventures  that  are  technologi- 
cally related  to  Dysan's  computer 
disk  manufacturing  businesses.  Says 
Dion,  "We're  more  interested  in  the 
products  than  the  equity  of  these 
affiliates." 

In  effect,  then,  Dysan  possesses 
wonderful  tax-sheltering  possibili- 
ties. Dion  expenses  the  startup  in- 
vestments against  ordinary  income 
immediately,  and  retains  the  option 
to  sell  off  the  investments  down  the 
road,  at  capital-gains  tax  rates.  Says 
Dion:  "We  like  having  Uncle  Sam  as  a 
partner  in  our  investments." 

According  to  Dion,  his  enlightened 
self-interest  has  only  one  drawback — 
analytical  stupidity  on  Wall  Street, 
which  currently  values  a  share  of  Dy- 
san at  just  10.5  times  the  latest  12 
months'  earnings;  included  in  that 
P/E  is  the  $2.13  a  share  gain  on  Dy- 
san's sale  of  the  Seagate  shares.  That 
multiple  is  half  or  less  the  multiple 
the  market  gives  other  high-tech 
companies.  The  expensed  invest- 
ments, he  complains,  "hurt  our  earn- 
ings per  share.  But  when  we  sell  off 
$55  million  worth  of  [Seagate]  stock, 
we  don't  get  credit  for  it  because  the 
analysts  say  that's  a  one-time,  nonre- 
curring gain." 

What  Wall  Street  is  really  saying,  of 
course,  is  that  Seagate  was  a  fluke. 
Certainly  the  odds  are  against  another 
such  anytime  soon.  Some  $30  million 
of  the  $40  million  that  Dion  has  put 
into  startups  has  gone  into  just  two 
ventures:  Dastek  Corp.  and  Applied 


Peripheral  Systems.  Both  outfits  are 
struggling  to  develop  a  thin  film  coat- 
ing for  computer  disks  that  would  re- 
place the  oxide  and  particulate  coat- 
ing techniques  now  used.  But  thin 
film  coating  is  an  unproven  technolo- 
gy. Critics  assert  it  will  never  be 
proved.  Neither  Dastek  nor  APS  has 
yet  to  earn  a  penny  to  justify  the  $30 
million  investment. 

Dion  concedes  that  Dastek  and  APS 
"were  my  first  two  affiliates;  I  made 
all  my  mistakes  on  them."  But  he 
insists  that  the  thin  film  coating  con- 
cept is  sound.  "I'll  be  pretty  well  re- 
spected when  I'm  proved  right,"  he 
says  confidently. 

Maybe.  But  if  he's  wrong?  The  in- 
vestments having  been  expensed,  no 
nasty  writeoffs  will  follow. 

Of  Dysan's  nine  other  private  start- 
ups, two  have  been  closed  down.  Two 
are  still  at  the  seed-capital  stage  and 
one  is  a  joint  venture.  Venture  capital- 
ists have  already  invested  in  the  re- 
maining four,  and  so  have  placed  an 
outside  valuation  of  sorts  on  them. 
The  four  are:  Amlyn,  which  makes 
cartridge  floppy  disks;  Tabor,  maker 
of  3 '/4-inch  disk  drives;  Brown  Disc 
and  Charlton,  both  of  which  compete 
directly  against  Dysan  in  5'/i-inch 
floppy  and  Winchester  disks.  Charl- 
ton, says  Dion,  is  probably  the  next 
startup  that  will  go  public,  though 
Dysan  refuses  to  say  when  that  might 
be.  Venture  capitalists  have  valued  it 
at  $25  million;  Dysan  owns  50%. 

Altogether  these  four  affiliates  have 
a  venture  capitalist's  value  of  $110 
million,  of  which  $50  million  is  at- 
tributable to  Dysan.  That's  around  $3 
per  Dysan  share.  If  another  buyer  is 
willing  to  pay  several  times  what  the 
venture  capitalists  paid — obviously  a 
very  big  if — Dion  will  have  made  his 
shareholders  a  lot  more  money. 

In  the  meantime,  Dion  says  he's 
receiving  numerous  calls  from  other 
bosses  seeking  guidance  on  how  to 
back  their  restless  employees'  bright 
ideas.  He  is  enjoying  life  from  the 
million-dollar-plus  Mediterranean- 
style  home  he  and  his  wife  have  built 
in  Silicon  Valley's  posh  Saratoga  area. 
He  figures  he  has  created  over  60  mil- 
lionaires in  the  last  few  years,  and  he 
likes  the  idea.  Says  Dion:  "There's  a 
lot  of  fun,  you  know,  in  making  peo- 
ple rich."  ■ 
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Kodak  announces 

The  Programmable 
Copier-Duplicator 


I 
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nal  lop  upper 
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STOP  START 
'         COPY  — 1 


Job-stream  programming:  Advanced  electronic  performance 
based  on  Kodak's  proven  copier  technology. 

Powerful  computers  are  harnessed  for  repetitive  multistep 
operations  to  do  more  jobs  in  less  time.  And  it's  loaded  with 
other  talents  too: 

•  Zoom  reduction  •  Continuous  run  •  Cover-sheet 
insertion  •  Centralized  controls  •  Plain  English 
messages  •  Easier  duplexing  •  Integrated 
controller. 

Chances  are,  the  Ektaprint  200  copier 
can  improve  productivity  in  your  high- 
volume  job  stream. 

May  we  demonstrate?  Write: 
Eastman  Kodak  Company,  CD3445, 
Rochester,  New  York  14650. 
Telephone  toll-free:  1  800  44KODAK 
(1  800  445-6325)  Ext.  324. 


New  Kodak  Ektaprint  200 
copier-duplicator 


©Eaitman  Kodak  Company.  1983 


"When  Union  Pacific  gives  to  the 
Kennedy  Center,  we  know  we  are 
reaching  beyond  this  theater  and 
touching  the  lives  of  employees 
and  customers  all  across  the 
country — in  a  very  important  way. 

James  H.  Evans,  Chairman 
Union  Pacific  Corporation 


Not  surprisingly,  James  Evans  didn't  always 
feel  this  way  There  was  a  time  he  believed  the 
Center  was  built  to  serve  only  the  residents 
and  visitors  of  Washington,  D.C. 

Now,  as  1983  Chairman  of  the  Kennedy  Centers 
Corporate  Fund,  he  spends  much  personal 
time  and  effort  communicating  to  others  what 
he  has  learned  about  the  Centers  national 
impact.  For  example,  its  radio  and  television 
broadcasts . . .  touring  productions  of  music,  the- 
ater and  dance . . .  talent  searches . . .  college  com- 
petitions . . .  programs  for  children  and  youth . . . 
specially  priced  ticket  programs  for  the  elderly 
and  handicapped. .  and  so  very  much  more. 


From  the  Centers  very  beginning,  the  corporate 
community  has  been  crucial  to  its  success.  Con- 
trary to  popular  belief,  Kennedy  Center  receives 
virtually  no  government  funding  though  it  stands 
as  our  country's  only  national  cultural  center. 

Won't  you  join  your  business  colleagues  in  help- 
ing make  1983  a  landmark  year  of  cultural  experi- 
ence for  you,  your  employees,  your  customers 
and  all  Americans  by  making  a  contribution  to 
the  Corporate  Fund  at  the  John  F  Kennedy  Center 
for  the  Performing  Arts? 

Please  write:  James  H.  Evans,  Chairman,  The  Corporate 
Fund,  The  John  F.  Kennedy  Center  for  the  Performing  Arts, 
Washington,  D.C.  20566 


Rohm  &  Haas'  CEO  made  some  bad  mis- 
takes, but  they  gave  him  a  second  chance 
and  he  has  put  things  to  rights. 


It's  the  little 
things  that  count 


By  Barbara  Rudolph 


IN  his  13  years  as  chief  executive 
of  Rohm  &  Haas,  Vincent  Gregory 
Jr.  has  received  his  share  of  criti- 
cism from  Wall  Street  for  a  failed  di- 
versification program.  But  Rohm  & 
Haas  boosted  earnings  74%  in  the  first 
half — far  better  than  Wall  Street  ex- 
pected. Security  analysts  threw  their 
hats  into  the  air.  "The  analysts  were 
mad  at  us  for  so  long,"  says  Gregory,  a 
stocky,  gray-haired  man  who  was  a 
World  War  II  pilot.  "Now  they're  so 
optimistic  that  I  feel  I  have  to  hold 
them  back."  The  stock  recently  hit 
an  alltime  high  of  $78. 

As  often  happens,  the  invest- 
ment community  recognized  only 
late  in  the  game  a  corporate  turn- 
around that  has  been  evolving  for 
years.  In  the  Sixties,  Philadelphia- 
based  R&H  was  a  solid,  steady  pro- 
ducer of  specialty  chemicals.  Its 
mainstays  were  polymers,  ingredi- 
ents in  paint  and  floor  polish,  but 
the  company  also  produced  agri- 
cultural chemicals. 

In  the  early  1970s,  Gregory 
moved  R&H  deeper  into  the  fiber 
business.  It  was  a  classic  blunder. 
R&H  was  outflanked  by  Du  Pont. 
Then  the  company's  polyester 
business  collapsed,  thanks  to  a 
worldwide  glut.  A  second  diversifi- 
cation into  pharmaceuticals  was 
also  doomed.  By  1976  R&H  was 
losing  money.  Its  shares  fell  from 
$58  in  1973  to  $14  in  1977. 

Now  that  all  seems  long  ago.  After 
years  of  writeoffs  and  retrenchment, 
R&H  earned  $77  million  on  sales  of 
$983  million  for  the  first  six  months 
of  1983,- $2.98  a  share.  Return  on  equi- 
ty is  now  a  comfortable  12.8%. 

Quite  simply,  Gregory  has  gone 
back  to  basics,  the  specialty  chemical 
markets  that  R&H  dominated  for 


years.  But  there  is  more  than  merely 
casting  off  losers  and  waiting  for  good 
times  to  return.  Much  of  the  success 
stems  from  small  but  significant  new 
products  and  close  attention  to  cost- 
cutting  detail. 

No  high-priced  consultant's  studies 
prompted  these  changes.  Gregory  re- 
alized the  need  for  reform,  he  says, 
when  he  was  walking  through  R&H 
plants  and  felt,  for  the  first  time,  that 
"they  just  didn't  hum  like  they  used 
to."  That  may  sound  corny,  but  the 


Rohm  &  Haas'  Vincent  Gregory  Jr 
Factories  "didn't  hum  like  they  used  to. 

numbers  are  compelling:  Sales  per 
employee  averaged  $64,000  seven 
years  ago.  Today  the  average  is  up  to 
$158,000.  Some  of  that  increase  came 
from  extensive  layoffs.  Gregory  also 
boosted  productivity,  he  says, 
through  more  "bottom-up"  decision- 
making on  the  factory  floor. 

In  getting  back  to  basics,  Gregory 


bravely  rectified  some  of  his  own  mis- 
takes. Recently,  for  example,  he  cut 
back  on  an  oil  exploration  venture 
with  Shell.  That  could  mean  added 
profits  of  60  cents  a  share  this  year. 

Since  R&H  chemicals  serve  basic 
industries  that  grow  no  faster  than 
GNP,  dramatic  gains  come  when 
market  share  improves.  Take  R&H's 
acrylic  products,  used  in  paint  coat- 
ings. In  1960  acrylic-based  coatings 
represented  only  2%  of  that  market. 
By  1970  the  figure  was  up  to  10%. 
Last  year  it  hit  18%,  with  acrylics 
reducing  the  need  for  more  expensive 
alternatives  such  as  titanium  dioxide. 

Gregory's  gains  haven't  been 
achieved  at  the  expense  of  the  future. 
Gregory  increased  R&D  spending  by 
37%  over  the  past  two  years.  During 
this  period  chemical  companies  such 
as  Celanese  and  Monsanto  were 
showing  smaller  increases.  Result: 
R&H  spends  5%  of  sales  on  R&D,  a 
bigger  share  than  most  competitors. 

Rohm  &  Haas  currently  is  running 
$100  million  in  annual  free  cash 
flow — cash  that  isn't  needed  in  the 
business.  Most  of  it  comes  from  the 
mature  polymer  business.  But  Greg- 
ory isn't  eager  to  spend  that  on 
splashy  acquisitions.  Instead,  he 
wants  small  operations  that  fit  neatly 
with  existing  products.  "We'd  be  sat- 
isfied to  let  our  $225  million  pile  of 
cash  sit  there,"  he  explains. 

R&H  found  a  few  bargains, 
though.  Take  Gregory's  1981  pur- 
chase of  Borg-Warner's  PVC-modi- 
fier  business.  These  chemicals  give 
plastic  PVC  different  properties, 
and  Borg-Warner  had  probably  lost 
money  on  them  for  years,  accord- 
ing to  Salomon  Brothers'  Leslie  Ra- 
vitz.  R&H  got  the  business  for  a 
mere  $35  million,  "just  a  song," 
says  Ravitz.  It  now  earns  pretax 
margins  of  perhaps  15%,  and  ana- 
lysts guess  that  return  on  capital  is 
an  impressive  25%. 

R&H  now  has  around  55%  of  the 
worldwide  PVC-modifier  market. 
Along  the  way  it  beat  out  Japan's 
Kanegafuchi,  which  had  dominat- 
ed the  field.  This  success  reflects 
R&H's  ability  to  apply  its  tradi- 
tional chemical  technology  in  re- 
lated businesses.  Gregory's  next 
'•  target:  electronic  chemicals.  De- 
.  mand  for  these  products,  used  in 
manufacturing  semiconductors,  is 
growing  at  up  to  15%  annually. 

The  founding  Haas  family  controls 
47%  of  R&H's  stock.  Back  in  the  mid- 
Seventies,  when  the  diversification 
gamble  failed,  they  gave  Gregory  a 
second  chance.  It  was  a  good  bet:  The 
Haases'  own  holdings  have  since  in- 
creased by  roughly  $230  million.  ■ 
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The  Samsung  Formula 

A  Commitment  to  High  Technology 

Our  commitment  to  develop  "high  tech"  industries  is  a  small 
part  of  the  Samsung  Formula. 

Backing  that  commitment  with  a  history  of  fast-paced  develop- 
ment, made  possible  by  the  dedicated  people  at  Samsung  coupl- 
ed with  proven  results,  has  provided  the  springboard  for  our 
advance  into  the  8o's 

Being  the  fourth  company  in  the  world  to  develop  semiconductors,  our  large-scale  Research 
and  Development  facilities  contributed  to  the  mass-production  capabilities  of  the  64K  D-RAM 
chip,  and  the  8  bit  micom  is  also  presently  in  production.  While 
at  the  same  time,  our  R  &  D  facilities  are  presently  developing 

the  256K  D-RAM  chip. 

Samsung  is  now  engaged  in  such  high  tech  fields  as  com- 
puters, office  automation  (OA),  optical  communication,  genetic 
engineering,  and  high  performance  jet  engine  production  to 
name  a  few. 

From  food  processing  to  precision  industries,  the  Samsung 
Formula  is  working  for  you. 


Represented  by  Samsung  Co.,  Ltd. 
C.P.O.  Box  1144  Seoul.  Korea 
Telex:  STARS  K23644  K23302  K23340 
Cable  Address:  STARS  SEOUL 
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A  REPORT  TO  U.S.  BUSINESS  LEADERS 


The  Dynamics 
9f  Korea 

Richard  L.  Walker 


Foreign  visitors  who  arrive  in  Korea  for 
the  first  time  these  days  almost  invar- 
iably comment  on  the  dynamism  of 
he  atmosphere.  Everyone  seems  purpose- 
Lilly  active,  construction  activities  abound, 
he  whole  country  seems  vibrantly  alive, 
he  Republic  of  Korea  is  anything  but  a 
uiet,  sleepy  Third  World  country. 
In  the  capital  city,  Seoul,  now  the  fourth 
nost  populous  city  in  the  world  with  more 
than  9  million  inhabitants,  something  al- 
ways seems  to  be  going  on.  Especially 
I  ctive  attention  is  being  paid  to  upcoming 
important  events  like  the  Interparliamen- 
tary Union  meeting  this  October,  the  World 
!>ank  and  International  Monetary  Fund 
neeting  in  1985  and  the  Asian  Games  in 
i  986.  Major  attention  is  focused,  however, 
!>n  the  summer  Olympics,  which  Seoul  will 
>e  hosting  in  1988. 

I  Who  can  believe  this  is  the  same  country 
vhich  was  so  ravaged  by  war  only  30  years 
;  go?  So  much  has  changed.  Most  of  the 
hange  in  Korea  has  come  in  the  past  two 
lecades.  In  1961,  for  example,  per  capita 
ncome  was  only  $82.  By  1982,  it  was  nearly 
1,700.  In  1961,  total  trade  between  the 
Jnited  States  and  Korea  was  about  $150 
trillion.  Twenty-one  years  later,  in  1982,  it 
lad  grown  by  nearly  20  times  to  more  than 
11  billion.  This  marks  no  small  achieve- 
nent  for  a  country  whose  only  major 
latural  resource  is  the  energy  and  talents  of 
highly  motivated  and  educated  populace. 
I  Such  growth  has  brought  with  it  great 
)  hanges  in  the  Korean  scene  as  well  as  in 
i  he  relationship  between  the  Republic  of 
Corea  and  the  United  States.  Our  Korean 
Hy  now  has  40  million  people,  of  which 
nore  than  70%  are  urban  dwellers.  Re- 
orestation  and  the  saemaul  ("Key  Village") 
novement  have  transformed  the  country- 
ide,  but  urban  growth  and  modernization 
re  what  immediately  catch  the  eye.  All  of 
I  his  change  means  that,  although  Koreans 
ling  to  their  traditional  mores  and  remain 
>roud  of  their  unique  national  heritage, 
Corea  now  participates  in  the  modern 
vorld  as  an  important  actor.  It  is  no  longer 
oo  small  or  unimportant  to  make  a  dif- 
srence  in  world  trade. 


The  Honorable  Richard 
L.  Walker,  Ambassador 
of  the  United  States 
to  Korea. 


Mr.  John  T.  Bennett, 
President  of  the  Korea 
Economic  Institute 
of  America. 


Korean-American  relations  cannot  be  the 
same  as  they  were  when  the  Korean-United 
States  Mutual  Defense  Treaty  was  inked  on 
October  1,  30  years  ago.  Korea  has  moved 
into  the  top  ranks  of  American  trading 
partners;  it  is  our  ninth  in  the  world,  and  it 
is  the  fifth  largest  customer  for  American 
agrarian  products.  The  aid  program,  ob- 
viously one  of  our  most  successful,  termi- 
nated several  years  ago,  and  Korea  is  now 
able  to  extend  some  technical  and  financial 
assistance  in  Third  World  areas.  The  Re- 
public of  Korea  is  no  longer  a  dependent, 
but  is  increasingly  a  partner  with  the 
United  States  in  issues  ranging  from  mili- 
tary security  to  cultural  activities. 

Events  in  recent  years  have  demon- 
strated Korea's  capacities  as  an 
international  actor.  Korean  workers  and 
construction  engineers  have  proven  to  be 
outstanding  performers  in  the  Middle  East. 
The  Korean  president  has  visited  countries 
around  the  world  in  a  manner  that  is  clearly 
not  reflective  of  a  "hermit  kingdom,"  the 
name  by  which  Korea  was  once  known  in 
the  West.  Korea  ranks  second  among  ship- 
builders in  the  world,  and  Korean  athletes 
astonished  many  observers  by  taking  third 
place  in  the  Asian  Games  in  1982.  Such 
items  indicate  that  Korea  will  be  a  world 
participant  of  increasing  significance  in  the 
foreseeable  future.  The  Koreans  have  dem- 
onstrated for  the  world  the  validity  of  an 
outward-looking  development  strategy,  fol- 
lowing the  basic  principles  of  exporting  in  a 
free  market  competitive  environment. 

Obviously,  trade  will  occupy  the  center 
of  attention  in  U.S. -Korean  economic  rela- 
tions. While  the  dependence  of  the  United 
States  on  exports  is  much  less  propor- 
tionately than  that  of  Korea  in  relation  to 

Continued  on  page  4,  column  1 


U.S.  and  Korea: 

Competitors 
or  Partners? 

By  John  T.  Bennett 

Close  allies  since  1950,  Korea  and  the 
U.S.  have  more  recently  developed 
an  economic  relationship  that 
strongly  reinforces  their  mutual  security 
interests.  Yet  economic  issues  increasingly 
threaten  to  divide  the  two. 

In  the  U.S.  view,  most  of  the  problem 
comes  from  the  Korean  side.  Korean  shoes, 
garments,  steel  products  and  TVs  flood  the 
U.S.  market,  eliciting  demands  for  protec- 
tion. U.S.  firms  that  have  developed  a 
market  in  Korea  have  been  shut  out  when  a 
Korean  firm  began  making  a  similar  prod- 
uct and  the  government  protected  its  infant 
industry. 

Korea  points  to  its  current  account  defi- 
cits to  justify  restricting  imports  and  to  its 
need  to  export  in  order  to  service  its  foreign 
debt. 

Such  views  are  inconsistent.  Protection 
can't  be  all  right  for  one  partner  and  not  the 
other. 

Over  the  years  trade  has  prospered  be- 
cause both  sides  have  benefited. 

The  Economic 
Relationship—  Trade 

The  most  important  feature  of  the  U.S.- 
Korea economic  exchange  is  trade. 
Last  year,  Korea  exported  $6.2  million 
to  the  U.S.  and  imported  $6.0  million  from 
the  U.S.  For  Korea,  the  U.S.  was  both  its 
most  important  market  and  supplier.  For 
the  U.S.,  Korea  was  both  its  ninth  largest 
market  and  supplier. 

From  the  U.S.,  Korea  buys  principally 
grains,  raw  cotton  and  hides,  nonelectrical 
and  electrical  machinery,  chemicals,  scrap 
iron,  coal,  pulp  and  paper,  and  instru- 
ments. Korea  is  the  second  largest  market 
for  U.S.  agricultural  products  in  Asia,  and 
among  the  top  five  in  the  world.  It  imports 
machinery  in  order  to  go  on  growing.  Its 
import  of  raw  and  intermediary  products 
reflects  its  resource  poverty. 

Korea  sells  textiles  and  apparel,  iron  and 
steel,  electrical  products,  transport  equip- 
ment, footwear,  machinery,  tires  and  tubes, 
toys,  luggage,  plywood  and  electronic 

Continued  on  page  4,  column  3 


TO  EUROPE  AND  THE  ORIENT. 

Introducing  more  luxury  and  elegance  than 
ever  before:  Northwest  Orient's  new  Regal 
Imperial  service. 

More  elegance.  Exquisite  new  entrees,  Royal 
Doulion  China,  Piper  Heidsieck  Champagne, 
Alfred  Rothschild  Vin  Mousseaux. . .  and 
more.  It's  yours  when  you  fly  Our  Way  to 
Europe  or  the  Orient — in  First  Class  or 
Executive  Class. ,;.   .  : 
More  luxury.  Reclining  sleeper  seats  in  First 
Class  and  Executive  Class., .  a  comfortable 
choice  no  other  airline  offers.  Plus  electronic 
stereo  headsets,  firsi-off  luggage  handling 


and  much  more.  Executive  Class  sleeper  seats 
are  limited  and  must  be  reserved  in  advance. 
More  cities.  To  more  of  Europe  and  the 
Orient  from  more  of  America  than  any  other  . 
airline — over  120  nonstops  crossing  the 
Pacific  and  Atlantic  every  week. . .  linking 
15  countries  and  73  cities  around  the  world. 
For  more  information  and  reservations,  call 
your  travel  agent,  corporate  travel  department 
or  Northwest  Orient:  1-800-447-4747 
(toll-free). 

THE  WORLD  IS  GOING  OUR  WAY. 


(•REA-UNITED  STATES 


\ontinued  from  page  2 

he  Dynamics  of  Korea 

otal  output  of  goods  and  services,  trade  is 
ecoming  increasingly  crucial  for  our  econ- 
omy. It  affects  politically  sensitive  areas.  In 
kmerica,  for  example,  four  out  of  five  man- 
ufacturing jobs  created  in  the  past  five  years 
bere  in  export- related  industries.  Korea's 
ptal  exports  for  1983  are  expected  to  reach 
123.4  billion,  an  increase  of  9.2%,  compris- 
pg  about  one-third  of  the  gross  national 
product.  In  what  has  become  an  in- 
jreasingly  sensitive  area,  it  is  worth  noting 
pat  our  Korean  allies  have  managed  to 
reep  their  trade  v/ith  the  United  States 
bughly  in  balance  over  the  past  decade. 
I  Clearly,  unshackled  bilateral  trade  has 
Bready  demonstrated  itself  as  best  for  our 
tvo  countries,  and  it  is  equally  manifest 
pat  free  trade  can  only  survive  if  all  coun- 
ties play  by  the  same  rules.  The  United 
[tares,  under  President  Reagan,  is  corn- 
pitted  to  competition  on  a  fair  and  equal 
lasis  in  the  international  marketplace, 
thus,  it  becomes  important  that  both  coun- 
ties be  alert  to  any  practices  which  might 
Encourage  those  very  self-defeating  protec- 
[onist  measures  that  could  impede  our 
brther  development  and  mutually  benefi- 
lal  economic  relations. 
I  We  have  been  reminding  our  Korean 
farmers  that  the  United  States  needs  their 
Jelp  if  we  are  to  resist  domestic  American 
Pressures  for  "reciprocity"  or  "local  con- 
!?nt"  legislation.  We  have  been  encouraged 
hat  the  government  of  Korea  has  expressed 
i  determination  to  bring  import  regulations 
Jito  line  with  those  of  the  developed  coun- 
ties by  1986.  Obviously,  some  of  Korea's 
bp  leaders  understand  that  their  country  is 
1  visible  and  major  player  in  the  world 
jade  game. 

I  Recent  changes  in  the  world  economic 
Sattern  indicate  that  to  continue  its  rapid 
jrowth  and  "economic  miracle"  Korea  can 
Jo  longer  depend  as  much  as  in  the  past  on 
bans  and  long-range  credits.  It  will  have  to 
fecruit  more  foreign  investment,  enter  into 
bore  joint  ventures  and  seek  out  licensing 
agreements.  All  of  these  will  require  a 
peticulous  attention  to  detail  and  scru- 
pulous adherence  to  terms  in  contractual 
Arrangements.  This  is  beginning  to  be  well 
Understood  in  Seoul,  though  more  atten- 
jjon  will  have  to  be  given  to  problems  that 
ire  beginning  to  arise  in  the  fields  of  patents, 
Ippyrights,  and  intellectual  property  rights. 
I  Based  on  an  impressive  performance  in 
curbing  inflation  and  maintaining  fiscal  re- 
sponsibility, Korea  is  now  one  of  the  most 
attractive  areas  for  foreign  investors.  Many 
irre  eager  to  enter  joint  ventures  with 
.orean  partners.  Hardly  a  week  goes  by 
/ithout  the  announcement  of  some  new 
)int  venture  agreement,  many  of  them 
/ith  ranking  United  States  firms.  The  Re- 
ublic  of  Korea  is  presently  at  a  stage  where 
can  absorb  advanced  technology.  Eco- 
omic  planners  state  frankly  that  domestic 
^search  and  development  efforts  and  over- 
11  industrial  productivity  can  only  benefit 


by  cooperation  with  overseas  investors. 

Today  the  most  dynamically  performing 
economies  in  the  world  are  in  East  Asia,  an 
area  that  has  replaced  Western  Europe  as 
America's  most  important  trading  partner. 
Korea  is  at  the  geographical  hub  of  this  area 
and  will  be  especially  well-positioned  to 
take  advantage  of  the  stimulus  from  world 
economic  recovery.  The  United  States  re- 
mains the  ideal  partner  through  exporting 
services  and  higher  technology  manufac- 
tures to  complement  Korea's  development. 

I  believe  I  can  say  with  certainty  that,  in 
the  decades  immediately  ahead,  Korea  will 
remain  one  of  the  most  attractive  areas  for 
close  economic  friendship  and  cooperation 
with  the  United  States.  The  highly  re- 
garded economic  management,  the 
decision-making  pragmatism,  and  social 
stability  enhance  Korea's  credibility  as  an 
internationally  responsible  performer. 

Underlying  our  economic  joint  destiny  is 
the  fact  that  as  close  military  allies  we  have 
been  able  to  develop  especially  close  bonds 
of  friendship  and  understanding.  Our  se- 
curity is  a  mutual  commitment  that  can 
only  assist  a  shared  joint  economic  future 
about  which  we  are  entitled  to  be  optimistic^ 


Continued  from  page  2 
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goods  to  the  U.S. 

Unrecorded  in  Korean  import  data  are 
U.S.  exports  of  construction  equipment  to 
third  countries  for  use  by  Korean  con- 
tractors there.  This  export  earned  the  U.S. 
$172  million  in  1980,  $281  million  in  1981  and 
$347  million  in  1982. 

American  concern  about  Korean  exports 
arises  because  of  the  rapidity  with  which 
they  have  grown  over  the  past  twenty 
years:  an  average  increase  of  43  percent  a 
year.  However,  they  have  been  matched  by 
imports  from  the  U.S.  which  have  grown 
an  average  of  20  percent  a  year,  since  1962. 


Investment:  

he  investment  relationship  so  far  has 
largely  consisted  of  U.S.  firms  creating 
facilities  in  Korea — more  than  $400 
million  invested  by  American  firms  over 
the  years.  Much  of  it  in  joint  ventures.  U.S. 
firms  invest  mainly  because  Korea  is  a  low- 
cost  manufacturer  or  to  get  access  to  the 
Korean  market. 

Joint  management  has  been  rare  in  the 
past,  however,  as  complex  technology 


HOTEL  LOTTE  KNOWS  WHAT  A  BUSINESS 
TRAVELER  WANTS  FROM  A  HOTEL 


In  Seoul,  there  is  one  hotel  that  sets  the  standard  for 
all  the  others. 

Of  course,  it's  the  largest  in  Korea.  And  has  a  truly 
unlimited  choice  of  cuisine  at  its  bars  and  restaurants. 

And  yes,  it  can  boast  of  Asia's  largest  health  club  and 
the  kind  of  service  that's  always  there  when  you  need  it. 

But  Hotel  Lotte  is  THE  hotel  in  Seoul  because  it's 
more  than  just  an  elegant  set  of  circumstances... 

HOTEL  LOTTE 

One  of  the  world's  great  hotels 
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In  London:  (01)4865754/6,  Paris:  (01)2962887,  Frankfurt:  (0611)295247.  New  York:  (212)  593-2988,  Hong  Kong:  3679111, 
Singapore:  7343757,  Johannesburg(South  Africa):  (11)833-5855/5891,  Tokyo(03) 5041  111  Ext.  4248/49 
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becomes  more  important  in  Korea's  pro- 
duction processes,  management 
specialization  offers  advantages,  with  the 
American  side  focusing  on  the  technologi- 
cal aspects  of  production  and  the  Korean 
side  on  the  human  aspects. 

Korea  has  generally  been  unreceptive  to 
wholly-owned  foreign  investments  because 
it  sees  joint  ventures  as  maximizing  the 
transfer  of  technology.  In  recent  years, 
however,  the  government  has  recognized 
that  many  foreign  firms  will  insist  on  100% 
ownership  and  has  allowed  it  in  cases 
where  the  technology,  such  as  fabrication  of 
computer  chips,  was  highly  regarded  and 
could  not  be  obtained  any  other  way.  As 
Korea  continues  to  adopt  the  economic 
rules  followed  by  OECD  countries,  it  will 
no  doubt  continue  to  relax  regulations  in- 
volving foreign  investors.  By  1987,  it  will  do 
away  with  prior  approvals  of  foreign  invest- 
ments except  in  a  limited  number  of 
industries. 

Korean  investment  in  the  U.S.  has  been 
meager  until  recent  years.  The  desire  for 
assured  supplies  of  natural  resources  has 
now  stimulated  a  change.  It  has  developed 
coal  mines  in  the  U.S.  and  looks  to  do 
more.  Trade  is  another  important  consid- 
eration leading  to  investment  in  the  U.S. 
Korea  has  opened  branch  banks,  par- 
ticularly of  the  government-owned  Korea 
Exchange  Bank,  primarily  concerned  with 
trade  finance,  and  branch  offices  of  its  ten 
General  Trading  Companies,  as  well  as 
many  other  trading  offices. 

Technology  Transfer: 


echnology  transfer  has  motivated 
Korea  to  bring  in  much  of  the  foreign 
investment  there.  Up  to  now,  Korea 
often  preferred  to  acquire  technology  by 
purchase.  Its  equity  interest  is  not  diluted, 
and  it  often  can  get  the  technique  at  less 
cost.  By  picking  an  eclectic  combination  of 
technologies,  it  has  made  its  industry  supe- 
rior to  that  of  other  countries  in  some  cases 
(e.g.,  steel),  and  avoided  restrictions  on  its 
freedom  to  compete  in  world  markets. 

Korea  is  not  yet  developing  much  new 
technology.  However,  it  has  set  up  a  num- 
ber of  industrial  research  institutes  and 
should  provide  a  growing  flow  of  new 
techniques,  particularly  to  less-developed 


countries.  In  certain  fields  in  which  it  is 
concentrating,  such  as  electronics,  those 
new  techniques  may  also  prove  useful  to 
developed  countries  like  the  U.S. 

Finance: 


Korea  today  has  44  foreign  bank 
branches,  of  which  18  are  from  the 
U.S.,  as  well  as  a  large  number  of 
representative  offices.  Korea's  total  out- 
standing borrowing  at  the  end  of  1982, 
fourth  largest  in  the  world,  stood  at  $37 
billion,  of  which  about  $10  billion  was  short- 
and  long-term  lending  by  American  banks. 

In  borrowing  so  heavily,  Korea,  which 
has  adopted  the  view  that  its  growth  rate 
would  be  raised  by  carefully  choosing  pro- 
ductive investment  projects,  has  been 
highly  successful.  Real  growth  averaged 
almost  10%  a  year  from  1962-78,  when  the 
second  oil  shock,  world  recession  and  in- 
ternal management  problems  slowed  the 
pace.  As  domestic  savings  increased  over 
the  years,  foreign  borrowing  financed  a 
decreasing  portion  of  total  investment. 
Nevertheless,  given  Korea's  highly  produc- 
tive new  investment,  that  added  more  than 
2  percentage  points  to  the  average  growth 
rate. 

Borrowing  abroad  pays,  so  long  as  the 
return  earned  on  capital  exceeds  the  inter- 
est cost  on  the  borrowed  funds.  From 
1972-76,  aggregate  return  on  capital  addi- 
tions averaged  37%  for  the  entire  economy. 
From  1977-81,  the  rate  fell  to  15%,  in  part 
because  of  recession,  but  is  expected  to 
recover  to  more  than  20%  over  the  1982-86 
period.  Foreign  borrowing  continues  to 
look  attractive. 

Korea  needs  to  be  able  to  offer  financing 
as  well  as  low  price  to  remain  competitive. 
Its  Export-Import  Bank  was  set  up  with  this 
fact  in  mind  and  makes  loans  at  8%  for 
periods  of  six  months  to  10  years  to  finance 
such  sales. 

The  Balance  of  Benefits: 

hich  side  benefits  most  from  the 
U.S. -Korean  relationship?  Since 
both  sides  are  better  off,  it  should 
make  little  difference.  Nevertheless,  grow- 
ing protectionist  sentiment  in  the  U.S. 
makes  the  argument  current  and  heated. 


At  the  simplest  level,  the  debate  is  over 
jobs.  Declining  industries  see  jobs  lost  to 
imported  goods.  The  conclusion  fails  to 
account  for  the  jobs  gained  producing  ex- 
port goods.  Moreover,  the  proponents  of 
protection  almost  always  ignore  exports  u 
services.  The  U.S.  has  increasingly  becom 
a  service  economy.  Seventy  percent  of  U.! 
jobs  are  in  service  industries. 

Some  counter  that  services  can't  be  ex- 
ported. The  Korean  example  refutes  this 
point,  as  the  following  table  makes  clear. 

On  a  merchandise  trade  basis,  the  ex- 
change between  the  U.S.  and  Korea  is  clo 
to  even.  Indeed,  from  1979-81,  Korea  im- 
ported slightly  more  from  the  U.S.  than  il 
sold  here. 

It  is  possible  to  calculate  what  this  meai 
in  jobs  as  well.  The  average  U.S.  worker 
produced  goods  and  services  worth  abou 
$31,000  in  1982.  Thus,  the  $6  billion  in  U.S 
exports  to  Korea  was  equal  to  about  194,00 
jobs.  Since  imports  equalled  exports, 
however,  about  the  same  number  of  jobs 
were  lost  in  other  industries. 

However,  when  account  is  taken  of  the 
trade  in  invisibles,  the  picture  changes 
sharply.  As  trade  was  approximately  ever 
the  balance  on  goods  and  services  in  1982 
was  $1.2  million  in  favor  of  the  U.S.  In 
terms  of  average  jobs,  that  surplus  added 
the  equivalent  of  almost  40,000  jobs  in  trw 
U.S.  that  year. 

Looking  at  the  matter  another  way,  U.9 
protectionist  measures  against  exports  frc 
Korea  will  reduce  Korea's  ability  to  buy 
here.  Moreover,  development  of  the  eco- 
nomic relationship  will  be  jeopardized. 

The  partnership  has  prospered  in  the 
past.  The  ingredients  are  there  for  it  to 
continue  in  the  future.  What  is  basically 
required  is  a  better  appreciation  of  the 
complementarity  of  the  two  economies  ai 
the  mutual  benefits  to  be  gained 
from  cooperation. 


The  Korea  Economic  Institute  of  America,  Inc.,  1120 
Twentieth  St.,  N  W  ,  Washington,  D  C.  is  registered  ur« 
the  Foreign  Affairs  Registration  Act  as  an  agent  of  the 
Korea  Development  Institute,  a  public  corporation 
established  by  the  Government  of  the  Republic  of  Korea 
This  material  is  filed  with  the  Department  of  Justice, 
Washington,  D.C.,  where  the  required  registration 
statement  is  available  for  public  inspection.  Registrator 
does  not  indicate  approval  of  the  contents  of  this  docum 
bv  the  United  States  Government. 

KEI  is  not  engaged  in  the  practice  of  law  and  does  not 
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Bilateral  U.S. -Korea  Current  Account  (in  mil 

lions  of  dollars) 

Source:  Bank  of  Korea 

1979 

1980 

1981 

1982 

U.S.  Export-  '    V  voa 

$4,491 

$4,823 

$5,695 

$5,947 

U.S.  Import-  !  >rea 

4,136 

4,429 

^.4" 

6,078 

Trade  Balanit 

355 

394 

238 

-130 

U.S.  Invisible  i 

>m  Korea 

1,831 

3,027 

3,667 

4,156 

U.S.  Invisible  Pa 

o  Korea 

1,652 

1,821 

2,016 

2,780 

Invisible  Balance 

179 

1,206 

1,651 

1,376 

Transfers  to  Korea 

-  179 

-242 

-232 

-247 

■■  ■■['■■>  with  Korea 

354 

1,358 

1,658 

999 

^^)day,  businesses  in  the  know  seek  out  working  relationships  with 
enterprises  that  confidently  and  quickly  absorb  the  latest  technology 
and  live  up  to  the  highest  standards  of  reliability  and  business  ethics. 
In  Korea,  Lucky-Goldstar  more  than  fills  the  bill. 

The  Lucky-Goldstar  Group  has  been  in  the  vanguard  of  new 
developments  for  Korea  for  over  36  years  now.  Besides  its  own 
admirable  accomplishments  in  chemicals,  electronics,  and  com- 
munications, semiconductors  and  computers,  energy  and  resources, 
trade,  construction  and  engineering,  insurance  and  securities,  and 
public  services,  Lucky-Goldstar  is  also  the  common  factor  in  the 
Asian  success  stories  of  some  of  the  world's  most  renowned 
enterprises. 

Who  should  you  contact?  The  answer  is  Lucky-Goldstar,  care  of 
its  trading  house:  Bando  Sangsa  Co.,  Ltd.,  537  Namdaemun-ro  5-ga, 
Jung-gu,  Seoul  100,  Korea.  CPO  BOX  1899.  Phone  771  32.  Cable 
FOURCLOVER  SEOUL.  Telex  K27266,  K27470. 

PLUCKY  GOLDSTAR 

That's  who. 


Chemistry  □  Lucky  Ltd.  □  Lucky  Continental  Carbon  Electricity,  Electronics  and  Telecommunications  □Gold  Star  Co.,  Ltd.  DGold  Star  Cable 
□  Gold  Star  Tele-Electric  DGold  Star  Electric  DGold  Star  Instrument  &  Electric  DGold  Star  Precision  DShinyeong  Electric  DGold  Star  Semicon- 
ductor, DGold  Star-Alps  Electronics  DGold  Star  Vending  Machine  Energy  and  Resources  DHonam  Oil  Refinery  D  Korea  Mining  &  Smelting 
Construction  and  Engineering  □  Lucky  Development  □  Lucky  Engineering  Insurance,  Securities  and  Finance  □  Lucky  Securities  DPan  Korea 
Insurance  DBusan  Investment  &  Finance  DGold  Star  Investment  &  Finance  Trade  and  Distribution  □  Bando  Sangsa  DHee  Sung  Public  Ser- 
vice DThe  Yonam  Foundation  DThe  Yonam  Educational  Institute 


Why  Pan  Am 
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Across  The  Pacific. 


The  Most 
Destinations. 

Back  in  1936  Pan  Am 
was  the  first  and  only 
airline  flying  the  Pacific. 
And  no  other  airline 
has  caught  up  to 
us  yet.  We  have  more 
flights  daily  from 
more  cities  here  at 
home  to  more  cities 
across  the  Pacific.  All 
you  need  is  one  air- 
line, one  ticket,  one 
baggage  claim. 
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The  Most  Nonstops. 

No  other  airline  can  beat  our  nonstops.  We've 
got  55  a  week  from  New  York,  San  Francisco, 
Los  Angeles  and  Honolulu.  And  daily  flights  from  33 
other  U.S.  cities. 


First  With  Space  Seats. 

No  other  airline  can  beat  our  fleet.  With  the  in- 
credible comfort  of  our  747's  and  747SP's.  In  our  First 
Class  Space  Seat  you  can  stretch  all  the  way  out.  And 
there's  more  than  enough  space  around  you  to  create 
-that  great  luxury,  privacy. 

The  business  traveler  enjoys  more  than  attentive 
treatment  in  Pan  Am's  Clipper  "  Class.  There  are 
complimentary  drinks  and  headsets.  Room  to  think, 
room  to  work,  room  to  relax. 


Pan  Am 
WorldPass. 

The  Richest 
Frequent 
Traveler 
Program 

In  The 
World. 

No  other  airline  can 
beat  the  riches  of 
Pan  Am  WorldPass™ 
The  more  you  fly,  the 
more  upgrades  in 
class  of  service  and 
free  travel  you  receive. 
Fly  First  Class  and 
you're  credited  50% 
more  than  your  actual 
mileage.  Clipper  Class 
travel  earns  an  extra 
25%.  Which  brings 
you  much  closer  to  the 
ultimate  reward:  30 
days  of  unlimited  First 
Class  travel  for  two 
anywhere  in  the 
world  Pan  Am  flies? 

For  reservations  and 
information  call  your 
Travel  Agent,  Corpo- 
rate Travel  Depart- 
ment or  Pan  Am. 


International  destinations  subject  to  local  governments'  approval. 
Schedules  subject  to  change  without  notice. 
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"The  game  is  changing, "  says  an  executive, 
as  a  new  Medicare  payment  system  threat- 
ens an  economic  never-never  land:  the 
pacemaker  business. 


Choppy  waters 


By  Robert  McGough 


Suggest  to  Cordis  Corp.  Presi- 
dent Norman  Weldon  that 
there  is  little  price  competition 
among  cardiac  pacemaker  firms,  and 
he  laughs.  "There  has  not  been  any 
competition  in  pricing,"  he  says. 
"The  competition  has  been  to  raise 
prices.  The  effective  technique  for  dif- 
ferentiating your  product  is  to  over- 
price the  competition." 

Weldon  holds  a  Ph.D.  in 
economics,  so  he  knows 
the  pacemaker  business 
violates  the  conventional 
laws  of  economics.  The 
three  public  companies 
that  hold  the  bulk  of  the 
U.S.  market  aren't  always 
profitable,  but  that's  be- 
cause they  compete  fero- 
ciously for  technology. 
The  first  company  to  ad- 
vance pacemaker  design 
can  market  aggressively 
I  to  gain  orders  and  market 
I  share.  As  for  price,  charge 
what  the  market  will  bear 
I  and  then  some. 

Yet  nobody  can  ignore 
i  economics     forever,  as 
I  OPEC  and  others  have 
i  learned.  In  the  never-never  land  of  the 
j  pacemaker  business,  hard  reality  may 
I  be  near  at  hand.  Over  the  next  few 
'  years,  changes  in  Medicare,  which  has 

I  sustained  and  succored  the  manufac- 

II  turers  of  pacemakers,  are  likely  to 
1  bring  the  business  down  to  earth. 

Because  most  people  implanted 
j  with  pacemakers  are  elderly,  Medi- 
care finances  two-thirds  of  the  im- 
plants. A  pacemaker's  entire  cost,  as 
much  as  $5,300,  is  reimbursed  to  hos- 
pitals. Says  John  Tillotson,  a  physi- 
cian and  a  consultant  to  Senator  Dave 
Durenberger  (R-Minn.):  "The  pace- 


maker industry  is  more  or  less  given  a 
blank  check."  That's  the  way  it  has 
been,  at  least.  But  beginning  in  Octo- 
ber, the  government  will  impose  a 
new  system  of  "prospective  pay- 
ment" to  help  bring  down  health  care 
costs.  Instead  of  reimbursing  hospi- 
tals for  what  they  have  spent,  Medi- 
care will  limit  payments  to  hospitals 
to  specific  sums  for  "diagnostic-relat- 
ed groups"  (DRGs)  of  patients  with 
similar  ailments.  Probably  that  will 


Cardiac  pacemahei  5 
Would  you  want  a  cheap  one? 


save  no  money  right  away,  but  it  will 
give  hospitals  a  much  greater  incen- 
tive to  operate  efficiently.  Hospitals 
that  spend  less  than  the  DRG  pay- 
ment can,  in  effect,  pocket  the  differ- 
ence. Hospitals  that  spend  more  must 
eat  the  difference.  "This  is  the  biggest 
change  in  financing  since  Medicare 
began,"  Dr.  Tillotson  says. 

To  hear  some  analysts  tell  it,  the 
pacemaker  companies  won't  skip  a 
beat.  Cardiologists,  they  say,  will  con- 
tinue to  buy  their  favorite  brand  of 
pacemaker  regardless  of  cost  and  re- 
gardless of  the  effect  on  hospital  bud- 


gets. "Physicians  will  prescribe  the 
best  pacemakers,"  says  Kenneth 
Abramowitz,  analyst  at  Sanford  C. 
Bernstein.  "Would  you  want  a  cheap 
pacemaker  in  you?" 

Within  the  industry  itself  the  view 
is  less  sanguine.  "The  entire  health 
care  delivery  system  is  entering  chop- 
pier waters,"  says  Dale  Olseth,  presi- 
dent of  Medtronic,  Inc.,  which,  with 
pacemaker  sales  of  $300  million  last 
year,  is  the  industry  leader.  "The  game 
is  changing  and  we've  got  to  prepare 
for  it. "  Olseth  has  been  preaching  price 
consciousness  to  his  management  for 
the  past  year  and  a  half.  Medtronic's 
strong  financial  position  makes  it  best 
able  to  compete  in  price.  And  if  Med- 
tronic begins  to  do  so,  its  competitors 
will  have  to  follow. 

That  will  force  analysts  and  inves- 
tors to  reevaluate  the  respective 
strengths  and  weaknesses  of  pace- 
maker companies.  Right  now,  Med- 
tronic, although  the  oldest,  strongest 
and  most  experienced  of  the  compa- 
nies, is  not  the  hottest  in  Wall  Street's 
eyes.  The  rosiest  future,  so  far  as  in- 
vestors are  concerned,  lies  with  Cor- 
dis. Yet  Medtronic  has  been  through 
the  wars.  Once  it  owned  80%  of  the 
market.  In  the  mid-1970s  Medtronic 
backed  away  from  the  then-experi- 
mental long-lived  lithium 
battery  for  pacemakers 
while  upstarts  like  Inter- 
medics,  Inc.  gambled  on 
the  new  technology  and 
won.  Intermedics  over- 
took Cordis  as  the  indus- 
try's number  two.  Still  in 
second  place  with  pace- 
maker sales  of  $141  mil- 
lion a  year,  Intermedics 
has  special  troubles.  Last 
year  the  company  was  hit 
hard  by  accusations  of 
fraud  in  its  independent 
sales  force.  (Intermedics 
denies  the  charges.)  Cor- 
dis and  Medtronic  then 
introduced  a  new  genera- 
tion of  pacemakers  that 
Intermedics   has   yet  to 


match.  As  of  July,  Intermedics'  pace- 
maker sales  had  fallen  30%  in  12 
months,  and  Cordis'  had  risen  40%. 

Medtronic,  steadily  profitable,  sells 
at  a  P/E  ratio  of  about  14.  If  prospec- 
tive payment  slows  pacemaker  earn- 
ings, the  stock  will  be  unlikely  to  go 
into  cardiac  arrest.  Cordis  is  more  of 
a  gamble.  It  sells  for  about  34  times 
estimated  1983  earnings.  Given  In- 
termedics' troubles  and  Cordis'  high- 
flying P/E,  there's  little  doubt  of  one 
thing:  If  stormy  weather  buffets  the 
industry,  Medtronic  offers  the  safest 
harbor.  ■ 
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The  world  is  a  network 
of  local  centers. 

Today,  your  international  bank  must 
have  global  connections.  Tomorrow's 
financial  interests  demand  that  versatility. 

To  coordinate  individual  problems,  to 
arrange  contacts  and  to  bring  business 
people  together,  immediate  local  access 
to  a  universal  information  system  is 
essential. 

Deutsche  Bank  connects  your  busi- 
ness with  an  international  network  that 
spans  the  globe:  more  than  1,300  offices 
in  Germany  and  in  Berlin,  branches, 
subsidiaries,  representative  offices  and 
affiliations  in  54  countries,  more  than 
4,000  correspondent  banks  worldwide. 
Plus  the  strength  of  total  assets  of  more 
than  US  $  83  billion,  ranking  us  among 
the  world's  ten  largest  banks. 

Put  us  to  the  test. 


Deutsche  Bank 


Advanced  banking  for  more  than  a  century 

Central  Office.  Frankfurt  am  Main/Dusseldorf  Branches  abroad:  Antwerp,  Asuncion. 
Barcelona.  Brussels.  Buenos  Aires.  Hong  Kong.  London.  Madrid.  Milan,  New  York.  Osaka. 
Paris.  Sao  Paulo.  Tokyo;  Representative  Offices  Bahrain.  Bogota.  Cairo.  Caracas.  Chicago. 
Costa  Rica.  Istanbul.  Johannesburg.  Lagos.  Los  Angeles,  Mexico.  Moscow.  Nagoya.  Nairobi. 
Peking.  Rio  de  Janeiro,  Santiago.  Sydney.  Tehran.  Tokyo,  Toronto,  Subsidiaries  Geneva. 
Hong  Kong.  London.  Luxembourg,  Singapore.  Toronto.  Zurich 


technology  has  solved  the  mystery?  of  what  happened  to  the 
Mayans.  It  is  making  archaeology  less  an  art  and  more  a  science. 


Time  machines 


By  Robert  Teitelman 


In  1871,  when  Heinrich  Schlie- 
mann  began  to  search  for  the  ruins 
of  ancient  Troy,  his  tools  consist- 
ed of  a  well-thumbed  copy  of  the  Iliad, 
a  shovel  and  a  pick.  Archaeology  now 
supplements  the  shovel  and  the  pick 
with  particle  physics  and  remote 
sensing  from  satellites.  So  what?  Lis- 
ten to  Stuart  Fleming  of  the  Universi- 
ty of  Pennsylvania:  "Now  we  can 
think  of  ancient  times  more  as  people, 
not  just  as  a  collection  of  artifacts." 
Suddenly  we  can  understand  the  past 
not  only  in  terms  of  the  great  sweeps 
of  civilization  but  also  in  terms  of 
how  ordinary  people  lived.  As  a  histo- 
rian might  put  it,  the  emphasis  shifts 
from  Toynbee  to  Braudel. 

Technological  archaeology  got  its 
start  with  carbon  dating,  a  technique 
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Mayan  artwork  from  Chiapas.  Mexico 

developed  over  30  years  ago  by  Chica- 
go physicist  W.F.  Libby.  A  heavy  iso- 
tope with  a  weight  of  14  is  absorbed 
by  plants  during  photosynthesis  and 
by  other  living  things,  including  man, 
through  the  food  chain.  When  an  or- 


ganism dies,  the  carbon  14  slowly  de- 
cays. By  measuring  the  amount  that 
remains,  archaeologists  can  calculate 
the  time  that  has  passed.  Carbon  date 
a  skeleton,  and  you  know  when  its 
possessor  lived. 

More  sophisticated  dating  tech- 
niques have  since  been  developed. 
One  is  thermoluminescence,  which 
can  be  used  on  pottery.  Another  is  the 
still  experimental  amino  acid  dating, 
which  is  far  less  destructive  than  car- 
bon 14  on  organic  substances  like 
bone.  And  dating  techniques  are  only 
the  beginning. 

There's  radar,  for  instance.  For 
years  archaeologists  have  debated  the 
economic  basis  of  the  Mayan  civiliza- 
tion that  rose  in  the  swampy  rain  for- 
est of  present-day  Belize  and  Guate- 
mala and  Mexico's  Yucatan.  The  Ma- 
yans    produced     a  sophisticated 


Aerial  view  of  Pi  Swamp  i>J  Belize  and  Guatemala 

A  new  kind  of  r  Iped  solve  the  riddle  of  the  sudden  collapse  of  the  Mayans. 
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civilization,  centered  on  great  city- 
states  such  as  Tikal  and  Uxmal, 
which  flourished  from  about  a.d.  600 
to  a.d.  900.  Then,  for  reasons  as  yet 
unknown,  the  Mayans  suddenly  dis- 
appeared, their  city-states  overgrown 
by  jungle.  Why  did  the  civilization 
collapse? 

That  was  the  question  two  anthro- 
pologists, Richard  E.  Adams  of  the 
University  of  Texas  at  San  Antonio 
and  Patrick  Culbert  of  the  University 
of  Arizona,  were  asking  in  1976  when 
they  became  aware  of  a  new  tool:  syn- 
thetic aperture  radar.  Like  ordinary 
radar,  SAR  bounces  microwaves  off 
distant  landscapes  or  objects  and  then 
measures  the  time  the  microwaves 
take  to  return.  But  conventional  radar 
is  limited  by  the  size  of  its  antenna. 
To  map  a  large  area,  or  a  small  one  in 
great  detail,  requires  an  impossibly 
wide  antenna.  In  SAR,  a  computer 
pieces  together  the  many  microwave 
bouncebacks  into  a  larger  picture. 
Thus  SAR  can  penetrate  trees  and  un- 
derbrush, swamp  and  even  loose  soil. 

In  1977  NASA  mapped  parts  of  the 
Guatemalan  lowlands  with  an  SAR 
slung  from  a  plane.  The  results  were 
astounding:  The  SAR  images  showed 
large  areas  crisscrossed  with  drainage 
ditches  and  canals,  all  hidden  beneath 
dense  undergrowth.  Moreover,  by  ad- 
justing the  wavelength  of  the  radar, 
the  SAR  was  able  to  map  the  tops  of 
trees.  The  anthropologists  were  able 
to  pick  out  areas  where  the  trees  were 
growing  higher,  an  indication  of  an- 
cient, raised  fields.  Ground  surveys 
soon  confirmed  the  SAR  findings  and 
revealed  evidences  of  hitherto  un- 
known settlements.  Studying  these 
newly  uncovered  sites,  archaeologists 
became  convinced  that,  through  over- 
use, irrigation  became  counterproduc- 
tive, leading  to  food  shortages  and 
famine.  With  that  knowledge,  much 
of  the  mystery  of  the  Mayan  collapse 
evaporated.  A  combination  of 
drought,  disease  and  general  overex- 
tension of  the  agricultural  system 
may  well  have  sparked  an  economic 
collapse.  Using  more  conventional  ae- 
rial photography,  other  archaeologists 
were  able  to  trace  the  pattern  of  Ro- 
man settlement  in  France. 

Not  all  archaeological  problems  are 
so  straightforward.  For  two  years  now 
an  interdisciplinary  team  at  the  Uni- 
versity of  Pennsylvania  has  been  ap- 
plying a  variety  of  new  techniques  to 
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Minoan  fresco-,  trailers  on  the  Aegean 


the  question  of  metallurgy  in  third- 
millennium  Sumer.  In  ancient  Sumer 
metals  were,  of  course,  utilitarian  and 
evidence  of  relatively  high  technolo- 
gy— -and  possession  denoted  status. 
Thus  how  ancient  societies  manufac- 
tured and  used  metals  is  crucial  to  an 
understanding  of  how  trade  and  pow- 
er relationships  developed:  the  stuff  of 
history  itself. 
Question:  Whence  came  the  tin 


needed  to  produce  Sumerian  bronze? 
Finding  the  answer  required  use  of  a 
wide  range  of  technology.  Tin  depos- 
its are  exceedingly  rare  in  the  Near 
East.  Because  the  University  of  Penn- 
sylvania Museum  was  a  cosponsor  of 
Sir  Leonard  Woolley's  original  exca- 
vation of  Ur  in  the  1920s,  Penn  had 
plenty  of  metal  artifacts  available.  As 
in  satellite  mapping,  the  team  began 
the  search  for  similarities,  or,  in  their 


C/oseup  of  metal  crystals  detailing  entrapped  copper  prills 

Electron  microscopes  show  exact  composition  of  centuries-old  artifacts. 
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Thinkof  it  as 
aMaserati 
for  your  mind. 

Its  been  said  personal  computers 
are  at  the  same  stage  of  development 
as  the  automobile  in  1921. 

They'll  get  you  there.  But  you  have 
to  have  a  tolerance  for  crank-starting, 
flat  tires  and  bugs  in  your  teeth. 

Now  comes  the  next  generation 
from  Apple!  Lisa.™ 

And  it's  as  if  everything  from 
self-starting  to  turbocharging  had  been 
perfected  overnight. 

Lisa's  powerplant  is  the  32-bit 
MC68000  microprocessor,  capable  of 
screaming  through  information  at 
speeds  once  reserved  for  the  mainframe 
that  runs  your  bank. 

Each  system  comes  standard  with 
a  whole  workbench  of  business  tools 
for  shaping  information  in  any  form: 
words,  numbers,  graphs,  even  pictures. 

Each  program  works  the  same 
intuitive  way,  replacing  complex 
commands  with  familiar  symbols  that 
simulate  the  way  you  work  at  your  desk. 
And  you  can  work  with  several  programs 
on  the  screen  at  once. 

It's  like  automatic  transmission. 
For  ideas.  So  you  can  concentrate  on 


what  you  want  done.  Not  on  how  to  ge 
the  computer  to  do  it. 

And  learning  time  is  reduced  froir 
days.  To  minutes. 

All  of  which  makes  Lisa  the  fastes 
you  can  go,  sitting  at  a  desk. 


Authorized  Apple  Personal  Office  Systems  dealers  are  listed  on  the  following  page.  For  literature  or  information  on  our  National  Account  Program,  call  (800)  538-969* 
or  write  Apple  Computer  Inc.,  Dept.  L,  20525  Mariani  Ave.,  Cupertino,  CA  94014.  In  Canada  call.  (800)  268-7796  or  (800)  268-7637.  ©1983  Apple  Computer  In 


Soon  there'll  be  just  two  kinds  o£ .people. 
Those  who  use  computers  and  rj 

those  who  use  Apples.™  w9 


fest  drive  Lisa  at  the  following  locations 


ALABAMA  

Birmingham 

AC3  Computing  Products  Center 

205-822-2533 

Huntsville 

Anderson  Computers 
205-539-3444 

ARIZONA  

Phoenix 

DataPlace  Computer  Store 

602-266-6111 

Tucson 

Simu'.ek  Computer  Produtcts,  Inc. 
602-323-9391 

CALIFORNIA  

Anaheim 

Powers  Computer  Company 
714-778-6021 

ElToro 

Wabash  Apple 
714-768-3236 

Glendale 

Love  Computers 
213-240-3600 
Huntington  Beach 

Gateway  Computers 
714-895-3931 
Los  Angeles 

Computique 
213-629-0121 

Northridge 

Rainbow  Computers 
213-349-5560 

Orange 

Computer  City 
714-974-3082 

Palo  Alto 

Mission  Computer 

415-326-9689 

Riverside 

Computer  Kingdom 

714-787-1142 

Sacramento 

Capitol  Computer  Systems 

916-446-3101 

San  Diego 

Computer  City 

619-270-3100 

San  Francisco 

Quest  Computer  Store 
415-982-3753 
San  Jose 
RAC  Computers 
408-274-1915 
Santa  Barbara 
Computer  Plaza 
805-687-9391 
Sunnyvale 
Computer  Plus 
408-735-1199 
Walnut  Creek 
Infomax  Computers 
415-935-5153 

COLORADO  

Denver 

Idex  Microsvstems,  Inc. 
303-293-2299 

CONNECTICUT  

E.  Hartford 

COMPlJTERease 
203-278-1080 

Westport 

Computer  Works 
203-255-9096 

FLORIDA   

Ft  Lauderdale 

The  Computer  Works 
305-491-8600 

Miami 

Kendall  Computers 
305-274-6312 


North  Palm  Beach 

Computer  Center  of  Palm  Beach 
305-848-3801 

Tampa 

AMF  Microcomputer  Center 
813-963-1504 
Winter  Park 

Atlantic  Business  Computer,  Inc. 
305-677-7585 

GEORGIA  

Atlanta 

Compushop  of  Georgia,  Inc. 

404-252-9611 

Atlanta 

Southeastern  Computer  Center 

404-457-8465 

ILLINOIS  

Champaign 

Byte  Shop 

217-352-2323 

Chicago 

Svstem  Source 

312-726-7879 

Northbrook 

Northbrook  Computers 

312-480-9190 

Oak  Brook  Terrace 

Oak  Brook  Computer  Center 

312-941-9005 

Schaumberg 

Data  Domain 
312-397-8700 

Villa  Park 

Farnsworth  Computer  Center 
312-833-7100 

INDIANA  

Indianapolis 

Graham  Electronics  Computer  Ct. 

317-  263-6296 

South  Bend 

General  Microcomputer 
219-277-4972 

IOWA  

Ames 

Beacon  MicroCenter.  Inc. 

515-233-4807 

Bettendorf 

Memory  Bank 
319-355-6401 

Waterloo 

Team  Electronics  *20 
319-235-6507 

KANSAS  

Overland  Park 

Personal  Computer  Center 

913-381-1155 

Wichita 

Hitech  Computer  Center 
316-685-1131 

KENTUCKY  

Louisville 

Computer  Emporium  #1 

502-589-9482 

LOUISIANA  

Baton  Rouge 

The  Computer  Place 
504-926-4630 
New  Orleans 

Calculator  &  Computer  Center 

504-522-7332 

Shreveport 

Micro  Business  Svstems,  Inc. 

318-  226-8848 

MARYLAND  

Baltimore 

The  Logical  Choice  Inc. 
301-625-1050 

Baltimore 

Balance  Computer  Center  Inc. 
301-625-1100 


Pikesville 

The  Logical  Choice  Inc. 
301-653-3410 

MASSACHUSETTS  

Springfield 

Marketplace  Computer  Inc. 
41-3-737-2002 

Watertown 

MicroSource/Financial 

617-924-5500 

Wellesley 

Sherman  Howe  Computer  Center 
617-2.37-2122 

Worcester 

The  Computer  Place 
617-755-1387 

MICHIGAN  

Birmingham 

SIMTEC 
313-855-3990 
East  Lansing 

Computer  Mart  of  Lansing 

517-351-1777 

Flint 

Computer  Mart  Inc. 
313-534-0161 

Troy 

Computer  Mart 

313-  649-0918 

MINNESOTA  

Minneapolis 

Computer  Professionals 
612-341-8297 

Minneapolis 

Team  Electronics  #1 
612-377-3853 

MISSOURI  

Jefferson  City 

Century  Next  Computers 

314-  636-6502 
St  Louis 

Forsvthe  Computers 
314-231-6655 

St  Louis 

Lifestvle  Computers 
314-469-0555 

MONTANA  

Great  Falls 

Emery  Computer 
406-761-8954 

NEBRASKA  

Lincoln 

Computer  Svstems,  Inc. 

402-467-5571 

Omaha 

Database  Svstems  Corp. 
402-330-3600 

NEW  .JERSEY  

Englewood 

American  Business  Products 

201-569-0853 

lselin 

Prodigy  Computer  Center 
201-283-0600 

Marlton 

Jonathan's  Computer  Center 
609-983-0668 

Parsippany 

The  Computer  Nook 
201-575-9468 

Princeton 

Clancv-Paul 

609-683-0060 

Summit 

Stonehendge  Computer  Shop 

201-277-1020 

Union 

Transnet  Computer  Store 
201-688-7800 


NEW  MEXICO  

Albuquerque 

Computer  Technology  Associates 
•  505-298-2140 


NEW  YORK  

Melville 

Future  Visions  Computer  Store 
516-423-7820 

New  Rochelle 

Calculator  &  Computer  Center 

914-576-3610 

New  York 

Future  Information  Systems 

212-732-3905 

New  York 

Morris  Decision  Systems 
212-742-9590 
New  York 

The  Computer  Factorv 
212-687-5000 

Rochester 

The  Computer  Store 

716-  244-5000 

Syracuse 

Omnifax 
315-446-1284 

NORTH  CAROLINA 

Charlotte 

AMS  Computer  Store 
704-366-8492 

Greensboro 

Computer  Shoppe 
919-599-4843 

OHIO  

Bay  Village 

North  Coast  Computers 
216-835-4345 

Cincinnati 

Abacus  Computer  Store 

513-421-5900 

Cleveland 

Basic  Computer  Shop 

216-241-0038 

Columbus 

Micro  Center 

614-481-8041 

Dayton 

Micro  Computer  Center 

513-435-9355 

Toledo 

Abacus  II  Microcomputer 
419-865-1009 

OKLAHOMA  

Midwest  City 

Computer  Solutions  Inc. 

405-733-9556 

Oklahoma  Chy 

Computer  Connections 
405-755-9220 

Tulsa 

Computer  Connections 
918-663-6342 

OREGON  

Eugene 

The  Computer  Store  of  Eugene 

503-343-1434 

PENNSYLVANIA  

Ulenumn  Whitehall 

Computerland  of  Allentown 

215-776-0202 

Lancaster 

The  Office  Works 

717-  397-7721 

Monroeville 

Computer  Workshoppe 

412-823-6722 

Pittsburgh 

Business  Equipment  Sales 

412-923-2535 


RHODE  ISLAND 

Providence 

Unicom 
401-467-5600 

SOUTH  CAROLINA 


Charleston 

Computer  Source 
803-571-1452 

TENNESSEE 


Jackson 

Computerlab  of  Jackson 
901-668-9282 

Memphis 

Computerlab  of  Memphis 
901-761-4743 

TEXAS  

Dallas 

SIMTEK 

214-484-3311 

DaUas 

Compco  Computer  Center 

214-386-6578 

El  Paso 

Mnemonics  Computers  Store 
915-778-2708 

Ft  Worth 

Computer  Pro 
817-429-9021 
Houston 

ComputerCraft 
713-527-8088 

Houston 

Computer  Galleries 

713-661-0055 

Houston 

SIMTEK 

713-850-9797 

Irving 

ComputerCraft 
214-258-0080 

San  Antonio 

Computer  Solutions 
512-341-8851 

UTAH  

Salt  Lake  City 

Personal  Business  Computers 
801-486-4839 

VIRGINIA  

Alexandria 

Universal  Computers  Inc. 

703-379-0367 

Charlottesville 

Universal  Computers  Inc. 

804-971-6771 

Reston 

Universal  Computers  Inc. 

703-620-6160 

Richmond 

First  Step  Computers 
804-320-6496 

WASHINGTON  

Bellevue 

Swan  Computers 

206-454-6272 

Seattle 

Computerland 

206-223-1075 

Spokane 

Computer  Store  of  Spokane 

509-747-8700 

Tukwila 

Computershop  Business  Centers 
206-575-1026 

WISCONSIN  

Milwaukee 

Computers  Unlimited  of  Wise. 
414-355-5206 

Neenah 

Office  Technology  Inc. 
414-725-3256 
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parlance,  "fingerprints." 

Among  artifacts  found  in  a  grave- 
site  at  Ur  in  ancient  Sumer  was  a 
spade-shaped  tool.  Penn  scientists 
first  examined  it  under  a  metallurgi- 
cal microscope.  At  a  magnification  of 


Egyptian  metal  workers  (2000  B.C.) 


about  400,  it  became  apparent  that 
the  metal  had  been  reheated  to  allow 
the  spade  to  be  hammered  into  its 
finished  shape.  Next  step:  a  scanning 
electron  microscope,  which  allowed 
the  archaeologists  to  look  into  the 
microstructure  of  the  metal  and  iden- 
tify impurities,  as  well  as  alloying  ma- 
terials like  tin  or  arsenic.  The  electron 


microscope,  however,  generally  can 
identify  only  various  materials,  not 
the  amount  of  each  component.  For 
that,  a  PIXE,  or  proton-induced  X-ray 
emission  device,  is  needed.  PIXE  is  a 
variation  on  traditional  X-ray  diffrac- 
tion analysis.  Instead  of  bombarding 
the  materials  with  electrons,  PIXE 
uses  the  heavier  proton,  eliminating 
some  background  noise  and  allowing 
the  system  to  measure  more  elements 
in  smaller  quantities.  By  analyzing 
the  entire  tool,  PIXE  revealed  that  the 
Ur  spade  was  88%  copper,  9.3%  tin 
and  0.7%  arsenic. 

Unfortunately,  the  trail  of  metal- 
lurgical evidence  often  ends  at  the 
furnace.  But  with  other  kinds  of  me- 
tallic artifacts,  such  as  those  made  of 
silver,  the  path  continues.  Lead  iso- 
tope analysis  can  help  locate  where 
the  original  constituents  were  mined. 

Using  such  analysis,  Oxford  geo- 
chemist  Noel  Gale  was  able  to  test 
the  validity  of  such  classical  sources 
as  Herodotus  and  Strabo,  both  of 
whom  said  that  silver  was  extracted 
from  Laurion,  on  the  Attic  peninsula 
not  far  from  Athens,  and  Siphnos,  an 
island  in  the  Aegean  Sea.  Gale  con- 
cluded that  Herodotus  was  correct 
and  also  that  in  those  days  Aegean 
trade  was  far  more  important  than 
trade  with  the  rest  of  Europe.  For  ex- 
ample, Gale  showed  that  jewelry  dug 


Rock  of  ages 


PIXE  analyzer  in  action 

Revealing  the  secrets  of  the  tomb. 


up  in  Thebes,  up  the  Nile,  had  Laur- 
ion "fingerprints." 

Remote-sensing,  high-powered 
computers  and  sophisticated  analyt- 
ical devices  have  also  been  put  to 
work  on  one  of  the  most  fascinating  of 
all  archaeological  mysteries:  the 
Shroud  of  Turin.  The  shroud  is  a  piece 
of  linen  cloth  14  feet  long  by  3 lA  feet 


The  first  glass  was  probably  produced  as  an  accident 
in  the  manufacture  of  bronze.  Heating  copper  ore, 
Bronze  Age  man  probably  found  that  sand  left  on  the 
copper  fused  and  ended  up  as  a  glassy  slag.  Such  are  the 
uses  of  waste.  Maybe  there's  a  lesson  there. 

As  it  turns  out,  there  is.  Archaeologists  know  quite  a 
bit  about  how  ancient  glass  was  made  and  how  it 
deteriorates,  and  scientists  from  Battelle's  Pacific 
Northwest  Laboratories  in  Richland,  Wash,  are  inter- 
ested in  the  deterioration.  In  1968  Battelle  was  under 
contract  to  the  Department  of  Energy  to  develop  means 
to  dispose  of  nuclear  waste  safely.  Suddenly  glass,  and 
all  they  could  discover  about  it,  became  very  important. 

The  problem  of  waste  has  been  hanging  over  the 
nuclear  industry  since  the  atomic  age  began.  Over  the 
years,  the  federal  government  has  considered  a  variety 
of  disposal  schemes,  from  burying  waste  in  ice  floes, 
salt  domes  or  the  seabed,  to  blasting  it  into  outer  space. 
But  where  it  is  put  is  only  part  of  the  problem.  What 
matters  just  as  much  is  in  what  form  it  is  stored.  If,  for 
instance,  it  is  sealed  in  liquid  form  in  a  metal  tank, 
there  is  corrosion  and  leakage. 

Battelle  thought  glass  might  be  the  answer.  For  one 
thing,  glass  is  amorphous;  that  is,  it  lacks  a  crystalline 
structure,  so  radiation  from  the  waste  wouldn't  break  it 
down  easily.  Moreover,  glass  can  be  heated,  melted  and 
cast  into  almost  any  shape  or  form,  so  that  the  waste 
can  be  dissolved  directly  into  the  molten  silicate,  lock- 


ing it  in  chemically. 

For  all  that,  glass  posed  some  problems.  Could  it 
resist  the  effects  of  groundwater?  Would  it  resist  crum- 
bling for  a  thousand  years?  The  DOE  turned  to  the 
archaeologists  for  an  answer,  specifically  to  Maureen 
Kaplan,  a  researcher  at  Analytic  Sciences  Corp.  of  Read- 
ing, Mass.  Kaplan  had  a  Ph.D.  in  archaeology  and  had 
done  some  consulting  on  the  waste  project.  Her  report 
to  Battelle  summed  up  the  general  observations  made 
by  archaeologists  about  glass  degradation.  First:  Corro- 
sion of  glass  tends  to  be  more  a  function  of  chemical 
composition  than  of  age.  Medieval  glass,  for  instance, 
loaded  with  potassium  lime,  deteriorates  far  faster  than 
glass  made  in  the  New  Kingdom,  Egypt,  a  millennium 
earlier.  Second:  Environmental  factors,  such  as  changes 
in  temperature  and  precipitation,  make  an  enormous 
difference.  Roman  glass  found  in  France,  with  its 
changing  seasons,  has  long  crumbled,  while  similar 
glass  found  in  the  hot,  dry  Near  East  remains  intact. 

All  this  has  finally  allowed  the  DOE  to  cobble  togeth- 
er a  waste  disposal  plan,  which  Congress  passed  late 
last  year.  One  option  that  the  DOE  is  considering  is 
casting  a  waste/borosilicate  mixture  into  10-foot-by-l- 
foot  metal  cylinders.  By  1998,  an  underground  site 
should  be  chosen  and  hundreds  of  cylinders  could  begin 
to  be  lowered  to  a  repository  where  conditions  are 
serene  and  stable,  and  where,  it  is  hoped,  a  thousand 
years  will  pass  like  a  peaceful  night's  sleep. — R.T. 
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A  Marathon 
with  a  choice 
of  starts 
and  finishes. 


Five  years  ago,  Xerox  embarked 
on  a  Marathon  effort.  To  create 
machines  that  could  withstand 
the  greatest  tests  of  endurance 
and  stamina. 

Now,  through  the  efforts  of  Xerox 
scientists  and  engineers  on  three 
continents,  the  first  one  is  here, 
ready  to  outrun  every  competitor 
in  its  class. 

The  Xerox  1075  copier  is  so  adapt- 
able, you  can  custom  design  it  to  fit 
your  needs,  choosing  from  20  pos- 
sible configurations. 

From  a  high-speed  document 
handler  that  can  copy  a  stack  of  50 
originals  at  a  rate 
of  70  per  minute, 
to  a  finisher  that       I1 1  # 
automatically  sorts  - 
and  staples  reports. 

And  since  the  1075  is  modular, 
you  only  pay  for  what  you  want.  Not 
what  you  don't  need.  For  that 
matter,  when  your  copier  needs 
change,  so  can  your  1075.  That's 
how  adaptable  it  is. 

But  what  makes  the  Xerox  1075 


XEROX 


1075 

MARATHON 


XEROX 


copier  a  Marathon  is  how  it's  been 
designed  to  run. 

Every  major  component  in  the 
new  Xerox  1075  has  had  to  pass  an 

unprecedented 


looks  as  good  as  the  original. 

But  as  advanced  as  it  is,  this  ma- 
chine is  incredibly  easy  to  use.  It 
has  a  display  screen  and  read-out 
that  in  simple  terms  can  walk  you 
through  your  copy  jobs.  From 
showing  you  how  to  make  reduc- 


array  of  stress  tests. 

And  this  copier's  revolutionary 
electronic  technology  leaves 
i  traditional  copiers  back  at  the 
starting  line. 

For  instance,  when  you  turn  the 
1075  on,  it  does  a  series  of  electronic 
warmups,  automatically  racing 
through  over  100  critical  checkpoints 
to  make  sure  it's  ready  to  run. 

When  it's  off  and  running,  it  con- 
tinues to  monitor  itself,  constantly 
making  adjustments  so  every  copy 


tions  in  the  exact  size  you  want,  to 
automatically  copying  on  both 
sides  of  a  page.  The  Xerox  1075 
Marathon  copier.  Built  to  shatter 
the  record  for  endurance. 


For  more  information,  call  8(X>648-5888,  operator  663,  or  your  local  Xerox  office, 
or  mail  in  this  coupon:  Xerox  Corp.,  Box  24,  Rochester,  New  York  14692. 

□  Please  have  a  sales  representative  contact  me. 

□  Please  send  me  more  information. 


NAMt: 


mi  I 


COMPANY 


ADDRESS 


CITY 


SIAM: 


ZIP 


I 'IK  i\l 


:x7 


152-9/12/83 


XKROX®,  Marathon  and  1075 are  trademarks  of  XI:ROX  CORPORATION. 


Technology 


wide  that  many  believe  to  be  the  fu- 
neral shroud  of  Jesus  Christ.  It  first 
appeared  in  France  in  the  14th  cen- 
tury and  today  rests  in  a  locked  reli- 
quary in  the  Cathedral  of  St.  John  the 
Baptist  in  Turin,  Italy. 

When  the  Shroud  is  viewed  or  pho- 
tographed in  normal  light,  the  figure 
of  a  man  can  barely  be  made  out.  But 
when  a  negative  of  the  photograph  is 
made,  his  features — and  wounds — 
leap  out.  It  is  the  picture  of  a  man 
who,  according  to  modern  forensic  ex- 
perts, had  been  nailed  to  a  cross 
through  the  soles  of  his  feet  and  his 
wrists  (not,  as  most  paintings  portray 
it,  through  the  palms)  and  who  suf- 
fered a  massive  wound  in  the  flank 
and  puncture  marks  around  the  skull. 

But  the  most  startling  discovery 
about  the  Shroud  came  through  a 
form  of  computer-aided  image  en- 
hancement much  like  SAR  or  satel- 
lite mapping.  Researchers  at  Sandia 
National  Laboratories,  a  Bell  Labs 
subsidiary  that  performs  nuclear  re- 
search for  the  government,  had  an  ad- 
vanced device  called  the  VP-8  image 
analyzer  normally  used  for  enhancing 
photographic  information  gathered  by 
deep  space  probes.  The  VP-8  builds  a 
three-dimensional  image  out  of  com- 
puter-correlated variations  in  bright- 
ness and  depth  in  space.  In  other 
words,  brighter  objects  would  be  clos- 
er, darker  ones  farther  away. 

What  does  that  have  to  do  with  the 


Shroud  of  Turin,  negative  ( left )  and positive  images 

In  the  negative,  features  leap  out — the  image  of  a  man  nailed  to  a  cross. 


Shroud?  Well,  the  image  on  the 
Shroud  also  had  variations  in  bright- 
ness. But  when  two  physicists,  John 
Jackson  of  the  Air  Force  and  Bill  Mot- 
tern  of  Sandia,  first  processed  a  photo- 
graph of  the  front  and  back  of  the 
Shroud  through  the  VP-8,  they  got 
unexpected  results:  The  variations  of 
brightness  on  the  Shroud  can  be  inter- 
preted to  contain  analog  information, 
allowing  the  VP-8  to  reconstruct  a 


Three -dimensk  >  1 1 
From  a  faint  h 


i  if  the  Shroud  of  Turin 

'All fleshed  figure  appears. 


But  is  it  Christ? 


lifelike  three-dimensional  form  on  a 
screen.  Suddenly,  from  the  faint  im- 
age on  the  Shroud,  appeared  a  muscu- 
lar, full-fleshed  figure. 

The  graphic  evidence  from  the  VP-8 
inspired  the  Shroud  of  Turin  Research 
Project.  Scientists  traveled  to  Turin  in 
1978  to  put  the  shroud  under  every 
nondestructive  test  known  to  the 
physical  sciences.  After  five  days  of 
photography,  optical  microscopy,  in- 
frared radiometry,  spectroscopy  and 
fluorescence  analysis,  the  scientists 
went  home.  For  the  next  three  years, 
they  performed  thousands  more  tests, 
including  chemical  analysis  on  what 
appeared  to  be  blood  from  the  figure's 
wounds. 

In  1981  they  released  their  report. 
Was  the  image  a  forgery?  No,  they  said. 
But  the  research  project  failed  to  unra- 
vel how  the  image  was  formed,  or  if  the 
man  was  Christ.  "In  science,  the  affir- 
mative is  often  very  difficult  to  prove, " 
says  Dr.  John  Heller,  a  member  of  the 
research  team  who  performed  many  of 
the  blood  chemistry  tests,  and  the  au- 
thor of  The  Report  on  the  Shroud  of  Turin. 
"Now  the  negative,  that's  easy."  Does 
he  ever  expect  an  answer?  "I'd  be  fool- 
ish to  stick  my  neck  out,"  says  Heller. 
"But  I  do  know  the  expansion  of  sci- 
ence isn't  a  curve  anymore,  it's  a  verti- 
cal line.  I  expect  that,  with  new  analyt- 
ical tools,  we'll  discover  that  God's 
physics  isn't  all  that  different  from  our 
own."  ■ 
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America's  best  export  is  America. 


lid 
Iti 

•  jrNorth  and  several  other  large  Ameri- 
i  corporations  have  been  engaged  in  a 
que  business-to-business  relationship 
five  years  in  nations  of  the  Caribbean 
sin.  Called  Caribbean-Central  Ameri- 
1  Action,  it  is  the  initiative  of  an 
^national  partnership  to  encourage 
eelopment  of  strong,  market-oriented 
inomies. 

5  freedom  and  stability  of  the  Western 
nisphere  will  depend  largely  upon  the 
inomic  models  its  nations  choose  to 
>pt.  The  cooperative  role  of  U.S.  busi- 
;ses  can  do  much  to  ensure  that  those 


models  provide  productive  freedom  and  a 
better  way  of  life  for  the  people  of  the 
region. 

Balance-of-trade  figures  tell  only  part  of 
the  story  of  America's  success  in  interna- 
tional business.  The  rest  of  the  story  is  the 
incalculable  benefit  in  sharing  the  best  of 
America  with  other  nations. 
Americans  don't  export  just  goods  and 
services.  We  also  send  abroad  the  com- 
pelling evidence  of  how  well  our  system 
works,  and  the  inspiring  model  of  what 
free  people  can  achieve  for  themselves  in 
a  free  system. 


That's  why  our  InterNorth  International 
company  and  other  international  com- 
panies take  pride  in  sharing  the  best  of 
America  with  the  rest  of  the  world.  Our 
most  valuable  export  is  our  nation's  200- 
year-old  success  story. 
InterNorth  is  a  diversified,  energy-based 
corporation  involved  in  natural  gas,  liquid 
fuels,  petrochemicals,  and  exploration 
and  production  of  gas  and  oil. 
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Hungary  is  an  oasis  for  Westerners  travel- 
ing in  Eastern  Europe.  One  reason  is  the 
faint  aroma  of  capitalism. 


Little  Paris 
on  the  Danube 


By  Lawrence  Minard 

Most  Americans  have  a  no- 
tion of  life  east  of  the  Iron 
Curtain.  Mirthless  faces, 
omnipresent  secret  police,  endless 
queues,  irritating  service,  drab  every- 
thing. The  last  place  you  would 
choose  to  do  business  or  vacation. 

Little  Hungary  is  the  exception  to 
this  stereotype.  Its  government  has 
bartered  unquestioned  fealty  to  Mos- 
cow for  a  limited,  but  important,  de- 
gree of  freedom  for  its  1 1  million  ener- 
getic citizens  and  businessmen.  (An 
important  part  of  the  service  sector, 
for  example,  is  private.)  One  finds 
plenty  of  food  and  ample  supplies  of 
most  consumer  goods.  For  the  West- 
erner, prices  are  attractive  (a  double 
room  at  the  Budapest  Hilton  is  $87; 
dinner  for  two  at  the  best  restaurants 
is  $35),  in  part  because  of  low  wages 
(around  $125  per  month  on  average), 
in  part  because  of  the  ever-present 
need  for  Western  currency.  Small 
wonder  almost  70,000  American  trav- 
elers ventured  into  Hungary  last  year. 

"Hungary  has  neither  a  Western 
economy  nor  a  Western  democracy, 
but  by  Eastern  European  standards  it 
is  by  far  the  best  place  to  live,"  says 
Bela  Bakonyi,  a  Hungarian-born 
American  who  returned  to  Budapest 
in  1979  to  open  an  office  for  the  Na- 
tional City  Bank  of  Minneapolis.  "Bu- 
dapest," he  adds,  "has  become  a  little 
Paris  on  the  Dj 

Until  they  were  merged  in  1873, 
Buda  and  Pest  w<  re  independent 
cities  on  opposite  banks  of  the  Dan- 


ube (Duna  to  Hungarians).  Hilly  Buda, 
on  the  western  shore,  was  built  by  the 
Romans  on  the  abrupt  foothills  of  the 
Transdanubian  mountains.  Buda's 
twisting  streets  define  a  rich  treasury 
of  early  Christian  monuments,  medi- 
eval palaces  and  Hapsburg  villas.  At 
Buda's  center  is  a  high  granite  plateau 
that  supports  the  old  walled  city  with 
its  War,  or  castle,  begun  in  the  14th 
century.  Destroyed  during  the  16th- 
and  17th-century  occupation  by  the 
Turks  and  again,  in  1945,  by  the  ad- 
vancing Red  Army,  the  castle  has 
been  painstakingly  rebuilt  and  again 
dominates  Budapest's  skyline.  It  now 
houses  the  Hungarian  National  Gal- 
lery, one  of  the  world's  finest  art  mu- 
seums, especially  strong  in  19th-cen- 
tury Hungarian  painters. 

Nearby  is  the  15th-century  Matyas 
Church,  and  next  to  it  the  Budapest 
Hilton,  surely  one  of  the  more  unusu- 
al in  the  chain — it  incorporates  the 
remains  of  a  17th-century  Jesuit  col- 
lege and  a  13th-century  abbey.  Ask  for 
a  room  on  the  Danube  side;  the  view 
is  breathtaking. 

The  famous  Gellert  Hotel,  also  on 
the  Buda  side,  evokes  the  fin-de-siecle 
splendor  of  the  old  Austro-Hungarian 
empire,  when  Vienna  and  Budapest 
were  twin  capitals.  The  Gellert's  cele- 
brated thermal  baths  (open  to  non- 
guests)  are  the  perfect  place  to  un- 
wind. Sadly,  however,  the  Gellert's 
once-regal  interior  has  fallen  prey  to 
the  Soviet  school  of  interior  design — 
chrome,  cheap  carpeting  and  modern 
furnishings. 

Across  the  Danube  (which  is  green- 


Buda  i  \efi)and  Pest.  Soaring  figure  com^ 
memorates  Soviet  defeat  of  Germany 


ish  brown,  not  blue)  is  pancake-flat 
Pest,  which  lies  on  a  great  plain  that 
stretches  to  the  Carpathian  Moun- 
tains and  on  to  the  Urals.  Pest  is 
where  most  government  and  business 
activity  takes  place.  The  new  nine- 
story  Forum  Hotel  is  the  best  place  tc 
stay  (double,  $79).  Ask  for  a  room  on 
the  river.  The  service  is  outstanding. 
"Our  labor  cost  is  only  20%  of  oui 
operating  costs,  compared  to  50%  oi 
60%  in  German  or  Austrian  hotels,' 
explains  Dr.  Akos  Niklai,  the  Forum's 
manager. 

Across  the  street  is  the  new  Hyatt 
Atrium,  whose  characteristic  glass 
elevators  have  created  quite  a  stii 
among  Hungarians.  The  Duna  Inter- 
continental, downriver  from  the  Fo- 
rum, is  also  recommended  in  Pest. 

If  you  want  tranquility,  stay  on 
Margaret  Island,  a  leafy,  traffic-free 
enclave  in  the  middle  of  the  Danube 
boasting  two  fine  hotels — the  newei 
Thermal    (with    excellent  thermal 
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An  eagerness  to  please, 

and  a  bad  meal  is  hard  to  find. 


baths)  and  the  older  Grand,  where 
Graham  Greene  recently  stayed. 

It  is  hard  to  get  a  bad  meal  in  Buda- 
pest. The  better  hotels  have  excellent 
restaurants  (the  Hilton's  Kalocsa,  the 
Forum's  Silhouette,  the  Hyatt's  To- 
kaji,  for  example).  One  specialty  at 
the  Tokaji:  cold  fogash,  the  pikelike 
fish  from  vast  Lake  Balaton  that  puts 
cold  salmon  to  shame. 

Aside  from  the  hotels,  the  best  and 
most  expensive  restaurant  in  town  is 
the  Vadrozsa,  located  high  up  in  Bu- 
da's  Rose  Hill  district.  Don't  miss  the 
venison  medallions  or  palacsinta, 
flaming  dessert  pancakes  swimming 
in  chocolate  sauce.  Figure  $80  for  din- 
ner for  four,  complete  with  Vilmos 
(pear  brandy)  cocktails  and  dry  red 
Nagyburgundi  wine.  Reservations  are 
a  must  (tel.  351-118). 

Also  in  Buda,  a  few  paces  from  the 
Hilton,  are  Alabardos  and  Regiors- 
zaghaz.  Game,  served  on  Herend  por- 
celain, is  the  specialty  of  the  former; 


the  latter  has  earned  its  reputation 
from  its  list  of  local  wines.  Note:  For- 
get Bull's  Blood  wine.  It  is  strictly  for 
export  and  undiscerning  tourists. 

For  pastry,  don't  miss  the  Geraund, 
in  Vorosmarty  Square  in  Pest.  For 
lunch  or  dinner,  try  the  Menes 
Csarda,  across  the  street  from  the  Fo- 
rum Hotel.  It  offers  cowboy  cuisine 
from  the  Hortobagy  plain:  beef  and 
pork  slices  flambe  in  letcbo  sauce — a 
concoction  of  paprika,  onions,  toma- 
toes and  bacon  fat. 

Nearby  is  the  agreeable,  modern  Vi- 
gado  cafe,  an  adjunct  of  the  twice- 
rebuilt  Vigado  concert  hall,  where 
Beethoven,  Liszt,  Bartok  and  Kodaly 
all  conducted. 

Budapest  also  offers  a  host  of  restau- 
rants where  the  atmosphere,  rather 
than  the  cuisine,  is  the  attraction. 
There's  the  Matyas  Pince,  a  sprawl- 
ing, old,  wood-paneled  cellar,  and  the 
recently  reopened  Gundel,  next  to  the 
Fine  Arts  Museum  in  Heroes  Square. 
The  gypsy  bands  are  energetic;  be  pre- 
pared to  tip  40  to  100  forints  ($1  to 
$2.50)  when  they  come  to  your  table. 
Beyond  that,  nightlife  is  dull.  The  Hil- 
ton has  a  casino.  There  are  chorus 
lines  at  Maxim's  and  Moulin  Rouge, 
but  they  are  nothing  special. 

If  you  are  a  horse  fancier,  get  in 
some  riding  in  this  land  where  eques- 
trianship  and  horse  breeding  have 
been  revered  since  the  Magyars  invad- 
ed in  the  9th  century.  If  you  have  only 
a  few  hours,  head  for  the  old  Diplo- 
mat's Riding  School  at  Alag,  ten  miles 
outside  the  city.  More  serious  horse- 
men might  consider  a  riding  tour.  A 
typical  tour  lasts  a  week  and  consists 
of  daylong  rides,  with  lunches  in  iso- 
lated villages  and  peasant  homes, 


Buda  castle,  overlooking  the  Danube 

Five  and  one-half  hours  to  Vienna  by  hydrofoil. 
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Swimming  pool  in  Bucia'sfin-desiecle  Hotel  Gellert 
Also,  chrome  and  cheap  carpeting — Soviet  style. 


traveling  from  one  hostel  to  the  next. 
Cost  for  a  typical  week:  $450  per  per- 
son, everything  included.  Contact  Dr. 
Ceilla  Olle,  Pegazus  Tours,  Karolyi 
M.  Utca,  Budapest. 

The  Magyars  were  great  hunters  as 
well  as  horsemen,  and  here  again 
Hungary  is  wooing  the  Western  tour- 
ist. Another  new  company,  Mavad, 
arranges  shooting  parties  for  every- 
thing from  duck  to  big-horned  sheep, 
roe  buck,  fallow  and  stag  deer.  Con- 
tact: Dr.  Laszlo  Gabor,  Mavad,  Uri 
Utca  39,  Budapest. 

To  do  your  shopping,  head  for  the 
southern  end  of  Pest's  Vaci  Street, 
near  the  Forum.  Herend  porcelain  is 
one  bargain  to  be  found.  Or  browse 
through  Budapest's  state-run  antique 
shops  (called  "Vags"),  which  are 
crammed  with  furniture,  paintings 
and  objcts  d'art  of  every  description. 
Caution:  Antique  prices  are  absurdly 
low  because  objects  older  than  100 
years  cannot  be  legally  exported. 

The  most  enchanting  way  to  leave 
Budapest  is  via  the  daily  hydrofoil  up 
the  Danube  to  Vienna.  A  one-way 
ticket  for  the  5'/i-hour,  200-mile  ride 
is  $25  and  offers  unrivaled  views  of 
medieval  cities,  notably  Esztergom, 
once  Hungary's  capital.  To  starboard 
during  the  last  two  hours  of  the  trip  is 
Czechoslovakia,  with  its  sinister 
guard  towers  and  olive-drab  police 
boats — vivid  reminders  that  a  rela- 
tively free  Hungary  is  indeed  an  ex- 
ception in  Eastern  Europe. 


Another  would-be  maker  of  dream  cars  is 
on  the  loose.  His  car  is  almost  ready,  and 
so  is  the  public  offering.  Watch  out! 

Shades  of 
De  Lorean? 


By  Kevin  McManus 


Everyone  loves  the  underdog 
who  takes  on  the  establish- 
ment— until,  like  John  Zach- 
ary  De  Lorean,  he  fails.  Stan  Leitner 
has  plans  that  are  every  bit  as  ambi- 
tious as  De  Lorean's  were.  Starting 
from  scratch,  he  intends  to  make  and 
sell  77,000  units  of  a  brand  new  sporty 
"car"  at  $5,100  a  copy  within  24 
months.  That  would  mean  sales  total- 
ing $393  million,  of  which,  Leitner 
believes,  $71  million  would  be  pretax 
profit  for  his  St.  Louis-based  Tomor- 
row Corp.  Wait  a  minute— at  least 
hear  the  man  out. 

Leitner  does  have  a  hell  of  an  idea — 


a  driving  machine  called  the  Litestar. 
Basically,  it's  a  ground-level  motorcy- 
cle with  a  closed  cockpit  and  wings, 
actually  wheeled  outriggers,  to  stabi- 
lize the  vehicle  when  it's  moving.  The 
car's  load  rests  mainly  on  the  front 
and.  back  wheels,  which  are  auto- 
mobile wheels.  When  it  turns  or  is 
parked,  it  leans  on  one  or  another, 
never  both,  of  the  outriggers. 

Because  the  Litestar  uses  only  two 
or  three  wheels  at  a  time  and  weighs  a 
mere  750  pounds,  it  is  licensed  for 
street  use  as  a  motorcycle.  That  clas- 
sification is  saving  lots  of  laps  around 
the  regulatory  track  in  Washington 
over  safety. 

Leitner  claims  the  car  is  a  snap  to 
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CONTROL: 


Conventional  credit  cards  can  turn  a 
regular  business  trip  into  a  flight  of  fancy.  But 
not  The  Air  Travel  Card.  It's  good  for  one  thing: 
air  travel  and  related  expenses.  So  if  business 
and  pleasure  should  mix,  this  card  will  keep 
the  record  straight. 

That's  control. 

But  there's  more.  At  the  end  of  each 
billing  period,  your  company  will  receive  one 
statement  for  all  air  travel  expenses.  Regardless 
of  the  number  of  cards  you  issue  in  the  company. 

^  Yes,  I  am  interested  in  knowing  about  today's  Air  Travel  Card.  Send  me  more  information. 


Printouts  may  even  be  customized  to  meet 
specific  auditing  formats.  Best  of  all,  there's  no 
monthly  charge. 

That's  control. 

So  join  the  over  100,000  businesses 
who  fly  on  more  than  200  airlines  with  The  Air 
Travel  Card.  Send  in  this  coupon  and  we'll 
send  you  a  complete  brochure  outlining  all  the 
advantages. 

Get  control. 

Get  The  Air  Travel  Card. 


Name/Title . 
Company  __ 


05 
O 


Business  Address 


City/State/Zip  Code 


Phone . 


OWN  THE  SKY. 


Mail  to:  The  Air  Travel  Card,  Suite  300,  8401  Wayzata  Blvd. ,  Minneapolis,  MN  55426.     USE  THE  AIR  TRAVEL  CARD, 


J 


Personal 
Affairs 


put  together  and  that  19,000  will  be 
on  the  road  by  next  August,  despite 
the  fact  that  the  only  assembly  line 
set  up  thus  far  is  housed  in  two  sheds 
that  only  a  few  months  ago  were  a 
ladder  factory  and  that  the  full-time 
work  force  at  present  numbers  just  25. 
Another  plant  is  being  readied. 

But  the  carcycle  does  work.  I  saw 
that  for  myself  in  a  25-minute  test 
drive.  True,  there  were  a  few  disap- 
pointments— slow  accel- 
eration, a  noisy  engine 
and  a  stuffy  cockpit.  But 
the  Litestar  I  drove  was  a 
prototype.  Leitner,  an  in- 
domitable optimist, 
blithely  says  that  all  of 
the  aforementioned  prob- 
lems will  be  corrected  in 
the  production  models. 

Moreover,  there  is  no 
trunk,  nor  even  room  for  a 
spare  tire.  Storage  space  is 
a  shelf  behind  the  back- 
seat with  enough  room  for 
an  object  the  size  of  an 
overnight  bag. 

On  the  positive  side, 
the  Litestar  was  lots  of 
fun  to  tool  around  in.  To 
get  in,  you  slide  back  the 

canopy,  grab  on  to  the  roll  

bar  and  ease  yourself  down  into  the 
cockpit.  Legroom  is  ample  for  the 
driver,  but  any  tall  backseat  passenger 
may  feel  cramped. 

On  the  dash  are  all  the  essentials: 
odometer,  speedometer,  oil-pressure 
gauge,  RPM  indicator,  heater  control, 
headlight  switch,  starter  button  and 
temperature  light.  The  gearshift  is  on 
the  right  and  the  gas  and  brake  pedals 
are  where  they  are  in  a  regular  car. 

The  prototype  was  equipped  with 
an  automatic  transmission,  as  the 
production  models  will  be.  A  manual 
transmission  will  be  available  later.  A 
tiny  lever  under  the  left  side  of  the 
dash  engages  and  releases  the  emer- 
gency brake.  You  start  the  engine  by 
turning  a  key  and  pushing  the  starter 
button. 

But  the  most  noticeable  thing  about 
driving  a  Litestar  is  the  attention  it 
gets.  On  the  road,  you  draw  stares  and 
thumbs-up  signs.  Parked,  you  often 
draw  a  small  crowd.  Everyone — cops 
included — wants  to  know  what  it  is, 
how  fast  it  can  go,  how  much  it  costs 


and  where  it  can  be  bought. 

Stan  Leitner  is  just  the  kind  of  guy 
you  would  like  to  see  succeed.  He 
talks  quietly  and  articulately,  and  ev- 
ery so  often  he  slips  an  utterly  offbeat 
crack  or  sly  pun  into  what  is  an  other- 
wise serious  business  dialog.  He  is  6' 
3",  built  like  a  St.  Louis  football  Cardi- 
nal, and  wears  a  white  Van  Gogh-type 
beard. 

He  sits  behind  a  16th-century  hand- 
carved  English  library  table,  opposite 
a  wall  hung  with  a  few  dozen  framed 
magazine  articles  about  the  Litestar. 
On  the  table  is  the  head  of  a  rattle- 
snake, fangs  bared  menacingly, 
mounted  in  a  glass  sphere  over  a  small 
plaque:  "this  snake  was  killed  by  a 

STAN  LEITNER  BITE  ON  9-28-78."  A  gag, 

of  course.  When  Leitner  was  oper- 


Stan  Leitner  and  his  Litestar 
A  cycle  engine,  wings  and  a  prayer. 


ations  vice  president  of  the  Boston- 
based  waste  management  firm  SCA 
Services  (1982  sales,  $270  million)  in 
the  early  Seventies,  he  rode  herd  on 
the  officers  in  charge  of  SCA's  102 
operating  units.  In  that  position,  he 
says  flatly,  he  developed  a  reputation 
as  a  "hatchetman." 

Since  1976  he  has  worked  on  his 
own  as  a  management  consultant.  To- 
morrow Corp.  began  with  Leitner's 
incidental  discovery  of  a  Litestar  pro- 
totype in  the  workshop  of  its  designer, 
Jim  Bede.  Bede,  50,  the  only  other 
major  partner  in  Tomorrow  Corp.,  is 
known  mainly  as  a  designer  of  small, 
fast  and  fuel-efficient  jet  airplanes. 
(One  of  them,  the  BD-5J,  is  featured  in 
the  movie  Octopussy.)  From  Bede, 
Leitner  bought  the  rights  to  market 
the  Litestar  for  $25,000  and  an  ulti- 
mate 33%  stake  in  the  company.  Last 
year  they  began  showing  it  to  crowds 
in  shopping  centers  and  at  auto  shows 
around  the  country. 

Last  February  the  Litestar  steadily 
drew  crowds  to  its  booth  at  the  Chica- 


go Auto  Show.  Some  15,000  people 
signed  up  for  test  drives,  and  300  of j 
them  put  down  deposits  for  the  car. 
Leitner  has  sold  distributorships  to  18 
individuals  covering  23  states  (the  go- 
ing rate  is  $8,000  per  100,000  peoplej 
in  a  territory)  and  claims  to  have  a 
backlog  of  1,200  orders. 

The  first  cars  are  now  rolling  off  the 
assembly  line  in  Carroll,  Iowa,  and  a 
second  line  is  in  the  works  for  Salem, 
111.  Leitner  says  1,400  cars  will  be 
shipped  to  distributors  by  the  end  of 
this  year,  and  a  total  of  77,000  will  be 
shipped  by  August  1985. 

With  its  aerodynamic  styling  and 
light  weight,  the  Litestar  aims  to  get 
more  than  100  miles  on  a  gallon  of 
leaded  fuel  at  55mph,  and  70mpg  in 
the  city.  (It  has  a  5-gallon  gas  tank.) 

The  vehicle's  design 
specifications  call  for  a 
250cc  motorcycle  engine 
housed  in  the  standard 
model,  enabling  the  car  to 
accelerate  from  zero  to 
60mph  in  11.5  seconds. 
Two  bigger  engines,  450cc 
and  550cc,  will  be  avail- 
able as  options. 

But  it  will  not  all  be  as 
easy  as  Leitner  makes  it 
sound.  Production  prob- 
lems have  already  set 
back  his  timetable  several 
weeks.  And  there  are 
questions.  One  big  one  is 
which  motorcycle  com- 
pany will  supply  engines 
for  the  car.  Right  now  it  is 
up  for  grabs  among  Ya- 

  maha,  Suzuki  and  others. 

Finally,  of  course,  there's  the  ques- 
tion of  money.  The  bulk  of  his  manu- 
facturing costs  will  be  borne  by  Scran- 
ton  Manufacturing  Co.,  an  Iowa  mak- 
er of  horse  trailers  and  farm 
equipment,  which  has  been  contract- 
ed to  assemble  the  Litestar.  It  has 
already  committed  $1  million  to  the 
project,  and  one  of  its  suppliers  has 
kicked  in  another  $350,000. 

Leitner,  who  will  buy  the  cars  from 
Scranton  and  resell  them  through  his 
franchised  dealers,  has  borrowed 
$300,000  from  one  bank  and  put  up 
$700,000  more  along  with  two  inves- 
tors". That's  not  much  of  a  grubstake 
in  the  car  business. 

So — surprise — he's  going  public 
this  month.  The  initial  offering  will 
be  $5  per  share.  Leitner  plans  to  sell 
up  to  1.5  million  shares  himself  and 
expects  to  sell  most  of  the  stock  local- 
ly. Even  De  Lorean  lacked  that  much 
confidence.  He  took  from  everyone, 
from  Margaret  Thatcher  to  Johnny 
Carson,  and  still  went  bust.  ■ 
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INVESTORS  ARE 
TURNING  OVER  A 
NEW  LEAF  IS  PURE 

AND  SIMPLE. 
9999  PURE  GOLD. 


That's  the  fineness  of  the  Maple 
leaf  gold  coins  being  struck  right 
ere  in  North  America. 

It  means  that  we've  made  the 
world's  purest  gold  coin  even  purer, 
knd  it  means  that  the  Maple  Leaf  is 
>  coin  of  enduring  beauty, 
durability.  And  value. 


Other  gold  coins  may  try  to 
impress  you  with  their  purity.  But 
there's  only  one  impression  that 
counts. 

The  9999  that's  struck  on  every 
Maple  Leaf.  That,  purely  and  simply 
is  the  reason  why  more  investors 
are  turning  over  a  new  leaf. 


I  want  to  learn  more  about 
turning  over  a  new  leaf. 
Please  send  me  complete 
details  about  the  Maple 
Leaf  gold  coin. 

Name  

Address  

City  


The  Royal  Canadian  Mint  9 
P.O.  Box  458 
Station  'A' 
Ottawa,  Ontario 
K1N8V5 


_  State 


Zip  Code  

Home  Telephone  

Business  Telephone 


Canada's  Maple  Leaf 

FHE  PUREST  GOLD  COIN  IN  THE  WORLD. 


Call  800-331-1750  for  the  Maple  Leaf  Dealer  nearest  you. 
In  Oklahoma  call  800-722-3600. 

|     o      O/i  o'        %Mf   Royal  Canadian  Monnaie  royale 
V^dl  Idvld        #B\   Mini  canad.enne 


Time  Zone 


Photography  Rudi  Frey 


For  TIME  correspondents  all  over  the  world,  home  is  where 
the  news  is-and  the  news  is  far  more  than  a  catalogue  of  events 


He  and  his  wife  live  in  an 
anonymous  gray  apartment 
house  in  a  big  city,  a  third- 
floor  walkup  furnished  in  Italian 
modern.  In  good  weather  he  jogs 
by  the  river,  and  walks  to  work. 
Otherwise  he  takes  the  subway. 

An  ordinary  life,  with  dis- 
tinctive features.  The  pay  phones 
take  kopeks.  The  subways  have 
crystal  chandeliers.  And  the  door- 
man at  his  apartment  house  is  a 
soldier  with  a  machine  gun. 

He  is  Erik  Amfitheatrof. 
TIME's  Moscow  Bureau  Chief.  He 
is  one  of  hundreds  of  TIME  em- 
ployees whose  homes  are  where  the 
news  is,  and  who  comprise  the 


world's  largest  news-gathering  staff 
reporting  to  a  single  publication. 

The  presence  of  these  TIME 
zones  in  cities  around  the  world 
gives  TIME  readers  advantages 
they  get  nowhere  else.  First,  an  ex- 
traordinary sense  of  authenticity, 
an  anecdotal  immediacy  that 
brings  the  news  and  the  news 
makers  alive  on  the  page. 

Second,  a  sense  of  complete- 
ness, of  seeing  a  big  picture  full  of 
fine  details.  For  instance,  a  recent 
TIME  story  on  the  KGB  drew  not 
only  on  the  expertise  of  our  man  in 
Moscow,  but  also  on  the  resource- 
ful information-gathering  tech- 
niques of  TIME  staffers  from 


London  to  Sofia  to  Istanbul. 

Despite  its  back-of-book 
riches,  news  is  TIME'S  reason 
for  being.  It  is  the  common 
ground  TIME  shares  with  other 
news  magazines.  But  TIME'S 
enormous  international  reportorial 
staff  is  unique, 
and  has  earned 
for  TIME  Maga- 
zine more  edito- 
rial awards,  and 
millions  more 
weekly  readers, 
than  any  other 
news  magazine. 
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Edited  by  John  R.  Dorfman 

His  own  show 

As  new  president  and  CEO  of  staid 
Chicago  retailer  Carson  Pirie  Scott  & 
Co.,  Peter  Willmott,  46,  may  miss 
some  of  the  glamour  he  had  as  presi- 
dent of  fast-growing  Federal  Express, 
i But  Carson's  gives  him  what  he  want- 


profits  last  year  on  41%  of  the  com- 
pany's sales  (which  totaled  $798  mil- 
lion). Pretax  retail  margins,  however, 
were  4.8%  last  year,  well  below  the 
5.9%  industry  average.  To  close  the 
gap,  Willmott,  a  determined  sort — he 
runs  most  mornings  even  though  he 
says  "I  hate  it" — intends  to  stock 
more  expensive  women's  fashions 
and  housewares.  He  plans  to  take  big 
markdowns  less  frequently  than  Car- 
son's has  in  the  past. 

Like  other  regional  retailing  execu- 
tives, Willmott  worries  that  mass 
merchandisers  such  as  Sears  and  J.C. 
Penney  are  bidding  for  department 
stores'  traditional  customers.  Just  six 
weeks  into  his  new  job,  Willmott  re- 


iPeter  Willmott,  president  of  Carson  Pirie  Scott  &  Co. 
No  longer  promising  overnight  delivery. 


Scott  & 


ed:  the  chance  to  run  his  own  show. 

Frederick  Smith,  Federal  Express' 
pioneering  founder  and  CEO,  is  seven 
years  Willmott's  junior.  The  only  way 
Willmott  could  get  to  call  all  the 
shots,  he  says,  was  to  switch.  In  June, 
Willmott  got  the  chance,  for  $300,000 
a  year  plus  bonuses. 

Carson's  can  use  a  new  broom.  It 
earned  only  5%  on  stockholders'  eq- 
uity last  year  and  averaged  only 
10.7%  the  past  five  years,  less  than 
the  department  store  industry  average 
12.1%).  The  flagship  department 
store  has  enjoyed  less  prestige  than  its 
archrival,  Chicago  retailing  institu- 
tion Marshall  Field  &  Co.  Food  ser- 
vice has  been  Carson's  fastest-grow- 
ing business  since  it  acquired  airline 
paterer  Dobbs  Houses,  Inc.  in  1980. 
The  company  also  owns  two  coffee 
jshop  chains  (Steak'n  Egg  Kitchen  and 
Toddle  House)  and  is  a  wholesale  dis- 
tributor of  floor  covering. 

Its  24  department  stores  contnbut- 
:d  41%  of  Carson's  $11.4  million  in 


placed  the  president  of  Carson's  retail- 
ing division  with  Dennis  Bookshester, 
44,  former  president  of  Caldor,  Inc.,  a 
successful  East  Coast  discounter. 

"There's  a  lot  of  room  for  improve- 
ment in  customer  service,"  Willmott 
adds.  "I  think  we  established  some 
standards  at  Federal  Express  that  I  can 
apply  here  at  Carson's."  But  Willmott 
is  no  longer  promising  overnight  de- 
livery.— Christine  Donahue 

Unscheduled  marathon 

Murray  Selman,  56,  a  Consolidated 
Edison  vice  president,  got  the  word 
about  the  big  power  problem  in  New 
York  City's  garment  district  last 
month  in  a  phone  call  at  2:30  in  the 
morning.  As  head  of  Con  Ed's  Man- 
hattan division,  which  provides  elec- 
tricity, gas  and  steam  to  some  2  mil- 
lion people  (and  rings  up  40%  of  the 
utility's  $5  billion  in  revenues),  Sel- 
man is  accustomed  to  middle-of-the- 
night  calls.  But  this  one  was  special. 
The  12-block  area  affected  held  the 
very  heart  of  the  garment  trade  in 
New  York.  On  top  of  that,  it  was 
"market  week,"  when  buyers  from 
out  of  town  were  to  be  writing  orders 
that  could  make  or  break  the  year  for 
a  lot  of  outfits. 

Selman  took  charge  at  3:30  a.m. 
that  morning  of  Aug.  10  and  within  an 
hour  shut  down  the  substation,  cut- 
ting off  power  to  the  12-block  area. 
Recalling  the  intense  heat  and  smoke 
at  the  scene,  Selman  says:  "There  was 
no  way  I  was  going  to  get  in  there." 

The  situation  was  complicated  by 
the  fact  that  70%  of  Selman's  work 
force  was  out  on  strike.  (A  nine-week 


Consolidated  Edison  Vice  President  Murray  Selman 
This  2.30  a.m.  call  was  special. 
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strike  was  settled  nine  days  later.)  In- 
stead of  heading  for  his  desk  at  6:30 
a.m.  to  work  on  long-range  planning, 
as  he  usually  does,  Selman  shuttled 
between  manholes  and  executive 
meetings,  never  removing  his  sky- 
blue  Con  Ed  hard  hat.  That  night  he 
and  co-workers  slept  on  cots  at  a  mid- 
town  Con  Ed  office.  He  was  to  get  ten 
hours'  sleep  in  the  next  three  days. 

The  blackout,  the  first  extended  one 
in  Manhattan  since  1977,  was  costly, 
of  course.  Service  was  restored  Aug. 
13,  in  time  to  salvage  only  a  fragment 
of  the  market  week  volume.  It  was 
costly  to  Con  Ed,  as  well — damages 
could  reach  $40  million  if  the  dam- 
aged substation  has  to  be  replaced. 
And  at  least  one  angry  merchant  hit 
Con  Ed  with  a  $10  million  suit  for 
business  lost  during  the  blackout. 

Even  so,  Selman,  a  serious  jogger 
who  is  training  for  the  New  York  City 
Marathon,  saw  a  bright  spot.  The  cri- 
sis, he  said,  showed  that  "our  abilities 
far  exceed  the  norms  we  establish  for 
ourselves." — John  Heins 

Volunteer 

It's  puzzling  that  no  one  in  Washing- 
ton has  thought  to  ask  Carlos  Rome- 
ro-Barcelo,  the  governor  of  Puerto 
Rico,  for  his  suggestions  on  Central 
America  or  to  be  on  the  Kissinger 
Commission,  which  is  charged  with 
recommending  U.S.  policy  there. 

Romero-Barcelo  correctly  flagged 
the  region  as  a  trouble  spot  two  years 
ago  in  a  speech  before  the  Atlantic 
Institute  in  Paris.  Now  he  thinks 
Puerto  Rico  could  help  the  U.S.  in 
several  ways  in  Central  America. 

For  one  thing,  Puerto  Rico  can  func- 
tion as  an  economic  troubleshooter, 
he  says.  "We  are  already  doing  this  on 
a  very  small  scale  in  Jamaica,  on  our 
own  initiative,"  says  Romero.  "We're 
sending  in  engineers,  technicians, 
doctors  and  nurses  to  help  train  peo- 
ple to  develop  health  delivery  sys- 
tems, build  roads  and  water  distribu- 
tion systems  and  so  forth. 

"Use  us,"  Romero  suggests,  "as  a 
more  professional,  nonpolitical  Peace 
Corps.  We  know  what  the  problems 
are.  We  went  through  them  40  years 
ago.  And  we  have  the  skills.  One  out 
of  every  20  inhabitants  in  Puerto  Rico 
is  in  an  institution  of  higher  learn- 


Carlos  Romero-Barcelo,  governor  of  Puerto  Rico 
If  only  someone  would  ask. 


ing — higher  than  that  of  most  Europe- 
an countries." 

Alternatively,  Romero  goes  on, 
why  not  use  Puerto  Rico  as  the  eco- 
nomic gateway  to  Central  America? 
Raw  materials  from  Central  America 
could  be  upgraded  by  processing  in 
Puerto  Rico  and  aggregated  into  eco- 
nomic shiploads  for  reshipment  to  the 
mainland  market.  And  U.S.  goods 
could  be  dispatched  that  way  to  the 
region  more  economically  through 
Puerto  Rico,  Romero  says.  That's  an 
investment  that  doesn't  get  lost  in 
offshore  bureaucracies. 

Romero,  whose  reelection  bid  next 
year  could  benefit  by  a  boost  from 
international  diplomacy,  says  he 
would  also  be  happy  to  serve  as  a 


political  intermediary  between  the 
U.S.  and  Central  American  nations.  "I 
think  the  heads  of  state  there  might 
be  a  bit  more  at  ease  with  me,"  he 
says,  "not  just  because  I  speak  the 
language,  but  because  I  know  where 
not  to  tread." — Geoffrey  Smith 

Scrappy 

Andrew  Sabin  tends  to  five  houses, 
two  sons,  a  girl  friend  with  an  active 
modeling  career  and  a  42-foot  boat. 
He's  also  an  avid  gardener,  tuna  fish- 
erman, reptile  fancier  and  10-mile-a- 
day  logger.  Does  all  this  leave  Sabin, 
37,  any  time  to  run  a  business?  Well, 
he  runs  two. 

Sabin's  father  was,  in  trade  par- 


Gold  refiner  and  trade)-  Andrew  Sabin 
Gold  is  where  you  find  it. 
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As  companies  grow, 
versify  and  become  more  sophisti 
ated,  they  develop  some  exposures  that  are 
lique  to  their  industry- potentially  catastrophic 
(posures  that  are  not  protected  by  standard 
surance  coverages.  At  the  Chubb  Group  of 
isurance  Companies,  we  make  it  our  business 
j  know  the  specific  risks  faced  by  the  industries 
e  insure  and  to  protect  them  against  those  risks. 
!  Take  the  electronics  industry,  for  example.  An 
ectronics  manufacturer  could  face  an  enormous 
^/vsuit  if  a  component  he  manufactured  were  to 
III  in  a  computerized  and  automated  newspaper 
pesetting  system.  If  the  newspaper  couldn't  print 
\e  morning  edition,  thousands  of  dollars  worth 

circulation  and  advertising  revenues  would  be 
st.  If  the  system  shut-down  resulted  in  no  physi- 
3l  damage,  the  electronics  manufacturer  would 
Dt  be  covered  by  a  traditional  liability  policy.  On 
ie  other  hand,  Chubb's  specific  coverage  for  the 
ectronics  industry  would  respond. 


As  a  major 
international  property  anc 
casualty  insurer,  we  understand  that 
businesses  have  insurance  needs  common  to 
all,  but  they  also  have  needs  unique  to  each. 
When  your  agent  or  broker  recommends  Chubb, 
it's  a  recognition  of  our  expertise  in  your  specific 
industry. 

By  thoroughly  understanding  the  industries  we 
insure,  we  gain  the  know-how  to  offer  realistic 
and  responsive  insurance  programs. 

This  is  how  we  think  at  Chubb. 


CHUBB 

Group  of  Insurance  Companies 

Warren,  New  Jersey  07060 

Chubb  is  proud  to  play  a  part  in  bringing  you  Vietnam:  A  Television  History.  Watch  for  it  on  your  local  PBS  station. 
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lance,  a  "junkie."  He  collected  and 
processed  scrap  cadmium  and  nickel. 
"My  father,"  recalls  Sabin  fondly, 
"was  the  world's  greatest  haggler.  But 
when  I  came  into  the  business  I  saw 
that  there  was  no  future.  None.  He 
never  really  had  steady  clients.  He 
was  always  looking  for  a  deal."  The 
young  Sabin  started  putting  in  12-  to- 
16-hour  days  and  gradually  edged  Sa- 
bin Metal  Corp.  out  of  base  metal 
scrap  into  precious  metals  scrap.  He 
was  among  the  first,  starting  in  the 
late  1960s,  to  see  the  potential  for 
recovering  precious  metals  used  in 
electronics  gear.  For  hours  on  end  he 
would  comb  electronics  magazines, 
the  Thomas  Register  and  even  the  Yel- 
low Pages,  figuring  out  who  had  pre- 
cious metals  scrap.  Then  he  would  hit 
the  road  to  convince  such  firms  that 
recovering  the  scrap  was  worthwhile. 

Sabin  started  hedging  on  the  Co- 
mex  to  protect  himself  against  drops 
in  the  value  of  his  precious  metals 
inventory.  In  the  1970s,  using  his 
knowledge  of  where  the  metals  were, 
he  moved  into  commodities  trading. 
In  1980  he  founded  Sabin  Commod- 
ities, which  last  year  traded  more  gold 
on  the  Comex  than  any  other  firm  and 
now  has  19  seats  there.  Sabin  Com- 
modities has  about  $5  million  in  an- 
nual revenues,  compared  with  $90 
million  or  so  for  Sabin  Metal,  but  the 
high  margins  in  commodities  trading 
(often  15%  to  20%  net)  mean  that  the 
new  business  brings  in  more  than  the 
original  business  in  some  years. 

Sabin  attributes  some  of  his  success 
to  employing  "street  kids"  who  he 
thinks  arc  more  loyal  and  hardwork- 
ing than  college  grads.  Among  his 
traders  are  a  former  construction 
worker,  a  former  fruit  stand  operator 
and  a  former  boat  captain. — J.R.D. 

Peep,  peep 

Bon  Ami  Co.  was  1  of  only  16  Big 
Board  companies  that  paid  uninter- 
rupted dividends  all  through  the  De- 
pression In  those  days  Bon  Ami 
cleanser,  known  by  its  trademark 
chick  and  slogan  "Hasn't  scratched 
yet,"  dominated  the  market. 

Bon  Ami  fell  on  hard  times  in  the 
1950s  when  Alexander  Guterma  (con- 
victed of  fraud  in  1958)  milked  the 
company.  It  passed  through  a  string  of 


Gordon  Beabam  ill  of  Faultless  Starch/Bon  Ami  Co. 
Trying  to  push  water  uphill. 


owners,  while  its  market  share  fell  to 
around  1%.  By  the  time  Gordon  Bea- 
ham  Ill's  family  corporation  bought  it 
in  1971  for  about  $1  million,  there 
wasn't  much  left  to  Bon  Ami  except 
fuzzy  yellow  goodwill. 

Meantime,  Colgate  introduced  Ajax 
in  1947,  and  Procter  &  Gamble 
launched  Comet  in  1956.  Today 
Comet  has  about  60%  of  the  pow- 
dered cleanser  market,  and  Ajax  has 
about  30%.  Holding  on  to  Bon  Ami's 
current  5%  share,  says  Beaham,  is 
"like  pushing  water  uphill." 

How  can  Faultless  Starch/Bon  Ami 
Co.,  with  annual  sales  around  $15 
million,  compete  with  advertising  gi- 
ants like  P&G  or  Colgate?  Beaham 
can  trot  out  endorsements  from  Cor- 
ning Glass  and  others  who  like  Bon 
Ami's  feldspar-based  nonscratch  for- 
mula. He  also  tries  to  use  magazine 
ads  like  rifle  bullets  while  his  oppo- 
nents use  the  television  blunderbuss. 

Even  so,  Beaham  is  thrilled  when  a 
supermarket  gives  Bon  Ami  six  fac- 
ings on  a  shelf.  Typically,  Comet  gets 
up  to  20,  Ajax  10  and  Bon  Ami  4.  So 
Beaham,  a  51 -year-old  former  Navy 
underwater  demolition  man  who  still 
enjoys  scuba  diving,  has  his  eye 
cocked  for  diversifications.  That's 
nothing  new:  Bon  Ami  was  the  escape 
valve  that  got  Faultless  away  from 
exclusive  reliance  on  starch  shortly 
before  that  market  went  limp.  Now, 
Beaham  has  high  hopes  for  Novcrox,  a 
Swiss-made  rust  remover  for  which 
he  has  exclusive  U.S.  distribution 
rights.  He's  also  marketing  the  Ger- 
man-made "garden  weasel,"  a  multi- 
pronged,  adjustable  garden  tool. 

Arc  four  balls  in  the  air  too  many? 
No,  says  Beaham:  "In  the  1960s  we 


had  only  one  ball.  When  it  started 
down,  it  sure  didn't  feel  very  good." 

No  offense  to  chicks,  but  some- 
times it's  the  little  guys  who  have  to) 
scratch  hardest. — J.R.D. 

The  $397  RATT 

After  five  years  of  it,  frankly,  Doug 
O'Boyle  was  getting  a  bit  tired  of  writ- 
ing about  gasoline  and  heating  oil 
marketing.  So,  last  fall,  he  asked  his 
employer — Capitol  Publications,  Inc. 
the  nation's  most  prolific  newsletter 
outfit  (39  newsletters) — for  a  change 
of  pace.  Thus  was  born  The  Report  on 
AT&T,  or  RATT  as  it  is  called  around 
the  office — a  pricey  ($397  a  year] 


Newsletter  editor  Doug  O'Boyle 
It  beats  gasoline  pricing. 
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Bullet  Train,  Tokyo 


The  marketplace  demands 
speed,  worldwide. 

Manufacturers  Hanover  moves. 


From  Tokyo  to  Topeka,  Manufacturers  Hanover 
keeps  money  moving  24  hours  a  day,  for  businesses, 
governments,  and  financial  institutions  worldwide. 

Our  global  network  of  more  than  1 00  facilities 
working  with  some  4,700  domestic  and  overseas 
correspondent  banks,  provides  a  key  link  to  1 30 
countries  around  the  world. 

Our  services  range  from  import/ export  financing 
and  foreign  exchange  transactions  in  every  convertible 
currency  to  participating  in  the  FAST  program,  which 
transfers  stock  certificates  automatically. 

Credit.  Operations.  And  the  integration  of  both  to 
create  a  total  financial  relationship  of  the  highest 
standards— anywhere  in  the  world.  The  marketplace 
demands  it.  Consider  the  source. 

MANUFACTURERS  HANOVER 
The  financial  source.Worldwide. 


Member  FDIC 
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weekly  letter  on  AT&T's  breakup  and 
future.  With  the  help  of  three  full- 
time  staffers,  O'Boyle,  a  former  Cap- 
itol Hill  and  UPI  reporter,  churns  out 
12  single-spaced  pages  a  week  on  sub- 
jects from  rate  hikes  in  Nevada  to 
pricing  brawls  with  MCI.  "Hell,"  says 
O'Boyle,  "AT&T  has  a  million  em- 
ployees, and  half  of  them  don't  know 
what's  going  on." 

It  all  goes  to  prove  the  first  rule  of 
newsletter  publishing:  In  confusion 
there  is  opportunity.  Something  like 
20  new  telecommunications  newslet- 
ters have  been  born  in  the  past  three 
years,  from  the  general  (Communica- 
tions Daily)  to  the  ultraspecific  (Tele- 
phone Bypass  News).  E.F.  Hutton  has 
also  launched  an  investment  letter 
specifically  on  AT&T,  called  The  Hut- 
ton  Connection.  Despite  the  competi- 
tion, RATT  has  compiled  a  paid  sub- 
scribership  of  600-plus  and,  claims 
O'Boyle,  is  making  money — rare  for  a 
first-year  newsletter,  even  a  fairly  ex- 
pensive one. 

Will  they  still  love  it  tomorrow? 
O'Boyle,  who  has  no  equity  in  the 
newsletter,  only  his  salary,  says  he  is 
unfazed  by  the  possibility  that  the 
AT&T  breakup  might  one  day  be  as 
tiresome  a  subject  as  gasoline  pricing 
was  last  fall.  "Long  after  this  divesti- 
ture business  is  over,  there  will  still 
be  an  AT&T,  and  it  will  still  be  evolv- 
ing," he  says  confidently.  "We'll  be 
around,  too." — Anne  Bagamery 

Dollars  for  scholars 

"We  do  what  we  do  as  well  as  any 
profitmaking  company  could,"  says 
Eileen  Mackesy,  managing  editor  of 

the  MLA  International  Bibliography, 
that  invaluable  resource  for  scholars 
published  by  the  Modern  Language 
Association. 

Only  the  MLA,  the  100-year-old, 
26,000-member  nonprofit  organiza- 
tion, could  love  a  publishing  project 
like  the  Bibliography.  It's  an  index  to 
subjects  treated  in  the  huge  number  of 
scholarly  publications  that  come  out 
every  year  around  the  world  dealing 
with  literature,  language  or  folklore 
in  every  significant  modern  language. 
The  1981  edition  had  38,000  citations 
on  subjects  ranging  from  antelope 
headdress  to  Zapotecan  languages. 

Back  in  1976  the  MLA  was  making 


Eileen  Mackesy  of  the  Modern  Language  Association 
A  publishing  project  only  the  MLA  could  love. 


do  on  an  annual  budget  of  $1.4  mil- 
lion and  felt  pinched.  Some  2,200 
copies  of  the  1976  Bibliography  were 
sold  at  a  mere  $40  a  throw.  Today  it 
still  is  not  exactly  a  runaway  best- 
seller—2,000  copies  of  the  1981  edi- 
tion have  been  sold  since  publication 
this  spring — but  the  price  of  the  latest 
five-volume  edition  has  been  hiked  to 
$500.  Instead  of  being  a  cash  drain,  it 
now  brings  in  roughly  $800,000 — a 
big  help  in  enabling  the  MLA  (current 
annual  budget  $3.2  million)  to  sup- 
port scholarly  activities. 

Scholars  can  now  gain  access  to  the 
Bibliography  by  computer,  which 
means  that,  in  one  probe,  a  researcher 
can  track  down  virtually  every  signifi- 
cant article  published  from  1970  to 
1980  on,  say,  feminist  poetry. 

Revenue  growth  from  computer- 
search  royalties  has  averaged  40%  the 
past  couple  of  years  and  isn't  likely  to 
slow  much.  By  1995  it  looks  like  the 
MLA's  computer  revenues  will  over- 
take book  revenues. — Anne  McGrath 

"If  it  works  ..." 

The  Federal  Communications  Com- 
mission's recent  leap  onto  the  dereg- 
ulation bandwagon  is  getting  low  rat- 
ings from  Representative  Tim  Wirth, 
chairman  of  the  House  subcommittee 
on  telecommunications  consumer 
protection  and  finance.  He  takes  an 
especially  dim  view  of  two  recent 
FCC  proposals — that  broadcasters  be 
freed  of  the  guideline  limiting  com- 
mercials to  16  minutes  per  hour  and 
that  TV  stations  no  longer  be  required 
to  devote  time  to  public  service  broad- 
casting (at  least  5%  news  and  public 
affairs,  for  example). 

"In  the  absence  of  sufficient  compe- 
tition,"   Wirth    says,  broadcasters 


might  "saturate  the  public  airwaves" 
with  commercials.  Removing  the  re- 
quirement for  public  service  broad- 
casting, he  says,  would  be  an  even 
worse  idea.  Inadequate  public  service 
programming  is  the  bone  usually 
picked  by  license  challengers,  he  ar- 
gues. Remove  it,  and  broadcasters 
would  become  so  firmly  entrenched 
that  no  one  could  budge  them  from 
their  comfortable  places  in  the  broad- 
cast spectrum. 


Congressman  Tim  Wirth 
Sixteen  minutes  and.  that's  it. 

Wirth,  a  43-year-old  Colorado 
Democrat,  and  his  committee  will  ob- 
viously have  a  lot  to  do  with  the  out- 
come of  this  issue;  Congress  has  saic 
that  the  FCC  may  not  deregulate  tele- 
vision without  congressional  approv- 
al. Wirth  himself  much  prefers  the 
status  quo.  "There's  an  old  expres- 
sion," he  says.  "If  it  works,  don't  fix 
it." — Reed  Massengill 
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more  to  John  Hancock  than  life  insurance. 

A  personal  computer  is  no  substitute 
for  personal  financial  advice*  \ 
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It  has  been  called 
"The  Machine  of  the  Year." 
For  many  of  us,  it's  already  part 
of  our  daily  lives.  There  is  no 
doubt  about  it,  the  personal 
computer  is  here  to  stay. 

But  for  all  the  ballyhoo, 
consider  that  the  personal 
computer  is  merely  a  tool.  As 
a  financial  tool,  for  example, 
it  can  only  function  properly 
when  it's  fed  solid  advice  and  backed  by  a  broad  range  of  innovative  product 
The  John  Hancock  companies  can  provide  the  financial  services  ar 
products  you  need  to  get  your  personal  computer  working  in  the  right  directioi 
These  include  financial  and  tax  planning,  mutual  funds,  options,  stocks,  bond 

I RA  and  other  retirement  programs.  We  can  eve 
help  you  with  auto  and  home  insurance. 

For  businesses  we  provide  employee  benef 
programs  ranging  from  group  life  and  health  plar 
to  corporate  pension  and  profit-sharing  plans.  \X 
also  offer  investment  banking,  venture  capital  oppo 
tunities  and  capital  equipment  leasing  and  financin 
So  whether  you  own  a  personal  computer  or  not,  we're  certain  we  ha\ 
the  products  and  services  to  fit  your  financial  program.  Contact  a  John  Hancoc 
companies  representative  today. 


■ 


We  can  help  you  here  and  now.  Not  just  hereafte 


Johi:  H  ru  vk  Mutual  Life  Insurance  Company,  John  Hancock  Distributors.  Inc.,  John  Hancock  Financial  Services,  Inc., 
John  Han(  i  iable  Lite  Insurance  Company,  HANSECO  Insurance  Company,  John  Hancock  Venture  Capital  Management,  Inc. , 

Tucker  Anthony  &  R.L.  Day,  Inc.,  New  York/Boston  and  affiliated  companies,  all  of  Boston,  Massachusetts  021 17 


The  Forbes/Wilshire  5000  Review 


Getting  wisdom.  During  the  past  two  weeks  investors 
worried  about  whether  the  long-anticipated  correction 
was  finished  or  the  late-summer  weakness  in  the  market 
was  the  beginning  of  a  long  downtrend.  They  also  became 
more  cautious.  As  the  yardstick  measurements  below 
indicate,  shares  of  large  companies,  as  well  as  low-volatil- 
ity, high-yield  and  low-growth  stocks,  fared  better  than 
their  counterparts.  Despite  setbacks  over  the  four-week 
period,  all  of  these  conservative  groups  were  stronger  than 
the  overall  market.  The  Wilshire  index  indicates  that  it 
declined  3.5%. 
During  the  last  two  weeks  most  averages  came  out 


slightly  ahead,  but  the  gains  came  at  the  expense  of  many 
of  the  secondary  issues.  On  the  winning  side,  the  NYSE 
led  with  a  1.4%  advance,  while  the  Wilshire  and  the 
Forbes  500  were  both  up  1.2%.  The  closely  watched  30 
Dow  industrial  stocks  lagged  with  a  0.9%  advance.  But 
Amex  and  NASDAQ  issues  declined  0.2%  and  0.4%, 
respectively.  Particularly  hard  hit  were  the  highflyers. 
Shares  that  started  the  year  with  multiples  of  25  or  greater 
lost  more  than  8%  in  the  last  four  weeks.  This  contrasts 
with  a  slight  improvement  in  the  overall  market  multiple. 
After  declining  since  mid-July,  the  P/E  on  the  Wilshire 
index  moved  back  up  a  notch,  from  14  to  14.1. 
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Close-up  On  The  Equity  Markets 


Performance  of  six  leading  indexes 

Percent  change 

Wilshire 
5000 

Forbes 
500 1 

Dow  Jones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

-3.5 

-3.0 

-3.0 

-2.9 

-6.7 

-6.7 

in  last  52  weeks 

51.2 

43.2 

37.4 

46.8 

80.8 

79.1 

Stock  performance  based  on  five  key  investor  yardsticks 

Percent  change 

Company  size 

Volatility2 

P/E  multiple 

Dividend  yield 

Growth  profile3 

Share  price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

-3.4 

-6.0 

-6.0 

-1.4 

-8.1 

-4.4 

-0.9 

-5.1 

-5.7 

-1.5 

-4.8 

-5.5 

in  last  52  weeks 

53.3 

157.2 

149.8 

55.8 

109.1 

145.8 

48.7 

146.0 

170.6 

56.6 

69.8 

147.7 

'Based  on  sales. 

2A  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable. 
3A  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


Note:  All  data  for  periods  ending  8/19/83.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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W  here  I  he  Action  Is 


Down  in  an  up  market.  Although  the  Wilshirc  index 
shows  modest  gains  for  the  two-week  period,  five  of  the 
nine  sectors  lost  ground.  The  raw  materials  group  dug 
deepest  with  a  1.2%  decline  while  both  transportation 
and  consumer  durable  stocks  fell  1  % .  Of  the  five  declining 
groups,  consumer  nondurables  dropped  only  0.1%, 
Energy  shares,  which  have  been  strong  throughout  the 


summer,  again  bucked  the  negative  market  trend  with  a 
6.1%  advance.  On  a  52- week  basis  energy  moved  ahead  of 
consumer  nondurables,  raw  materials  and  utilities.  An- 
other sign  of  the  renewed  strength  of  the  oils  comes  from 
the  four-week  sector  performance,  where  energy  stocks 
are  up  3.6%,  vs.  declines  in  all  other  sectors.  During  this 
period,  in  fact,  four  groups  lost  7%  or  more. 


Percent  change  in  last  52  weeks 


Percent  change  in  last  two  weeks 
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Consumer  nondurables  and  services 


1 100 


I  I  I  I  1  I  I  I  I  l  1 1  I  l  I  I  I  I  I  I  I  I  I  1  I  1 

'83 


'82 


Raw  materials 


— i 
I 


100 


I  I  I  I  I  I  I  I 


'82 


I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  I  , 
'83 


Utilities 

-100 

-50 

0 

MINIMI! 

II  1  1  1  1  1  1  1  II 

1 1 1 1 1 

'82  ' 

'83 

What  I  he  Analysts  Think 


Analysts  need  vacations,  too.  The  seers  of  Wall  Street    opinion  on  utilities,  finance  and  energy  strengthened 

didn't  have  much  to  say  during  the  latest  reporting  period,  while  the  analysts  became  slightly  more  pessimistic  about 
Although  none  of  the  rankings  changed,  the  buy/sell    raw  materials,  capital  goods  and  consumer  durables. 


The  experts'  consensus 


2.40 
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Rank 

Sector 

Current 
opinion 

Rank 
2  weeks  ago 

Rank 
4  weeks  ago 

1 

Utilities 

2.47 

1 

1 

2 

Transportation 

2.66 

2 

2 

3 

Raw  materials 

2.69 

3 

3 

4 

Energy 

2.73 

4 

4 

5 

Finance 

2.77 

6 

6 

6 

Capital  goods 

2.79 

5 

5 

7 

Technology 

2.80 

7 

8 

8 

Consumer  nondurables 

2.81 

8 

7 

9 

Consumer  durables 

2.98 

9 

9 

Opinion  ratings  are  ranked  on  a  scale  of  1  Istrong  buy!  to  5  |strong  sell).  Data  reflect  the  rating  of  1,200  stocks,  while  the  sector  breakdowns  correspond  to  industry  groups 
views  of  200  institutional  analysts.  The  consensus  of  opinion  graph  is  the  composite     graphed  above.  All  figures  are  weighted  for  market  capitalization. 


Note:  All  data  for  periods  ending  8/19/83.  Prepared  by  Wilshiie  Associates.  Santa  Monica,  Calif 
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NOW  YOU  CAN  GET 
THE  NEWS 
WHERE  YOU 

GET  THE  ANALYSIS. 


For  seven  years,  Robert  MacNeil 
and  Jim  Lehrer  have  been  bring- 
ing you  news  analysis  every  week- 
night.  Now,  they  re  going  to  report 
the  day  s  news,  too.  On  the  new 
MacNeil/Lehrer  NewsHour. 

Robert  MacNeil  and  Jim  Lehrer 
now  have  a  full  hour.  That s  enough 
time  to  give  you  news  summaries  for 
the  day,  and  to  go  on  to  examine 
stories  in  depth  with  expert  guests 
and  special  reports  from  around 
the  world. 

So  start  getting  the  news  where 
you've  been  getting  the  analysis. 

Major  funding  is  provided  by 
AT&T,  the  national  corporate  under- 
writer. 


AT&T 


A  production  ofWNI  I  1 1 IIRTEEN.  \.«  YorltWETA, 
Washington,  D.C.,and  MacNeil-1  ehrer-Gannett  Produi 
lions  Funded  In  AT&T  Public  Television  Stations,  and 
(he  I  orporation  for  Public  Broadcasting 


The  MacNeil/Lehrer 


NEWS 


Weeknights  on  PBS,  beginning  Monday,  September  5th 


Streetwalker 


Hunting  the  hunter 

Now  that  Esmark  has  completed  its 
$1  billion  takeover  of  Norton  Simon, 
could  it  be  that  the  new  $6.2  billion 
(sales)  conglomerate  will  itself  be- 
come an  acquisition  target?  To  help 
pay  for  the  big  acquisition,  Esmark  is 
floating  an  approximately  $250  mil- 
lion stock  offering  that  will  add  3.5 
million  shares  to  its  14.9  million  of 
common  outstanding.  This  could 
make  it  costlier  for  someone  to  take 
over  Esmark:  At  a  recent  price  of 
around  69  on  the  Big  Board,  the  com- 
pany's market  capitalization  should 
increase  to  almost  $1.3  billion.  "I'm 
sure  we're  still  a  [takeover]  candidate, 
though,"  admits  an  Esmark  execu- 
tive. The  reasons  are  obvious:  Now 
that  Norton  Simon  is  in  the  fold,  Wall 
Street  estimates  on  1984  earnings 
range  all  the  way  from  $8.50  to  $10  a 
share.  At  a  roughly  50%  premium 
over  market — say  $105  a  share — an 
Esmark  takeover  would  cost  someone 
about  $1.9  billion.  However,  as  a 
skilled  acquisitor  knows,  there  are  as- 
sets that  could  be  sold  quickly  to  re- 


duce the  cost,  and  the  interest  cost  on 
borrowing  the  rest  would  be  well  be- 
low the  cash  flow  available  to  service 
it.  That's  the  way  it  is  in  the  corporate 
jungle  these  days.  A  hunter  one  day 
and  hunted  the  next. — Thomas  Jaffe 

Not  yet,  not  yet 

On  Friday,  Aug.  19,  after  some  big- 
volume  trading  days,  Wang  Laborato- 
ries sent  a  telex  to  Tymshare  CEO 
Thomas  O'Rourke  announcing  it 
would  spend  over  $15  million  on 
Tymshare  shares.  That's  about  6%  of 
the  company  at  recent  prices.  Wang 
also  said  it  would  probably  remain  in 
the  market  to  build  its  holding  to  as 
much  as  25%.  Wang  has  not  yet  filed 
its  13-D,  but  it  probably  paid  just  un- 
der $20  per  share,  vs.  Tymshare's  high 
of  $57  two  years  ago. 

Thinking  of  bailing  out  on  a  strong 
uptick?  Don't  do  it,  say  Jim  McCa- 
mant  and  Michael  Murphy,  publish- 
ers of  San  Francisco's  relatively  new, 
but  already  esteemed,  California  lech 
nology  stock  Idler.  Tymshare's  juiciest 
asset,  says  McCamant,  is  its  Tymnet 
division,  which  operates 
a  value-added  telephone 
line  network  over  which 
electronic  data  is  trans- 
mitted. McCamant  says 
giant  GTE  paid  around 
$200  million  some  years 
back  to  buy  Tymnet's 
competitor  Telenet. 
McCamant  argues  that 
Tymnet  alone  could  be 
worth  perhaps  $500  mil- 
lion (around  $42  per 
Tymshare  share)  to  a 
buyer  like  IBM,  MCI, 
GE,  Western  Union  or 
the  new  telephone  com- 
panies— "or  any  com- 
pany that  wants  to  be  a 
serious  player  in  office 
data  processing." 

Another  Tymshare  di- 
vision operates  Unitax 
and  Dynatax,  which  pro- 
cess tax  filings  for  ac- 
counting firms.  A  simi- 
lar, East  Coast-based 
company  recently  went 
public  for  around  $200 
million,  and  is  now 
worth  $350  million.  A 
third  division  has  won 
potentially  lucrative  mi- 
crowave television  trans- 
mission licenses  from 
the  FCC  in  50  major  U.S. 
cities.  Even  Tymshare's 


original  remote  computing  business 
troubled  of  late,  should  return  to  profij 
as  the  economy  picks  up. 

All  told,  McCamant  thinks  Tyrri 
share  could  easily  fetch  up  to  $45  to$5l 
a  share.  He  gets  support  from  Houg 
ton's  venerable  money  manager  Faye) 
Sarofim,  who  owns  6.47%  of  Tymj 
share.  Is  Sarofim  selling  his  stock  a 
current  prices?  "I  don't  think  so,"  h| 
replies. — Lawrence  Minard 

Naughty,  naughty 

[ust  about  everybody  knows  that 
firm  that  receives  shares  in  a  startuj 
company  through  a  private  placemen] 
gets  those  shares  dirt  cheap.  A  penm 
or  two  a  share.  But  suppose  that  conn 
pany  then  goes  public  a  year  lateij 
There's  often  a  bad  conflict  of  interesl 
because  the  selling  firm  is  telling  iti 
customers  to  buy  the  very  shares  th 
firm  is  selling.  The  National  Associi 
ation  of  Security  Dealers  has  told  it: 
members  to  cut  it  out.  Henceforth  no 
member  firm  or  any  of  its  principal 
that  own  shares  through  a  pnvat* 
placement  and  want  to  participate  in 
the  public  offering  can  sell  any  of  it) 
own  stock  until  at  least  a  year  aftei 
the  offering  has  been  completed.  Th< 
NASD  calls  it  a  12-month  lockup  pe 
riod.  By  then  the  price  of  the  stocl| 
should  have  moved  closer  to  where  i 
reflects  a  company's  real  fundamem 
tals.  It's  about  time.— T.J. 

Is  there  a  labor 
lawyer  in  the  house? 

The  share-exchange  merger  between 
Consolidated  Freightways  and  Air  Ex, 
press  International  looked  like  a  sura, 
thing.  Last  spring  the  arbitragers  were 
betting  heavily  that  it  would  gc 
through.  They  were  shorting  CF  ant 
going  long  Air  Express.  But  even  the 
legendary  arbs  don't  always  win.  In 
stead  of  the  50-cent-per-share  profi 
they  expected  to  make  by  AEI's  share: 
rising  to  15%  at  merger  time,  they're 
way  out  of  pocket  with  the  merge: 
having  fallen  through  and  the  stocl< 
now  at  63/4.  What  went  wrong?  Seem: 
Air  Express  had  a  collective  bargain 
ing  agreement  with  Teamsters  Locaj 
851,  a  New  York  chapter  whose  mem 
bers  work  at  Air  Express'  J.F.K.  Inter 
national  Airport  facility.  Written  intc 
the  contract  is  a  clause  that  shoul 
AEI  be  acquired,  the  new  parent  com 
pany  will  have  to  abide  by  the  same 
agreement.  Merger  talks  had  begun  ir 
late  December  1982  and  come  May- 
with  the  deal  set  to  close  the  end  o: 
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Ifiune — the  union  asked  for  written  as- 
Ifcurances  from  AEI  about  its  contract's 
TFuture.  There  followed  a  lot  of  legal 
jjmaneuvering  that  so  delayed  things 
[That  the  merger  started  coming  apart. 
jCF  stock  started  rising;  AEI  dropped, 
jrhe  arbs  even  started  calling  the 
[union  lawyer.  Finally,  on  Aug.  2,  the 
{Ideal  was  called  off.  A  number  of  rea- 
sons were  given,  including  the  fact 
|:hat  AEI's  losses  in  1983  exceeded  the 
rimount  allowed  for  under  terms  of 
f  :he  merger  contract.  A  lot  of  arbs  are 
|iursing  bad  losses. — T.J. 

Rx  for  I.M.S. 

|Mew  York's  tiny  $201  million  (sales) 
fl.M.S.  International  is  often  called  the 
IA.C.  Nielsen  of  the  drug  industry.  It 
Ikeeps  track  of  which  pharmaceuticals 
lire  selling  in  drugstores  and  hospitals, 
jjis  well  as  what  doctors  are  prescribing 
tthese  days.  A  nice  business,  right  in 
jkhe  heart  of  the  health  care  industry 
ind  with  no  significant  competition, 
jfeut  after  doubling  in  1982,  the  9.5 
jcnillion  shares  recently  sold  in  the 
jbver-the-counter  market  at  25 — just  a 
iphade  over  their  price  in  January — 
Ipnly  about  11  times  probable  1984 
learnings.  How  come  so  cheap  for  a 
jfetock  like  this?  The  old  story.  Mis- 
ji^uided  diversification,  in  this  case 
[into  computerized  pharmacy  services. 
IjBy  June  1983  total  losses  had  come  to 
Ij58.5  million.  After  three  years  in  the 
pusiness  I.M.S.  threw  in  the  towel 
khis  August,  and  announced  it  was 
selling  the  whole  mess  for  $1,  taking 
Inn  $18.2  million  writeoff  in  the  pro- 
Cess.  Also  on  the  chopping  block  is  a 
; smaller  consumer  marketing  service. 
I  Without  these  drags,  earnings  pros- 
jpects  look  mighty  impressive  to  ana- 
lyst Paul  Brooke  of  Morgan  Stanley. 
Now  that  the  company  has  restated 
11982  earnings  as  $1.62  a  share  on  the 
basis     of     continuing  operations, 
Brooke  figures  I.M.S.  will  be  up  17% 
[this  year  to  $1.90.  Next  year  he  ex- 
pects another  21%  increase  to  $2.30. 
|  And    Brooke    isn't    making  any 
I  allowance  for  a  weaker  dollar,  which 
ji.would  help  profits  even  more;  over 
p0%  of  earnings  are  from  overseas. 
''Buy  it,  he  says.  How  many  solid 
|*rowth  stocks  sell  at  just  1 1  times 
next  year's  earnings? — T.J. 

The  uglier  the  better 

The  first  bidder  in  a  takeover  contest 
!  Irarely  wins  these  days.  His  offer  mere- 
i  lly  identifies  a  target,  and  somebody 
Mse  comes  in  with  a  higher  bid.  But 
there's  a  good  chance  that  Allen  & 
Co.  will  succeed  in  its  bold  bid  for  a 
leveraged  buyout  of  gas  pipeline  oper- 


KANSAS 


Salina 


Wichita 


ator  Northwest  Energy 
at  $31  a  share— $575 
million  in  all.  Why?  We 
asked  natural  gas  ana- 
lyst Gamble  Baldwin  of 
First  Boston.  Because, 
said  Baldwin,  "if  North- 
west were  any  better,  all 
you'd  just  about  need  to 
do  is  announce  the  offer, 
have  management  turn 
it  down,  and  presto, 
somebody  else  would 
come  sailing  in."  But 
Northwest  has  plenty  to 
deter  any  corporate  ac- 
quisitor:  a  probable 
writeoff  from  its  invest- 
ment in  the  Alaskan  gas 
pipeline;  relatively  high- 
cost  Canadian  gas  re- 
serves; the  fact  that  Al- 
len &  Co.  has  an  option 
to  buy  at  book  value  one 
of  Northwest's  crown 
jewels,  the  old  Cities 
Service  pipeline;  and, 
last  but  not  least,  a  stag- 
gering $856  million  in 
long-term  debt.  So,  why 
is  Allen  &  Co.  interest- 
ed? Because,  as  a  private 
investor,  it  can  concen- 
trate on  cash  flow  and 
forget  about  reported 
earnings  and  other 
frothy  things  that  secu- 
rity analysts  worry  about.  And  North- 
west has  plenty  of  cash  flow — $675 
million  in  1982.  As  a  private  com- 
pany, Northwest  could  forget  about 
dividends  and  concentrate  on  reduc- 
ing debt  and  recovering  some  of  Al- 
len's acquisition  cost.  After  that?  "I 
wouldn't  be  surprised,"  says  Baldwin, 
"if  they  waited  five  or  ten  years  or  so 
and  then  tried  to  take  Northwest  pub- 
lic again.  That  way  they'd  make  a 
bundle  for  themselves."  With  North- 
west just  the  latest  industry  target, 
Baldwin  expects  other  takeover 
moves  against  natural  gas  pipelines — 
even  though  the  moves  won't  neces- 
sarily succeed.  Some  possible  candi- 
dates: Texas  Eastern,  IntcrNorth  and 
Panhandle  Eastern. — T.J. 

It's  not  all 
in  the  maps 

Katy  Industries  is  a  mediocre,  $356 
million  (sales)  grab-bag  conglomerate 
that  owns,  among  many  other  things, 
a  shrimping  fleet.  It  also  owns  the 
common  stock  of  the  Missouri-Kan- 
sas-Texas Railroad.  The  conglomer- 
ate's profits  have  been  erratic  since 
1977,  and  until  recently  the  P/E  ratio 
of  its  shares  reflected  this.  The  high- 


Omaha  Council  Bluffs 

Lincoln 

NEBRASKA 


Katy  Industi 
A  bumpier 


ies '  A 1-K-  T  Railroad 
ride  than  meets  the  eye. 


est  multiple  they  carried  during  that 
period  was  7  times  earnings.  So  how 
come  these  days  Katy  is  riding  high  at 
a  recent  price  of  21  Vi,  or  a  P/E  of  9? 
Because  of  that  railroad.  Katy  carries 
it  on  the  books  at  just  $1.  But  the 
railroad  is  the  most  direct  line  be- 
tween Kansas  City  and  Dallas  and 
continues  from  there  down  to  Galves- 
ton, right  in  the  heart  of  the  Sunbelt. 
With  their  eyes  glued  to  the  continu- 
ing consolidation  of  U.S.  rail  lines, 
speculators  have  now  hauled  out  their 
maps  and  begun  to  ask  what  the  Mis- 
souri-Kansas-Texas is  worth  in  a 
merger.  If  its  value  is  even  $100  mil- 
lion, they  figure,  that  $1  item  on  Ka- 
ty's  books  is  alone  worth  around  half 
the  present  price  of  the  conglomer- 
ate's stock.  (On  a  fully  diluted  basis, 
Katy  has  around  10  million  shares 
outstanding.)  There's  a  hitch,  howev- 
er. The  M-K-T's  debt  is  $225  million, 
and  the  company  has  a  $40  million 
negative  net  worth.  The  railroad  is  in 
good  shape  and  will  no  doubt  one  day 
attract  a  buyer.  When  it  does,  it  will 
yield  some  nice  tax  credits  for  the 
parent  company.  But  we  wouldn't 
count  on  a  bonanza.  Or  even  on  a  deal 


anytime  soon. — TJ. 
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Statistical  Spotlight 


Satisfied  to  earn  6%  on  a  very  risky  investment?  If  so,  buy  d 
package  of  computer  and  electronics  stocks.  You  may  get  a  few 
big  winners,  but  dont  expect  your  entire  portfolio  to  shine. 


Long  odds 
at  the  circus 


By  William  Baldwin 
with  Diana  L.  Hoadley 

W.  elcome  back,  Computer 
Usage.  It  was  a  glamour 
stock  when  computers  were 
the  rage  in  1968.  It  fell.  Now,  in  a  new 
bull  market,  it  is  once  again  doing  a 
high-wire  act,  at  130  times  likely 
earnings  for  its  current  fiscal  year.  Its 
ups  and  downs  should  be  of  interest  to 
anyone  contemplating  high  technolo- 
gy as  the  path  to  riches. 

Fifteen  years  ago  this  custom-pro- 
gramming outfit  traded  at  37,  despite 


negative  earnings.  That  gave  the 
whole  company  a  price  tag  more  than 
twice  its  $13.6  million  annual  sales. 
Then  the  contract  software  business 
fell  apart,  and  Computer  Usage  all  but 
vanished.  Last  summer  the  stock  was 
at  2'/k,  and  the  employee  count  was 
down  to  111  from  a  peak  of  850. 

Now,  however,  it's  daredevil  time 
again.  Last  week  Computer  Usage 
shares  were  up  to  20  before  a  3-for-2 
split.  That  made  the  company  worth 
an  apparent  $17  million,  almost  twice 
its  annual  sales  volume.  Why?  Com- 
puter Usage  is  out  of  the  passe  busi- 


ness of  custom  programming.  Instead, 
it  sells  software  packages,  such  as  a 
new  $700,000  program  for  commer- 
cial banks. 

With  its  revived  hopes,  Computet 
Usage  has  at  least  survived,  even 
though  it  shows  a  negative  return  foi 
those  who  bought  late  in  the  technol- 
ogy stock  craze  that  peaked  in  1968 
But  Forbes  has  done  some  arithmetic 
It  shows  what  a  sucker's  game  it  is  tc 
play  hot  technology  stocks  when  they 
are  sizzling.  Here's  what  our  efforts 
reveal. 

Going  back  to  1968,  we  assumed 
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A  NO-RISK 
GROWTH  CHART. 


FROM  KELLY  SERVICES. 

Lately  you've  seen  real  signs  of  growth-a 
chance  to  get  your  company  moving  again. 
You  want  to  act. 

But  you  need  a  plan. 

Is  there  a  safe  way  to  staff  up  for  growth 
without  risking  layoff-letdown  if  that  growth 
doesn't  last? 

Kelly  Services  can  be  a  safeguard 
in  these  unpredictable  times. 

Because  with  qualified  help  in  over  100  job 


categories,  Kelly  can  match  the  right  person  to 
each  slot.  And  we're  guaranteed  100%. 

If  it  turns  out  the  growth  is  steady-and  you  can 
begin  hiring  full-time  help  with  confidence- 
terrific.  Having  Kelly  temporaries  in  place  will  give 
you  the  time  to  find  out  for  sure.  And  the  time 
you  need  to  find  the  right  full-time  people.  (You 
won't  be  in  a  rush  to  hire  the  first  applicants.) 

So  until  you're  sure  about  your  growth,  don't 
take  unnecessary  chances. 

Give  your  local  Kelly  office  a  call  today. 


Steffi 


Proposal  ut#xmm 


The 

Kelly  Girl 
People 


1983  Kelly  Smites.  Inc. 


SERVICES 


Center  ring,  1968 


On  the  basis  of  price  relative  to  earn- 
ings, these  50  companies  were  the 
top  computer  and  electronics  stocks 
of  December  1968.  Of  the  group,  28 
had   a   P/E   multiple   of   59  or 


higher,  and  22  firms  were  running  at 
a  loss.  The  average  annual  return 
since  then  comes  to  3%,  assuming 
proceeds  of  cash  buyouts  were  rein- 
vested at  market  rates. 


1968 


-Recent  value- 


sales 

1968 

Dec  '68 

per 

per  $1,000 

Company 

(millions) 

P/E 

price 

share 

invested 

Advance  Comp  Tech 

$  2.1 

88 

$16.00 

$  5.25 

$  328 

Aerovox  Corp1 

32.3 

d 

13.75 

88.59 

/   A  A 

6,443 

American  Business  Systems1 

6.8 

d 

10.75 

9.12 

848 

Am  Computer  Leasing  Corp1 

9.6 

67 

10.00 

14.03 

1,403 

Applied  Magnetics 

12.0 

63 

14.02 

28.00 

1,99/ 

Astrodata2 

26.4 

d 

757.50 

2.50 

3 

Automatic  Data  Proc 

15.9 

62 

5.84 

36.50 

6,246 

Bunker-Ramo1 

243.2 

62 

52.13 

24.34 

467 

Calif  Computer  Products1 

16.6 

62 

35.38 

21.44 

606 

Computer  Applications3 

42.8 

59 

19.50 

0.00 

0 

Computer  Equip  Corp2 

18.4 

60 

16.38 

9.63 

588 

Computer  Investors  Group 

1.7 

66 

23.25 

0.75 

32 

Computer  Sciences  Corp 

53.4 

72 

21.80 

17.88 

820 

Computer  Usage 

13.6 

d 

37.00 

18.50 

500 

Computing  &  Software2 

33.7 

62 

41.75 

21.13 

506 

Damon  Engineering2 

15.7 

88 

31.67 

26.00 

821 

Data-Control  Sys 

5.7 

d 

16.63 

0.00 

0 

Dickson  Electronics1 

1 1.9 

d 

23.50 

32.34 

1,376 

Digital  Equip 

57.3 

70 

19.26 

98.00 

5,087 

Diodes 

4.0 

65 

10.38 

6.88 

663 

Electronic  Assoc 

43.9 

d 

22.63 

13.75 

608 

Fabri-Tek1 

18.6 

d 

12.50 

7.42 

593 

W>     •         I'll                                    £t  W 

Fairchild  Camera  &  Inst 

198.5 

d 

82.88 

109.74 

1,324 

General  Atronics1 

4.5 

85 

9.50 

3.90 

410 

General  Kinetics 

2.9 

d 

6.00 

1.25 

208 

Harvard  Inds 

48.6 

80 

37.50 

18.63 

497 

Industrial  Electronic  Hardware 

7.5 

d 

4.31 

9.00 

2,087 

■w    r              *  1 

Iniormatics 

9.1 

93 

30.63 

17.41 

569 

Intercontinental  Systems1 

NA 

d 

14.50 

0.23 

16 

International  Rectifier 

30.0 

d 

17.75 

35.50 

2,000 

Itek1 

126.3 

96 

91.25 

55.07 

603 

Laboratory  for  Electronics2 

52.9 

d 

24.61 

14.63 

594 

Loral  Corp 

55.4 

d 

9.50 

56.50 

5,947 

Management  Assistance 

66.9 

d 

57.00 

10.25 

180 

Melpar 

49.5 

d 

9.75 

16.13 

1,654 

Memorex1 

58.3 

64 

82.25 

17.47 

212 

Mohawk  Data  Sciences 

44.5 

94 

67.75 

12.63 

186 

National  Semiconductor 

7.2 

71 

5.56 

49.25 

8,864 

Nytronics 

24.5 

60 

370.10 

0.22. 

1 

Planning  Research 

23.4 

72 

31.00 

16.13 

520 

Potter  Instrument3 

20.4 

61 

29.25 

0.00 

0 

Scientific  Resources4 

17.3 

d 

24.00 

0.00 

0 

Sealelectro1 

10.1 

d 

4.77 

30.01 

6,288 

Servo  Corp  of  America 

5.5 

d 

12.50 

11.75 

940 

Silicon  Transistor1 

4.0 

d 

13.00 

2.34 

180 

Transitron  Electronic 

102.9 

d 

16.00 

4.63 

289 

Tyco  Labs 

26.3 

59 

27.25 

20.88 

766 

URS  Systems2 

12.3 

90 

29.62 

28.24 

954 

Varian  Assoc 

170.8 

63 

16.94 

55.25 

3,262 

Wang  Laboratories 

16.6 

64 

3.34 

33.13 

9,925 

Acquired 


2Name  change.    3Bankrupt.    ''Liquidated,    d:  deficit.    NA:  not  available 
Sources  Commerce  Clearing  House's  Capital  Changes.  Moody's  Industrial  Manual  Fokhf\ 


Statistical  Spotlight 


that  an  investor  bought  $1,000  wort 
of  stock  in  each  of  the  50  compute 
and  electronics  firms  with  the  highes 
price-to-carnings  multiples,  j 
tracked  by  a  familiar  statistical  se 
vice.  A  handful  of  the  companie 
turned  out  to  have  been  worthy  of  th 
high  hopes  placed  on  them.  Wang,  th 
word  processor  pioneer,  has  con 
pounded  its  earnings  per  share  at 
30%  annual  rate.  National  Semicor 
ductor,  which  makes  integrated  ci 
cuits,  did  almost  as  well. 

The  relevant  question,  however, 
average  return.  A  total  of  $50,000  ir 
vested  in  these  50  companies  15  yeai 
ago  would  leave  you  with  $78,40( 
assuming  the  proceeds  from  liquid; 
tions  were  invested  at  market  rate: 
That  isn't  impressive,  an  annual  re 
turn  of  roughly  3%.  But  consider  th 
inflation  has  made  the  dollar  todal 
worth  scarcely  one-third  of  what 
was  in  1968.  The  real  return  on  ol 
high-tech  portfolio  turns  out  to 
minus  4%  a  year.  You  would  b 
peeved  at  any  mutual  fund  that  faile 
to  do  better. 

Why  did  things  turn  out  so  badl> 
In  some  ways,  the  electronic  data  pre 
cessing  business  has  outdone  itsell 
IBM's  earnings  now  are  almost  as  bi 
as  its  sales  were  back  then.  The  com 
puter  industry — hardware,  progran 
ming  and  data  transmission  con; 
bined — has  quadrupled  in  real  term 
to  a  volume  of  $100  billion  a  year.  Yc 
the  rewards  didn't  go  to  the  investoi 
in  speculative  computer  stocks.  The 
were  crowded  aside  by  later  sources  c 
capital  and  by  brand-new  companie 
Wars,  in  short,  are  not  necessaril 
won  by  the  party  that  comes  on 
ahead  in  the  first  skirmishes. 

Now,  examine  the  table  on  pa£ 
220.  Here  are  listed  today's  equi' 
alent,  an  assortment  of  50  compute 
and  electronics  stocks  with  negativ 
earnings  or  enormous  P/Es.  Imagin 
that  the  50  corporations  merge  tomo 
row  to  form  Hightech  Inc.  What  kin 
of  company  would  you  have?  Higl 
tech  would  have  annual  sales  of  $ 
billion  and  no  earnings.  Still,  the  ma 
ket  values  it  at  $4.3  billion. 

Anyone  who  buys  one  of  thes 
stocks  hopes  that  he  owns  the  ne? 
IBM.  Even  so,  however,  the  inves 
ment  isn't  likely  to  make  him  ricl 
Let's  suppose  Hightech's  sales  pe 
share  grow  over  the  next  15  years,  i 
real  terms,  as  fast  as  IBM's  have  sine 
1968.  Let's  suppose,  optimisticall; 
that  Hightech  becomes  the  equi1 
alent  of  IBM  in  its  product  lines,  tha 
it  matures  into  a  cash-generatin 
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We  handle  the  risks, 
you  reap  the  rewards  of 
investing  in  developing 
countries.  That's: 


THE 


Hormel,  its  affiliate  Pure  Foods  and 
le  Filipino  people  are  enjoying  the  re- 
ards  of  this  food  processing  plant  in  the 
hilippines,  thanks  to  OPIC  political  risk 
lsurance.  That's  one  example  of  the 
PIC  opportunity. 


Is  the  OPIC  opportunity  for  you? 

•  Who:  American  companies  invest- 
ing in  developing  nations  (68%  of  our 
clients  are  small  businesses).  Their  re- 
ward? A  50%  higher  average  return  on 
investment  than  companies  operating  in 
other  foreign  countries. 

•  What:  OPIC  offers  comprehensive, 
20-year  irrevocable  coverage  against  cur- 
rency inconvertibility,  expropriation,  war 


and  other  forms  of  political  violence. 

•  Why:  Since  your  investment  must 
be  consistent  with  U.S.  economic  inter- 
ests as  well  as  benefit  the  host  country, 
the  rewards  are  shared  by  you,  by  them 
and  by  the  U.S. 

•  How:  Call  toll  free:  800-424-6742 
(in  Washington,  D.C.:  202-653-2800). 
Or  write:  OPIC,  1 129  20th  Street  N.W., 
Washington,  D.C.  20527. 


OPIC.  A  WORLD  OF  OPPORTUNITY. 


Center  ring,  today 


Wall  Street  loves  these  technology 
firms.  Half  have  deficits,  the  others 
P/Es  over  100.  Surely,  some  will  be 
staggering  successes.  But  others  will 


go  bankrupt.  Even  if  the  group  by 
1998  matches  IBM's  recent  15-year 
performance,  shareholders  will 
earn  only  6%  after  inflation. 


Latest 

Sales 

Recent 

 52  week  

12-month 

Company 

(millions) 

price 

high 

low 

EPS 

AEL  Industries 

$  53.8 

41 

44%- 

12% 

$0.24 

Arrow  Electronics 

ft 

Ly  /h 

34  - 

9% 

n  ad 
—  u.ou 

AW  Computer  Services 

1.5 

14'/2 

19%- 

2% 

-0.12 

Biospherics 

5.3 

5% 

7  - 

3% 

0.04 

Centronics  Data  Computer 

82.4 

24 '/4 

28  - 

6% 

-3.20 

Codenoll  Technology 

0.4 

14 

21  - 

5 

-  1.07 

Comdial 

'fo.o 

ZD  74 

32%- 

6% 

n  nd 

Computer  Memories 

2.4 

21'/4 

30  - 

3% 

0.12 

Conolog 

3.8 

m 

4%- 

% 

0.02 

Dataspeed 

0.2 

23  % 

29%- 

5% 

-0.36 

Denelcor 

1.0 

14'/8 

17  - 

6 

-  1.56 

Detection  Systems 

12  - 

5% 

n  n7 

EDO 

101.8 

27% 

34%- 

8% 

-0.58 

EECO 

35.3 

14% 

15%- 

6% 

-0.32 

Energy  Conversion  Devices 

19.8 

42% 

45  - 

16 

-  1.68 

Hadron 

30.6 

3% 

4%- 

1% 

0.03 

Health  Information  Systems 

0. 1 

Lf  72 

33%- 

4% 

n  no 

Intermagnetics  General 

5.8 

15% 

22%- 

9% 

-  1.44 

International  Rectifier 

119.2 

35  Vi 

44%- 

7% 

-  1.65 

La  Pointe  Inds 

6.7 

7 

8%- 

1% 

0.05 

Lynch  Communications 

54.9 

13% 

14%- 

7% 

-0.46 

Measurex 

1  1  ft  1 
1  lo.l 

OU 

34%- 

13% 

n  i  i 

Nashua 

597.7 

26% 

28%- 

8% 

-7.88 

Nicolet  Instrument 

93.9 

18% 

19%- 

7% 

0.15 

Numerax 

5.6 

13% 

22%- 

6% 

0.09 

Object  Recognition  Systems 

0.3 

13% 

16%- 

4% 

-0.69 

Odetics 

31  - 

7 

V.  LA 

Optelecom 

2.5 

8% 

10%- 

2% 

0.06 

Radiant  Technology 

4.9 

1% 

1%- 

% 

0.01 

Ragen  Precision  Inds 

31.2 

175/8 

24%- 

5% 

0.10 

Recognition  Equipment 

112.4 

14% 

16%- 

4% 

0.12 

KtrAL  i  ecnnoiogy  uev 

8.0 

1  /  72 

20%- 

11 

n  27 

—  U.O  f 

Rexon 

9.9 

14% 

19  - 

3% 

-  1.19 

RV  Weatherford 

43.6 

37 

43%- 

3% 

-  1.45 

Scientific-Atlanta 

337.2 

18% 

22%- 

10% 

-0.31 

Semicon 

24.5 

8% 

12  - 

4 

0.07 

Semtech 

117 
11./ 

ft  \L 

OY8 

10  - 

3 

U.Uj 

Silicon  Systems 

16.0 

21% 

25%- 

7% 

-0.70 

Siltec 

39.4 

20% 

26%- 

8% 

-0.06 

Spectra-Physics 

137.0 

30% 

37%- 

13% 

0.04 

Switchco 

NA 

9% 

11%- 

3 

0.07 

Syntrex 

30.4 

9% 

12'/2- 

5% 

0.02 

T-Bar 

29.6 

11% 

17  - 

6% 

0.03 

Technology  Marketing 

7.8 

2% 

4%- 

2 

0.02 

Tesdata  Systems 

13.9 

137/8 

17%- 

3% 

-0.03 

Til  Industries 

23.1 

18% 

23%- 

6% 

-0.89 

Transitron  Electronic 

100.8 

4% 

6%- 

2% 

0.01 

United  Telecontrol  Electronics 

4.5 

21% 

2.3  - 

3% 

0.15 

Wyle  Labs 

207.7 

17 

20  - 

5 

-0.18 

Xicor 

0.3 

19% 

27  - 

6 

-  1.51 

NA:  Not  available 


Source:  Wilsl)ire  Associates 


business  with  steady  earnings,  IBM's 
top-of-the-market  profit  margin  of 
13.5%  and  IBM's  multiple.  Then 
Hightech  in  1998  would  have  a  mar- 
ket value  of  $10  billion,  providing  a 
real  annual  return  of  just  under  6%. 
Treasury  bonds  might  do  better. 

One  could  argue  that  it's  unfair  to 
pick  1968  for  comparison.  Not  sur- 
prisingly, starting  from  the  lows  in 
the  winter  of  1974-75  would  have  giv- 
en very  different  results.  That  time 
was  the  pits  for  hot  little  stocks.  If 
you  had  bought  Aydin,  Prime  Com- 
puter, SCI,  Computervision,  Commo- 
dore or  Gerber  Scientific  at  that  ideal 
juncture  you  would  be  sitting  on  gains 
of  10,000%  to  20,000%  now. 

Is  today's  market  more  like  1968  or 
1974?  Judge  for  yourself.  In  1974  Ay- 
din  Corp.,  a  maker  of  computer  dis- 
plays and  military  electronics,  was 
going  for  2  times  earnings.  SCI  was 
trading  below  book  value.  Computer 
stocks  like  those  were  almost  pure 
Ben  Graham  bargains. 

It's  possible  to  be  optimistic,  and 
mostly  right,  about  the  future  of  tech- 
nology and  still  remain  poor.  Victor 
Bartoletti,  who  has  been  running 
Computer  Usage  since  1970,  recalls 
the  firm's  investment  banker  having 
said  during  the  computer  frenzy  of  the 
late  1960s:  "We  know  there  will  be 
more  money  spent  on  software  than 
on  hardware.  Therefore,  out  of  these 
software  companies  is  going  to 
emerge  a  giant  larger  and  more  suc- 
cessful than  IBM." 

The  investment  banker  was  on  tar- 
get about  the  declining  cost  of  hard- 
ware, which  takes  45%  of  the  data 
processing  dollar,  down  from  60%  in 
1968.  But  he  was  wrong  about  soft- 
ware companies.  Within  a  few  years  it 
became  apparent  that  contract  pro- 
gramming houses  were  no  more  like 
IBM  than  a  firm  of  accountants  or 
doctors.  "They  shouldn't  have  beenl 
taken  public,  in  my  opinion,"  says 
Bartoletti. 

Not  surprisingly,  Bartoletti,  Com- 
puter Usage's  largest  shareholder, 
sees  the  1983  version  of  his  company 
in  a  different  light.  "It's  going  to  be  a 
big,  big  seller,"  he  says  of  his  new 
$700,000  program.  But  since  neither 
Bartoletti  nor  any  of  the  rest  of  us  are 
gifted  with  an  ability  to  see  the  future, 
it's  safe  to  say  that  technology  and  the 
business  of  exploiting  it  are  going  to 
veer  off  in  unexpected  directions. 
Which  means  that  the  legendary 
Hightech  Inc.  is  going  to  have  lots  of 
unpleasant  surprises  in  store  for  its 
hypothetical  stockholders.  ■ 
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The  magazine 
you  are  reading  is 
protected  by  the 
first  Amendment. 

Radio  and  television 

are  not! 


he  First  Amendment 
arantees  the  rights  of  free 
;ech  and  freedom  of  the  press 
ich  magazines  and  news- 
3ers  enjoy.  But  these  con- 
utional  rights  are  effectively 
riied  to  radio  and  television 
federal  regulations  that 
vern  the  content  of  news 
)adcasts. 

he  "Fairness  Doc- 
he,"  which  embodies  several 
;ulations,  is  a  good  case  in 
int.  It  looks  good  in  theory 
ce  it  proposes  "equal  oppor- 
lity"  for  and  "reasonable 
:ess"  to  opposing  viewpoints. 


In  practice,  it  doesn't  work. 
Stations  often  choose  to  remain 
silent  on  many  important  issues 
for  fear  of  opening  a  Pandora's 
box  of  competing  claims  for  air- 
time.  The  result  is  that  view- 
points which  could  contribute 
to  public  knowledge  and  debate 
go  unheard. 


Lccording  to  a  recent 
Roper  Poll,  82%  of  Americans 
now  get  their  news  primarily 
from  the  broadcast  media.  For 
this  majority,  the  press  is  radio 
and  TV.  But  these  media  are  not 
protected  by  the  First  Amend- 
ment. Could  this  have  been  the 


intent  of  our  founding  fathers? 
We  don't  think  so. 


'hen  the  primary  news 
source  for  a  majority  of  citi- 
zens is  denied  its  First  Amend- 
ment rights,  it's  time  we  all 
become  alarmed.  At  the 
Mutual  Broadcasting  System, 
we  think  it's  time  to  give  radio 
and  television  the  same  First 
Amendment  protections 
that  newspapers  and  maga- 
zines have  enjoyed  since 
1791.  Congress  should  repeal 
the  so-called  "Fairness 
Doctrine"  in  the  name 
of  fairness. 


Mutual 


Broadcasting  System 


The  Money  Men 


Buy  low,  sell  high;  it's  the  oldest  cliche  in  the 
books.  Tony  Hitschler  modifies  the  formu- 
la: Buy  low,  sell  partway  up. 


Buy 
they 


By  Thomas  O'Donnell 


T|ony  Hitschler,  the  easygoing, 
45-year-old  president  of  Provi- 
dent Capital  Management, 
keeps  a  telescope  aimed  out  a  window 
in  his  15th-floor  offices.  Has  he  seen 
anything  exciting?  "Never,"  he 
quickly  answers.  "Don't  forget,  this  is 
downtown  Philadelphia." 

Hitschler's  money  management, 
like  his  people-watching,  is  often 
dull.  "I'm  going  to  spend  my  life  in 
this  business  and  never  ride  a 
stock  to  the  top,"  says  the 
Princeton-educated  doctor's  son 
who,  with  six  associates,  runs  a 
nice  round  $1.1  billion  portfo- 
lio. Hitschler  buys  stocks  with 
low  price/earnings  ratios  and 
sells  them  when  that  number 
starts  rising. 

He  began  buying  energy 
stocks  late  last  year  when  they 
were  worse  than  friendless. 
Now  that  they  have  at  least  a 
few  friends,  Hitschler  is  losing 
interest  and  is  moving  out. 
"Sure,"  he  says,  "they'll  prob- 
ably continue  to  rise,  but  now 
the  risk  is  increasing.  A  little 
disappointment  and  they'll  go 
right  into  the  tank." 

Hitschler's  strategy  is  to  buy 
into  situations  that  are  already 
down,  so  they  won't  tumble  on  bad 
news.  "We  make  money  by  avoiding 
risk  and  acquiring  stocks  that  will  be 
profitable  when  the  market  recog- 
nizes their  value,"  he  says,  adding 
that  since  1938  the  stocks  that  meet 
these  guidelines  have  risen  five  times 
faster  than  broad  market  indexes. 

A  good  example  is  Allied  Corp., 
which  few  investors  liked  last  vear 


'em  when 
're  friendless 


after  its  acquisition  of  Bendix.  "No- 
body knew  how  the  two  companies 
would  fit,"  says  Hitschler.  "The 
Street  thought  [Allied  Chairman  Ed- 
ward] Hennessy  was  an  egomaniac." 

Allied's  stock  price  fell  from  40  to 
32,  and  Hitschler  bought  nearly 
200,000  shares.  That  got  him  a  four- 
hour  interview  with  Hennessy, 
enough  to  convince  Hitschler  that  Al- 
lied's boss  had  a  strong  strategic  plan. 
So  Provident  bought  more,  making 
Allied  its  second-largest  holding  at  a 


Tony  Hitschler  of  Provident  Capital  Management 
Start  at  the  bottom  and  never  reach  the  top. 


final  total  of  400,000  shares.  Then  the 
stock  started  moving  up,  and 
Hitschler,  of  course,  sold.  Average 
buying  price:  $35.  Average  selling 
price:  $52.  A  killing?  No,  but  what's 
wrong  with  50%  on  your  money  in 
just  one  year? 

Not  a  thing.  Provident's  equity  ac- 
counts have  averaged  a  13.3%  annual 
gain  for  the  last  ten  years — 2  points 


better  than  the  S&P's  500.  The  firrrj 
relies  on  both  personal  judgments  and 
a  precise  system  in  making  seleq 
tions.  To  qualify,  a  stock  must  have 
P/E  ratio  low  enough  to  put  it  amonjj 
the  lowest  40%  of  all  companies  wit!) 
capitalizations  of  $100  million 
more.  That  leaves  the  Provident  moni 
ey  managers  a  potential  buy  list  o 
approximately  500  firms. 

Provident  then  analyzes  thesi 
stocks  according  to  other  criteria:  Rd 
turn  on  equity  must  be  rising,  anil 
equity  must  exceed  debt.  A  Providen 
money  man  can  buy  stocks  outsidt 
that  group,  but  rarely  does;  if  he  lose 
on  a  high-P/E  company,  he  may  sacrij 
fice  a  bonus  and  merit  pay. 

You  might  have  noticed  that  earn 
ings  projections  don't  figure  much  ii 
Hitschler's  formula  for  Provident's  in) 
vestments.  That's  because  he  think 
most  earnings  projections  are  nearb 
worthless.  He  doesn't  think  much 
analysts'  reports,  either,  but  he  doei 
manage  to  use  them  in  a  pervers 
way.  "Whenever  30-to-50-page  bui 
recommendations  come  across 
desk,"  he  explains,  "I'm  almost  cen 
tain  it's  time  to  sell.  And  when  th 
reports  are  negative,  I  buy." 

The  past  year  has  been  a  good  on 
for  Hitschler,  despite  his  current  lim 
from  a  tennis-sore  knee.  It's  also  bee: 
good  for  Provident,  a  subsidiar 
of  Provident  National  Bant 
The  firm's  investment  portfoli 
is  up  71%,  compared  with 
61%  gain  for  the  S&P's  500 
"The  kinds  of  stocks  we  bu 
always  do  well  when  the  econc 
my  pulls  out  of  recession, 
Hitschler  explains.  The  onl 
time  they  tend  to  underperforn 
he  adds,  is  when  the  economy  i 
softening — as  it  obviously  wa 
in  1974  and  1980. 

If  this  style  of  investin 
works  so  well,  why  doesn't 
have  more  followers?  One  res 
son  is  that  many  professional 
use  a  "top  down"  approacl 
They  make  assumptions  abot 
the  economy,  an  industry  or 
product  and  then  find  comp; 
_  nies  that  fit  them.  Hitschk 
starts  from  the  "bottom  up"  analy; 
ing  companies  and  makes  one  &\ 
sumption:  It's  impossible  to  predii 
the  future  consistently. 

Though  he  is  an  optimist  by  natur 
Hitschler  sees  more  opportunities  i 
bad  times  than  in  good.  A  little  over 
year  ago,  for  example,  the  market  ou 
look  was  bleak  and  he  was  fully  h 
vested.  But  today's  high  market  troi 
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This  used  to  be  the  only  affordable 
dm&MPI  to  fly  for  pilots  over  60. 


Until  they  were  protected  by 
Rollins  Burdick  Hunter. 


WICHITA,  KANSAS— The  joy  of  sailing  over  sun  bleached,  bil- 
lowy clouds.  The  heady  feeling  that  comes  with  commandina 
one  of  man's  greatest  powers.  The  exhilaration  of  flight  itself 


All  this  would  have  been  lost  to  pilots  in  Wichita  and  every- 
where, 60  and  over. 

.  These  pilots  were  thought  to  be  less  competent,  to  have 
less  visual  acuity,  and  to  generally  be  more  of  an  insurance 
risk  than  in  their  younger  years. 
Premiums  skyrocketed. 

And  soon  the  costs  of  owning  and  operating  a  private  plane 


became  excessive  beyond  all  practicality. 

Until  Rollins  Burdick  Hunter/Wichita  discovered  that  pilots 
over  60  were  among  the  safest,  least  catastrophe-prone 
airborne. 

Armed  with  the  facts,  Rollins  Burdick  Hunter  pioneered  an 
insurance  program  for  these  pilots.  And  it's  still  the  most 


affordable  coverage  available  today. 

Come  and  talkto  us  about  your  business.  We'll  give  you 
the  kind  of  logical,  down-to-earth  solutions  you  need. 


Just  like  we  did  on  this  little  job  in  Wichita. 


RPLLINSBURPICK, 
HUNJEK 

Taking  Risk  Out  of  Risk  Management,  Worldwide. 


Headquarters:  10  South  Riverside  Plaza   Chicago,  60606   312  454  1400 


Jung  'ifi 


Tea  parties.  As  much  a  part  of  Boston's  history 
as  the  Parker  House. 


Other  Dunfey  Classic  Hotels 
Berkshire  Place,  New  York, 
Ambassador  East,  Chicago; 
Royal  Orleans,  New  Orleans, 
and  Whitehall,  Houston, 


Dunfey 
Classic  Hotels 

Creating  new  standards  in  the  art  of  hospitality 
For  reservations  call  your  travel  agent  or  800-228-2  121. 
In  Canada  800-665-4833 


Business  news  in  the  round, 


The  executives  who  run 
the  world's  20,000  largest 
corporations  were  asked  to 
name  their  most  reliable 
source  of  Business  News* 

The  result  may  surprise 
you,  but  it  won't  surprise 
American  readers  of  the 
Financial  Times. 


If  you  haven't  seen  the 
Financial  Times  recently, 
we'd  like  to  send  you  a 
sample  copy. 

Write  or  call: 
FT  Publications,  Inc. 
75  Rockefeller  Plaza, 
New  York,  NY  10019 
(212)  489  8300 


FINANCIALTIMES 


*  Tokyo  to  protest 


Poll!  II 


oi.         •  iinst  French 
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The  Money  Men 

bles  him,  and  he's  not  expecting  it  tct 
go  much  higher.  Provident  recently 
sold  about  15%  of  its  portfolio,  parkeq 
the  proceeds  in  cash,  and  started  look- 
ing for  buys.  It  took  three  weeks  to  dd 
the  liquidating.  "I  couldn't  get  any 
bids.  That's  a  bad  sign." 

It  isn't  the  only  one  Hitschler  sees 
He  doesn't  like  the  fact  that  stocks; 
even  on  an  earnings  basis  and  accord^ 
ing  to  his  calculations  for  growth,  carl 
yield  less  than  high-grade  bonds 
"The  market's  11%  yield  is  below 
that  of  long-term  Treasurys,  and  there 
must  be  3  pounds  of  red  herrings  on 
my  desk,"  he  says.  "New  issues  ara 
extremely  vulnerable." 

Hitschler's  strategy,  of  course,  ij 
hardly  original  nor  is  it  unique:  Th< 
woods  are  full  of  low-P/E  types.  Bui 
Hitschler  and  his  colleagues  at  Provi 


"Don't  forget,  this  is  down 
town  Philadelphia.  Becaus* 
of  our  Quaker  roots  anc 
the  belief  in  fair  play,  w 
want  to  make  sure  we  ge 
what  we  pay  for,"  explain* 
Tony  Hitschler.  "That's 
why  we  insist  on  stocks 
that  have  low  price-to-eam 
ings  ratios." 

dent  have  had  the  discipline  to  sticl 
with  it — not  an  easy  task,  considerin 
that  when  stocks  are  out  of  favo 
there  are  always  good  reasons  for  thei 
being  out  of  favor.  Provident's  versioi 
of  the  strategy  was  developed  by  th 
company's  former  chief  of  research 
Francis  Nicholson.  After  years  c 
study,  Nicholson  became  an  advocat 
of  low-P/E  stocks;  he  proved  statist 
cally  that  they  offer  superior  lonj; 
term  performance. 

Such  strong  research  and  conservs 
tism  are  common  to  Philadelphi 
money  managers.  "Because  of  oi: 
Quaker  roots  and  the  belief  in  fa: 
play,  we  want  to  make  sure  we  gc 
what  we  pay  for,"  says  Hitschle 
"That's  why  Delaware  Managemer 
focuses  on  dividend  streams,  we  ir 
sist  on  low  P/Es  and  Windsor  Fund 
interested  in  P/Es  and  book  value." 

At  the  moment,  Hitschler  likes  ur 
dervalued  and  defensive  drug,  foe 
and  consumer  companies.  His  favo 
ites:  SmithKline,  Eastman  Kodak,  Li  I 
ly,  Procter  &  Gamble,  Dart  &  Kraf  I 
He's  also  especially  partial  to  He  I 
shey.  "Absolutely  no  concept  and  ri  I 
sex  appeal,"  he  explains.  "That's  w. 
I  love  it."  ■ 
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Announcing  the  1983  Inc.  500 


INC  IS  LOOKING  FOR 
A  FEW  GREAT  COMPANIES, 

We  put  growing  companies  where  they  belong — in 
the  national  spotlight.  And  we  aim  to  keep  them  there. 
In  May,  Inc.  published  its  fifth  annual  ranking  of  the 
fastest- growing  small  public  companies.  And  we've 
already  begun  to  compile  this  year's  Inc.  500  list — our 
annual  ranking  of  the  500  fastest- growing  private  com- 
panies in  the  United  States. 

1.  The  nominated  company  must  be  independent 
and  privately  owned,  whatever  its  legal  form — 
corporation,  proprietorship,  or  partnership. 

2.  The  nominated  company  must  show  an  operating 
and  sales  history  of  at  least  five  (5)  years. 

3.  The  nominated  company  must  have  had  fiscal- 
1978  sales  of  at  least  $100,000  but  less  than 
$25  million. 

4.  The  nominated  company  must  have  increased  its 
sales  by  at  least  200%  during  the  five  fiscal  years 
from  1978  through  1982  with  an  increase  in  the 
last  year. 

Watch  Inc.  for  our  Special 
Report:  The  Inc.  Private  500, 
in  our  December  issue. 

For  Advertising  informa- 
tion write  "500"  on  your  busi- 
ness card  and  mail  to  Nancy 
Guselli,  Inc.  Magazine, 
38  Commercial  Wharf, 
Boston,  MA  02110, 
617-227-4700. 


Business  Failures  Hit  Post-Depression  High 


Numbers  Game 


Edited  by  Richard  Greene 


Investors  often  think  of  new  accounting 
rules  as  unimportant  footnotes.  But  some- 
times they  bring  about  big  changes  in  the 
way  companies  do  business. 

RJR's  foreign 
coup 


By  Christopher  Power 

WHEN  NEW  ACCOUNTING  rules 
come  out,  investors  often 
yawn.  Not  so  corporate  finan- 
cial officers.  Even  though  accounting 
procedures  sometimes  seem  like  exer- 
cises in  angelic  pin-dancing,  they  of- 
ten can  change  the  way  companies  do 
business. 

Case  in  point:  R.J.  Reynolds  Indus- 
tries' actions  to  cope  with  Financial 
Accounting  Standards  Board  rules 
about  foreign  currency  translations. 
Few  have  been  happy  with  reform  ef- 
forts in  this  area.  When  FASB-8  came 
out  in  1975,  the  criticism  was  deafen- 
ing. FASB-52,  a  revision  issued  in 
1981,  was  better — but  far  from  per- 
fect. "If  they  had  left  the  whole  damn 
thing  alone,  we  all  would  have  been 
better  off,"  says  John  Dowdle,  Reyn- 
olds vice  president  and  treasurer. 

But  officers  of  Reynolds,  which  gets 
34%  of  its  $13  billion  annual  rev- 
enues outside  the  U.S.,  have  done 
more  than  complain.  They  have 
turned  the  FASB's  edicts  to  the  com- 
pany's advantage.  The  cornerstone  of 
this  effort  is  a  global  system  that  cen- 
tralizes the  financing  needs  of  327 
subsidiaries  and  branches,  which 
have  dealings  in  82  currencies. 

Obviously,  global  networks  like 
Reynolds'  don't  spring  up  overnight. 
The  work  began  when  FASB-8  was  in 
effect.  Then  fluctuations  in  currency 
exchange  rates  showed  up  directly — 
and  often  dramatically — on  income 
statements.  To  avoid  such  trouble- 
some whipsawmg,  Reynolds  opened 
regional  treasury  offices  in  London 
and  Hong  Kong  to  keep  tabs  on  world- 
wide cash  flow  and  to  direct  local 
borrowings.  In  June  of  last  year,  the 


corporation  approved  plans  for  R.J. 
Reynolds  Finance  S.A.  in  Geneva  to 
oversee  financing  worldwide. 

But  then  came  FASB-52,  which  in 
many  cases  reduced  the  volatile  earn- 
ings swings  that  corporate  officers 
had  been  complaining  about.  But  not 
without  cost.  Under  the  new  rule  it  is 
even  more  important  for  companies 
to  monitor  foreign  subsidiaries'  cur- 
rency dealings. 

This  stems  from  the  way  FASB-52 
works.  Companies  must  choose 
what's  called  a  "functional  curren- 


cy"— basically  the  dominant  currency 
of  their  economic  environment.  If  the 
functional  currency  is  the  local  one, 
the  rules  allow  translations  to  flow 
directly  to  the  equity  section  of  the 
parent's  balance  sheet  but  not  the 
profit  and  loss  statement. 

So  far,  so  good.  But  FASB-52  still 
presents  problems.  If  a  subsidiary  uses 
a  foreign  functional  currency,  it  must 
apply  current  exchange  rates  to  non- 
monetary items  like  inventories  as 
well  as  to  monetary  items  like  liabili- 
ties. That  means  the  possibility  of 


dramatic  changes  in  equity.  Hardly 
panacea. 

Reynolds,  however,  was  ready  q 
play  by  the  new  rules  before  mo! 
corporate  treasurers  even  knew  whi 
they  were,  and,  in  effect,  turne 
FASB-52  to  its  advantage.  There  ai 
three  key  elements. 

•  Intracompany  trading.  Most  f 
nancial  dealings  among  Reynolds  sul 
sidiaries  are  channeled  through  th 
Geneva  company.  This  doesn't  elim 
nate  the  risk  of  a  hit  to  equity  throug 
currency  fluctuations,  but  it  does  col 
centrate  the  exposure  to  currenc 
fluctuation  at  one  point — making 
easier  to  net  out. 

•  Borrowing.  To  finance  a  corn 
pany,  Reynolds  makes  a  point  of  bo 
rowing  mostly  in  the  local  function; 
currency.  So,  even  if  the  currency  hi 
wild  swings  compared  with  the  do 
lar,  Reynolds  subsidiaries  and  the  pa. 
ent  are  insulated.  Think  about  it. 
U.S.  firm  doing  business  exclusivel 
in  the  U.S.  doesn't  worry  about  ho- 
the  German  mark  is  doing. 

•  Hedging.  "When  you  handle  th 
financing  of  25  currencies,  a  lot  wii 
net  out,"  says  Dowdle.  "What  doesni 
net  out,  you  can  hedge."  Under  til 
revised  rules,  any  corporate  borrov 
ing  in  a  subsidiary's  functional  cui 
rency  can  be  designated  as  a  hedge  an 
used  to  offset  the  exposure  of  the  sul 
sidiary's  entire  net  assets.  By  the  sarr 
token,  any  asset  can  be  used  to  hedg 
a  net  borrowing  position. 

If,  for  example,  a  company  has  $1 
million  in  exposed  assets  in  a  foreig 
currency,  another  $10  million  in  del 
becomes  an  effective  hedge — even 
the  loan  is  for  an  unrelated  projec 
Better  yet,  the  company  can  als 
make  the  hedge  designation  on  bo 
rowings  that  have  already  take 
place.  Gains  and  losses  from  the  cui 
rency  translations  that  involve  tH 
hedged  debt  are  balance  sheet  item 
Nonhedged  transactions,  whic 
aren't  done  in  the  functional  currei 
cy,  go  right  to  the  income  statemen 
where  the  impact  is  more  visible. 

All  this  illustrates  the  impact  tl" 
FASB  is  making  on  international  f 
nance,  and  it  is  a  curious  switch.  Ii 
stead  of  conforming  to  reality,  th 
board  now  has  the  dubious  pleasure  i 
seeing  reality  conform  to  it.  "Bottoi 
line,  big  picture,  that's  the  impact  ■ 
FASB-52,"  says  Lawrence  Best,  a 
Ernst  &  Whinney  partner.  "More  ar 
more  companies  are  centralizing  the 
treasury  management  functio: 
Those  that  don't  may  operate  at 
disadvantage."  ■ 
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n  public  companies  file  for  bankrupt- 
cy, their  stock  listings  don 't  die.  Theyi  just 
fade  slowly  into  the  West. 


Purgatory  on 
the  Pacific 


By  Thomas  Jaffe 


ABSOLUTELY  UNBELIEVABLE." 
That's  how  James  Gallagher, 
\  president  of  the  Pacific  Stock 
Exchange,  describes  the  day  in  May 
when  1.8  million  shares  of  Braniff  In- 
ternational changed 
hands.  At  one  point 
the  stock,  which  fin- 
ished the  previous 
day  at  2%,  hit  6'/2.  It 
closed  at  4%.  A  stag- 
gering 59%  gain. 

Why  the  frenzy? 
Hyatt  Corp.'s  plan  to 
bail  out  the  bankrupt 
airline.  Even  so, 
should  one  day's 
turnover  amount  to 
9%  of  a  company's 
float?  That's  a  record 
for  the  PSE.  "It  is  the 
equivalent  of  a  single 
stock  on  the  Big 
Board  moving  40  million  shares," 
says  Gallagher,  who  formerly  headed 
market  operations  at  the  New  York 
Futures  Exchange.  "The  most  trading 
I  ever  expected  to  see  in  one  of  our 
locals  was  maybe  1  million  shares." 

Braniff  isn't  the  only  bankrupt  list- 
ed on  the  PSE,  either.  There  are  12 
more,  ranging  from  AM  International 
to  Wickes  (see  table).  Like  many  New 
York  Stock  Exchange  stocks,  ten  of 
these  companies  were  once  listed 
dually  on  the  PSE.  Eventually  they 
lost  their  Big  Board  status.  Then  the 
California  exchange,  which  has  trad- 
ing floors  in  Los  Angeles  and  San 
Francisco,  became  their  primary 
home.  Hence  the  term  "locals." 

As  Gallagher  explains  things,  the 
decision  to  let  Chapter  lis  continue 
to  trade  on  the  PSE  is  a  boon  to  inves- 
tors. The  stock:  get  a  visible  and  or- 
derly trading  enviionment,  with  a 


specialist  for  each  stock.  Something 
else,  however,  may  be  more  signifi- 
cant. While  margin  trading  is  limited 
in  the  over-the-counter  market,  it  is 
allowed  on  all  the  PSE  bankrupts. 

This  leverage  is  particularly  appeal- 
ing to  the  speculators  who  buy  such 
shares.  The  result: 
Even  though  these 
listings  account  for 
no  more  than  5%  of 
total  PSE  volume, 
their  low  prices  and 
heavy  volume  draw 
lots  of  customers. 

They  are  all  mak- 
ing risky  invest- 
ments. Besides  being 
subject  to  violent 
price  swings,  bank- 
rupt stocks  are  the  fa- 
vorites of  some  un- 
usually smart  profes- 
sionals— guys  who 
love  to  prey  on  ama- 
teurs. "If  I'd  been  the  specialist  in 


Braniff,"  says  one  pro,"I'd  have  beerj 
slobbering  all  over  myself  to  borrow 
shares  to  short  at  6  or  6V2."  The  cur 
rent  price:  1V«. 

How  come  tales  of  such  volatility 
don't  turn  off  more  investors?  "We'n 
conditioned  to  believe  that  disaster} 
are  an  inefficient  segment  of  the  mar 
ket,"  says  John  Goode,  chairman  o 
San  Francisco's  Davis,  Skaggs  &  Co) 
"Because  companies  like  Penn  Cen 
tral  and  Chrysler  emerged  from  thei 
troubles  successfully,  everybody  no\^ 
thinks  the  whole  bankrupt  group  i 
cheap.  Also,  investing  in  bankrupt 
used  to  represent  the  classic  contrail 
lanism.  But  these  days  contrarian 
have  become  the  consensus." 

Goode  contends  that  most  bank 
rupts  are  overpriced,  not  underpriced 
Between  last  August  and  May  of  thi 
year  the  total  price  of  the  PSE's  bank 
rupts  rose  nearly  150%.  "Thest 
stocks  are  overpriced  before  their  reorj 
ganization  plans  have  even  come  outi 
There  were  many  investors  who  mad< 
a  killing  in  Penn  Central  after  th 
courts  had  decided  what  the  new  capj 
italization  would  be." 

The  allure  of  the  bankrupts,  howev 
er,  continues  to  grow.  And  the  NYS1 
doesn't  want  to  lose  this  action.  I| 
continues  to  list  four  Chapter  1 
stocks:  HRT  Industries,  Manville 
Mesta  Machine  and  Revere  Copper  fij 
Brass.  "Bankruptcy  does  not  autcj 
matically  mean  de-listing,"  says  a  Bij 
Board  spokesman. 

Some  old  hands,  though,  don'j 
think  that  keeping  bankrupt  compai 
nies  on  the  NYSE  will  bring  respectj 
ability.  "When  it  comes  to  trading  ii 
Chapter  lis,"  snickers  one  PSJ 
broker,  "the  difference  between  then 
and  us  is  like  the  difference  between 
courtesan  service  and  a  whore; 
house."  ■ 


A  baker's  dozen  bankrupts 


These  13  companies  may  be  bankrupt,  but  they  still  trade  on  the 
Pacific  Stock  Exchange.  These  days,  volume  is  brisk. 


Bankruptcy 

Outstanding 

Recent 

— 52-week — 

Company/business 

filed 

shares  (mil)* 

price 

high  low 

AM  International/business  equip 

1982 

10.2 

5'/2 

7  -1 

Berven  Carpets/carpets 

1982 

3.7 

% 

Wl-  732 

Braniff  Intl/airline 

1982 

20.0 

ls/s 

6'/2-  732 

Dant  &  Russell/forest  products 

1982 

0.8 

2Vi 

4'/2-l'/8 

Gilman  Services/wholesale  drugs 

1982 

3.2 

'7.6 

3   -  % 

Itel/trans  equip  leasng,  fin  sves 

1981 

12.1 

1% 

V3/i<r-  % 

KDT  inds/retail 

1982 

7.3 

l5/g-  '732 

Lionel/electronics,  toys 

1982 

7.1 

47/8 

7%-2'/4 

Sambo's  Restaurants/restaurants 

1981 

12.8 

2Vi 

4%-17i« 

Saxon  Inds/business  equipment 

1982 

7.8 

1% 

3  -  7i6 

Seatrain  Lines/tankers,  chartering 

1981 

14.5 

ls/« 

27/8-  '/4 

White  Motor/automotive 

1980 

9.4 

% 

l'Vlftr-  732  ' 

Wickes  Cos/retail 

1982 

14.4 

6'/4 

8'/8-27i6 

"Data  .supplied  by  Pacific  Stock  Exchange 
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Wellgo  to  great  lengths 

for  United  Mileage-Plus 

members. 


If  you're  a  member  of  United  Airlines' 
Mileage-Plus  program,  the  friendly  skies  just 
l*ot  a  great  deal  more  friendly. 
Thanks  to  Air  New  Zealand. 
Because  now  you  can  fly  a  beautiful 
\ir  New  Zealand  747  from  Los  Angeles  to  the 
>outh  Pacific  (or  to  London  if  you're  headed  ^ 
n  the  other  direction)  and  get  full  credit  and 
nore  towards  your  Mileage- Plus  awards. 
Just  think  of  it.  Australia,  14,990 
iles  round-trip.  New  Zealand,  13,306. 
Vith  a  25%  bonus  if  you  fly  our  expanded 
^acif  ic  Class,  the  business  class  that 
ceived  top  ratings  in  the  prestigious 
ritish  magazine  Executive  Travel.  First 
Class  pays  a  50%  bonus. 


And  since  one  trip  to  the  South 
Pacific  usually  leads  to  another,  you  can 
now  take  your  Mileage- Plus  awards  on 
Air  New  Zealand,  too. 

And  you  know  what  that  means,  don't 
you?  Another  opportunity 
to  fly  the  airline 
recently  named 
best  international 
airline  for  the  third 
consecutive  year  in  the 
mm  well-known  Travel-Holiday 
■  Magazine  National  Travel  Poll. 
Air  New  Zealand. 
We  can  put  a  lot  of  miles  in  your  account, 
without  going  out  of  our  way 

#  air  new  zeaiano 


Excludes  services  to/from  Tahiti  and  New  Caledonia  and  domestic  services  within  New  Zealand. 


Even  the  most  distinctive  corporate  advertising  can  get  lost  in  a  crow 
That's  why  so  many  astute  corporate  advertisers  take  stock 
in  the  uncluttered  environment  they  find  in  The  New  Yorker. 
Yes,  The  New  \brker. 


Capital  Markets 


MONEY  a  INVESTMENTS 


For  investors,  the  key  to  the  new  AT&T  is 
that  it  will  be  an  industrial  company,  not 
a  telephone  company. 

BELL  WITHOUT 
THE  TELEPHONES 


By  Ben  Weberman 


Ik  T/ 


There  is  currently  outstanding 
about  $48.5  billion  in  debt  issued  by 
AT&T,  lts  22  subsidiaries  and 
Western  Electric.  If  you  want  to 
know  what  the  analysts  think  qual- 
ity and  marketability  will  be  after 
the  Bell  breakup,  you'll  be  disap- 
pointed. The  experts  are  keeping 
their  heads  down.  Instead  of  advis- 
ing clients  to  buy,  sell  or  hold,  they 
are  saying  virtually  nothing. 

So,  what  does  the  poor  investor 
do?  Since  somebody  must  do  it,  I'll 
rush  in  where  others  fear  to  tread. 

To  begin  with,  the  parent  com- 
pany will  be  stripped  down  to 
AT&T  Communications  (Long 
Lines),  Western  Electric,  Bell  Labs, 
AT&T  Information  Systems  and 
AT&T  International.  It  will  be 
more  industrial  than  utility.  The 
AT&T  Communications  (Long 
Lines)  unit  is  very  profitable  and  has 
strong  growth  prospects  despite  the 
inroads  of  companies  such  as  MCI, 
ITT  and  GTE-Sprint.  But  even  faster 
growth  will  come  from  Western 
Electric,  Bell  Labs  and  the  consum- 
er marketing  arms,  which  will  be 
offering  new  products. 

So,  what  are  the  market  implica- 
tions? Historically,  industrial  debt 
issues  sell  higher  and  yield  less  than 
similar-quality  utilities.  For  exam- 
ple, Bell  subsidiary  debt,  not  includ- 
ing parent  AT&T,  is  now  trading  to 


Ben  Weberman  is  economics  editor  of 
Forbes  magazine. 


yield  about  130  basis  points  (1.3%) 
more  than  Treasurys  on  current 
coupon  issues,  while  the  spread 
generally  for  blue  chip  industrial 
debt  is  closer  to  75  basis  points.  So, 
at  the  current  market  rate  you 
should  get  about  13%  on  top-rated 
Bell  bonds  vs.  about  12.45%  on  top- 
rated  industrial  bonds. 

The  implications  of  the  breakup 
for  AT&T  debt  thus  start  to  become 
clearer.  Together,  the  parent  com- 
pany and  its  Western  Electric  sub- 
sidiary have  about  $9.1  billion  of 
bonds  outstanding.  The  highest  do- 
mestic coupon  issue  is  the  13'/4% 
note  due  1991.  Trading  at  104,  these 
securities  yield  about  13%  to  matu- 
rity against  a  yield  of  about  11.9% 
for  8-year  Treasury  notes.  The  ques- 
tion is:  Which  is  the  best  relative 
value?  There's  a  lot  to  be  said  here 
for  the  AT&T  debt  issues.  Why? 
Because  the  company's  goal  after 
the  splitup,  according  to  S.  Law- 
rence Prendergast,  assistant  treasur- 
er, is  a  debt-to-capital  ratio  of  no 
more  than  30% .  It  will  be  very  close 
to  that  ceiling  at  breakup  time.  Re- 
sult: For  some  time  the  new  AT&T 
won't  be  selling  new  debt;  it  will  be 
generating  capital  internally.  The 
price  of  AT&T  bonds,  therefore, 
will  stay  high  compared  with  Trea- 
sury issues,  and  the  yield  spread 
will  be  narrow.  That  spread  current- 
ly is  about  90  to  100  basis  points — 
below  average — but  it  is  likely  to 
shrink. 

Further,  AT&T  is  determined  to 
hold  its  S&P's  AAA  rating  and  to 
get  back  its  Aaa  rating  from 
Moody's,  downgraded  to  Aal  last 
spring.  Moody's  apparently  wanted 
protection  against  any  adverse  court 
rulings  as  the  split  progresses.  "If 
nothing  bad  comes  out,  Moody's 
can  always  upgrade,"  says  one  ana- 
lyst. "If  the  news  is  bad,  it  can 
claim,  'I  told  you  so.'  " 


So,  if  AT&T  wants  highest  qual- 
ity ratings,  it  must  maintain  impec- 
cable financial  ratios.  Take  a  look  at 
the  numbers  now.  For  the  Bell  Sys- 
tem as  a  whole  in  1982  interest  was 
covered  2.53  times  aftertax,  more 
than  87%  of  cash  needs  were  gener- 
ated internally  and  the  ratio  of  debt 
to  capital  was  42.4%.  Data  for  the 
parent  company  by  itself  are  not 
public  but  they  probably  beat  all 
these  standards  by  a  wide  margin. 
Thus,  I  think  there  is  little  prospect 
of  further  downgrading. 

Any  of  the  Bell  System  subsidiary 
company  debentures  will  carry 
slightly  greater  risk.  As  the  operat- 
ing companies  are  formed  into  re- 
gions, the  differences  between 
poorer  and  better  quality  Bell  sub- 
sidiary debt  will  be  reduced.  Initial- 
ly, at  least,  the  market  for  Bell  sub 
debentures  will  benefit  from  scarci- 
ty because  the  parent  company's 
goal  is  to  divest  the  subsidiaries  "in 
sound  financial  condition. " 

The  parent  company  AT&T  de- 
bentures are  more  appealing  than 
Treasurys  at  the  moment,  and  read- 
ers know  that  I  am  bullish  on  Trea- 
surys. The  spread  should  narrow  as 
AT&T  benefits  from  a  scarcity  val- 
ue on  its  securities  as  it  abstains 
from  marketing  new  issues  for  a 
year  or  two.  When  the  company  be- 
comes identified  more  with  indus- 
trials than  with  telephone  utilities, 
the  spread  will  narrow  further. 

Among  Bell  subsidiaries,  there 
has  traditionally  been  a  difference 
of  about  20  basis  points  between  the 
best  regarded  and  the  least  popular. 
Some  bonds  issued  by  the  latter 
such  as  Mountain  States  and  Pacific 
Telephone  and  which  pay  130  basis 
points  more  than  Treasurys  are 
more  attractive  than  high  grade  is- 
sues such  as  New  York  Telephone 
which  pays  only  110  basis  points 
more  than  Treasurys.  When  these 
companies  are  merged  into  one  or 
another  of  the  regionals,  the  differ- 
ences will  disappear. 

By  the  way,  the  AT&T  splitup 
next  Jan.  1  has  good  implications  for 
AT&T  equities,  too.  Telephone 
common  was  always  the  archetypal 
widows'  and  orphans'  stock.  After 
breakup,  AT&T  will  be  recognized 
correctly  as  a  high-technology 
growth  company.  The  stock  will  be 
more  volatile  and  the  price/earnings 
ratio  ought  to  be  far  higher  than  the 
current  below-market  8.4.  ■ 
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The  Contrarian 


MONEY  &  INVESTMENTS 


The  current  new-issues  market  proves 
once  again  that  the  more  things  change, 
the  more  they  are  the  same. 

NO,  THEY 
NEVER  LEARN 


By  David  Dreman 


,-<> 
:::: 


That  new  issues  today  are  trading  at 
insane  levels  is  no  secret.  Forbes' 
Richard  Stern  and  Laura  Saunders 
spelled  out  the  zaniness  clearly  in 
the  Aug.  1  issue.  The  real  question 
is  what  will  happen  to  the  rest  of 
the  market  when  the  bubble  is 
punctured.  When  the  paddy  wagon 
finally  shows  up,  does  everyone  go? 

No  doubt,  the  speculation  is  en- 
tering the  last  frenzied  stage.  When 
else  do  you  get  microchip-size  com- 
puter companies  offered  at  300 
times  earnings?  Or  ex-felons  who 
want  to  sell  you  shares  in  a  com- 
pany that  proposes  to  run  bingo 
games  on  Indian  reservations?  Or 
else,  one  so  exciting  that  its  pro- 
spectus indicates  that,  for  competi- 
tive reasons,  it  cannot  give  you  a 
clue  as  to  what  it  is  doing?  The 
final  days  are  clearly  recognizable 
to  anyone  who  has  ever  read  about 
the  South  Sea  Bubble.  No,  they  nev- 
er do  learn. 

As  Forbes  pointed  out,  crowds 
will  be  crowds,  whether  they  are 
made  up  of  institutional  investors 
or  just  plain  foes,  and  this  specula- 
tive crowd  is  no  different  from  any 
in  the  past.  Each  crowd  needs  a  new 
generation  of  hot-issue  promoters 
to  lure  it  in,  whether  it  is  today's 
First  Jersey  Securities  or  Southeast 


Dai  id  Dreman  is  managing  director  of Dre- 
man, Gray  &  Embry,  Investment  Counsel, 
New  York,  and  author  of  The  New 
Contrarian  Investment  Strategy'. 


Securities  of  Florida  (headquartered, 
naturally,  in  Hoboken,  N.J.),  the 
Sixties'  Charlie  Plohn  or  the  South 
Sea  Bubble  crew  of  the  early  18th 
century. 

But  back  to  the  question.  What 
happens  to  high-quality  stocks 
when — not  if — the  new-issues  mar- 
ket blows  apart?  Is  this  speculation, 
as  many  experts  state,  simply  the 
inevitable  froth  in  the  final  stage  of 
an  overpriced  market?  Or  is  it  an 
excess  in  a  market  still  quite 
healthy? 

I  opt  for  the  second  thesis.  I  would 
argue  that  this  is  hardly  the  end  of 
the  bull  market. 

Here's  why.  First,  the  market  as  a 
whole  was  greatly  undervalued  a 
year  ago  and,  even  at  today's  prices, 
is  still  cheap.  This  means  that  when 
the  speculative  areas  collapse,  there 
should  be  no  long-term  effect  on 
higher-quality  issues. 

The  1961-62  market  illustrated 
this  point.  The  period  witnessed  the 
wildest  new-issues,  high-tech  boom 
since  the  Twenties.  The  market 
corrected  over  15%  in  1962,  then 
went  on  to  substantially  higher  lev- 
els in  the  next  few  years.  Not  sur- 
prisingly, though,  the  correction 
buried  the  new  issues  and  emerging 
growth  companies.  Not  1  in  20  re- 
covered! The  same  new-issues  game 
was  played  with  even  greater  vigor 
in  1967-68  and  resulted  in  a  more 
devastating  wipeout  in  1970,  al- 
though the  general  market  went  on 
to  new  highs  by  1972. 

The  new-issues  collapse,  then, 
should  not  have  a  lasting  effect  on  a 
market  still  loaded  with  value,  al- 
though it  may  end  the  budding  TV 
career  of  the  president  of  First  Jersey 
Securities,  who  touts  his  company 
regularly  on  the  tube. 

If  the  market  presents  the  solid 
base  I  see,  any  downdrafts  in  the 
general  market  will  only  wipe  out 


some  of  the  excesses,  but  the  aver- 
ages should  hit  new  high  ground 
again  in  the  not-too-distant  future. 
The  sharp  losses  in  the  speculative 
areas  also  may  well  result  in  a  flow 
of  money  directed  into  higher-grade 
securities  by  people  who  have  once 
again  found  religion. 

The  low-P/E  companies  I  favor 
should  be  prime  beneficiaries  of  an 
environment  such  as  this.  Three  I 
would  look  at  here: 

For  starters,  what  about  Ma  Bell 
(65)?  After  the  breakup  early  next 
year,  the  company  will  be  divided 
into  seven  regional  operating  firms, 
as  well  as  the  parent,  which  will 
provide  long-distance  service  and 
manufacture  and  lease  equipment. 
In  addition,  it  will  own  Bell  Labs, 
one  of  the  world's  finest  private  re- 
search organizations,  which  should 
deliver  some  exciting  new  products 
in  the  next  several  years. 

AT&T  will  probably  lose  future 
share  in  the  long-distance  market, 
but  this  should  be  more  than  made 
up  for  by  rate  increases  for  the  re- 
gional companies,  many  of  which 
are  near  break-even,  even  without 
the  current  subsidies  on  the  long- 
distance calls.  Earnings  and  divi- 
dends increases  could  be  significant 
over  the  next  few  years.  The  stock 
trades  at  a  13%  discount  from  book, 
at  8  times  earnings  and  yields  8.3%. 

CIGNA  (41 ),  as  a  result  of  the  merg- 
er of  Connecticut  General  and  INA, 
the  nation's  second-largest  publicly 
owned  insurance  company,  recently 
has  been  knocked  down  over  15% 
because  of  disappointing  second- 
quarter  earnings,  partially  attribut- 
able to  continuing  costs  of  integrat- 
ing the  merged  company.  Earnings 
should  be  flat  through  the  second 
half  of  1983  and  then  move  up 
sharply  with  the  cyclical  recovery 
in  1984.  CIGNA  trades  at  7  times 
earnings  and  yields  5.8%. 

Unilever  N.V.  (67)  is  a  giant  con- 
sumer products  company,  with  the 
bulk  of  its  operations  in  depressed 
Western  Europe.  Income  should  be- 
gin" to  pick  up  sharply  next  year,  as 
the  European  economic  picture  im- 
proves. The  stock  trades  at  7  times 
earnings  and  yields  6.2%. 

A  year  or  so  from  now,  the  cur- 
rent prices  of  some  of  today's  hot, 
little  technology  offerings  are  going 
to  look  ridiculously  high,  and  the 
current  prices  of  many  quality 
stocks  ridiculously  cheap.  ■ 
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Special  Introductory  Trial  Offer! 

Value  Line  for  the  next 
10  weeks  for  only  $37 


masons  for  this  offer: 

e's  an  opportunity  to  receive  the  complete  Value  Line 
v'ice  for  the  next  10  weeks  at  about  half  the  regular  rate. 
Is  offer  is  limited  to  one  individual  in  a  household  that 
not  already  had  a  subscription  to  The  Value  Line  In- 
;  ment  Survey  during  the  past  two  years.  Why  do  we  offer 
\  price  reduction  to  new  trial  subscribers  only?  Because 
nave  found  that  a  high  percentage  of  those  who  once  try 
|  je  Line  for  a  number  of  weeks  stay  with  it  on  a  long-term 
Is.  The  resulting  increase  in  circulation  enables  us  to 
i'ide  the  service  to  our  long-term  subscribers  for  a  lower 
^ual  rate  than  would  otherwise  be  possible. 

impiete  Coverage: 

I  Value  Line  Investment  Survey  continually  reviews 
He  than  1700  stocks.  Key  data  and  ratings  of  each  stock 
lupdated  every  week  in  our  Summary  &  Index.  In  addi- 
1,  each  stock  is  the  subject  of  a  new  full-page  report  every 
■veeks,  in  regular  rotation.  About  130  new  full-page 
I  rts  are  issued  each  week.  Filing  takes  less  than  a  minute 
k'ek.  All  this  material  is  so  organized  in  your  binder  that 
I  can  quickly  turn  to  a  continually  updated  report  on 
■  >st  any  leading  stock.  You  also  receive  our  weekly 
lection  &  Opinion"  section  bringing  you  Value  Line's 
■cast  of  the  economy  and  the  stoi  k  market,  advice  on  in- 
Iment  policy,  in-depth  analyses  of  especially  recom- 
Ided  stocks,  Value  Line  market  averages,  and  other 
■ires. 

I>  is  a  sample  full-page  report  on  one  of  the  1700  stocks  regular- 
iv'iewed  by  Value  Line,  reduced  from  8V2"  x  11".) 
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Bonus: 

Under  this  special  trial  offer  you  receive — as  a  bonus  at  no 
extra  charge — the  very  latest  full-page  reports  on  each  of  the 
more  than  1700  stocks  .  .  . 

Value  Line's  complete  2000-page  In- 
vestors Reference  Service  with  our 
full-page  reports  on  all  stocks  under 
review — fully  indexed  for  your  im- 
mediate reference — to  be  updated  by 
new  reports  sent  weekly. 

And  this  bonus  too: 


A  Subscriber's  Guide 
by 

Arnold  Bernhard 
Research  Chairman 


The  72-page  booklet,  "A  Subscriber's 
Guide,"  by  Arnold  Bernhard,  Research 
Chairman,  The  Value  Line  Investment 
Survey,  explains  how  even  inexperienced 
investors  can  apply  thousands  of  hours  of 
professional  research  to  their  own  port- 
folios by  focusing  on  only  two  unequivocal 
ratings,  one  for  Timeliness  (Performance  in  next  12 
months),  the  other  for  Safety. 

Money  Back  Guarantee: 

If  you  find  that  The  Value  Line  Service  is  not  all  that  you 
expect  it  to  be,  you  may  return  the  material  we  send  you 
within  30  days  for  a  full  and  unquestioned  refund  of  your 
$37.  This  subscription  is  tax-deductible  if  utilized  to  aid  in 
the  management  of  your  investments. 

CALL  TOLL-FREE: 
If  you  have  Master  Card,  American  Express  or  Visa, 
phone  1-800-331-1750  (operator  13)  24  hrs.  7  days  a  week. 


The  Value  Line  Investment  Survey 

711  Third  Ave.,  New  York,  N.Y.  10017 

INTRODUCTORY  OFFER      °°pt.  416E26 

□  Begin  my  10-week  trial  subscription  for  $37  to  The  Value  Line 
Survey  (limited  once  to  any  household  every  two  years)  and  send 
me  the  two  bonuses  listed  above. 

ONE  YEAR  SUBSCRIPTION 

□  Begin  my  1-Year  (52  issues)  subscription  for  $365  and  send  me 
the  two  bonuses  listed  above.  There  are  no  restrictions  with  this  an- 
nual subscription. 

SPECIAL  EXTRA  BONUS 

A  pocket-size  CREDIT  CARD  LCD  CALCULATOR  [^^mZZZZ 
given  to  you  when  you  order  The  Value  Line  Invest-  """""  5"2J2 
ment  Survey  for  one  year.   

□  My  payment  is  enclosed.  □  Please  charge  to:  □  American  Exp. 

□  Master  Card  □  Visa    Expiration  Date  

Account  #  

This  subscription  is  tax-deductible  and  non-assignable. 

(N.Y.  residents  add  sales  tax.)  Allow  4  to  6  weeks  for  delivery. 


Signature 


Name 


Address 


Apt.  No. 


City 


State 


Zip 
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Investors  in  tax  brackets  of  30%  or  less 
don't  belong  in  municipal  oonds.  Yet 
the\)  are  buying  them  in  record  numbers. 

WHAT  PRICE 
TAX  AVOIDANCE? 


By  Srully  Blotnick 


Municipal  bonds  reached  a  cross- 
roads in  1981,  as  far  as  I  am  con- 
cerned, because  it  was  the  first  time 
that  more  than  10%  of  my  sample 
became  seriously  interested  in 
them.  They  suddenly  seemed  to  re- 
place real  estate  as  the  hot  new  top- 
ic on  the  cocktail  party  circuit. 

People  who  previously  got  wild- 
eyed  when  describing  a  condo  they 
had  picked  up  "on  spec"  and  on 
which  they  expected  to  double  their 
money  in  a  matter  of  months,  were 
now  excitedly  singing  the  praises  of 
triple  tax-exempt  income  (no  feder- 
al, state  or  city  taxes). 

It  took  bond  brokers  a  while  to 
realize  that  the  ground  swell  of  retail 
interest  they  were  seeing  had 
reached  sufficient  proportions  to 
warrant  expensive  TV  campaigns. 
They  were  following  the  trend,  not 
leading  it.  It  had  been  in  the  making 
for  a  number  of  decades.  Statistics 
compiled  by  the  Federal  Reserve 
show  that,  subject  to  cyclical 
swings,  households  had  been  in- 
creasing their  hold  ngs  of  state  and 
local  government  obligations  by 
more  than  700%  in  30  years,  from 
$9  billion  in  1950  to  $75  billion  in 
1980.  However,  until  fairly  recently 
they  were  interesting  onlv  to  the 
relatively   rich.    Accordim    to  a 


Dr.  Srully  Blotnick  us  a  research  psychologist 
and  author  of  Getting  Rich  Your  Own  Way 
and  Winning:  The  Psychology  of  Successful 
Investing. 


number  of  surveys  conducted  dur- 
ing the  mid-Seventies,  more  than 
70%  of  these  obligations  were  in  the 
hands  of  people  whose  marginal  fed- 
eral income  tax  rate  exceeded  50%. 

Aggressive  television  advertising 
has  helped  change  this.  It  has 
brought  into  the  fold  large  numbers 
of  investors  who  are  in  tax  brackets 
that  are  substantially  less  than  50% . 
Surveys  have  shown  that  20%  of  the 
10  million  American  municipal 
bondholders  were  in  tax  brackets  of 
30%  or  less.  The  indications  are  that 
this  proportion  has  been  growing. 

The  primary  reason  that  so  many 
investors  in  tax  brackets  well  below 
50%  owned  municipals  in  the  past 
is  that  they  bought  the  bonds  while 
they  were  still  working  and  held  on 
to  them  until  after  they  had  retired. 
Their  incomes  and,  therefore,  their 
tax  brackets  generally  decreased, 
but  they  didn't  sell  the  bonds.  Lazi- 
ness and  losses  provide  the  explana- 
tion. A  typical  reply:  "I'd  get  back 
less  than  I  paid,  so  I'm  going  to  wait 
for  them  to  mature  instead." 

It  isn't  retirees  who  are  buying 
the  bonds  now;  it's  upwardly  mo- 
bile individuals  and  couples  in  their 
30s  and  40s  who  are  hoping  to  be  in  a 
higher  tax  bracket,  and  soon,  but 
aren't  there  yet.  The  newcomers  re- 
cently received  quite  a  surprise. 
Municipal  bonds  are  down  substan- 
tially from  their  highs,  and  many  of 
the  new  investors  find  themselves 
saddled  with  losses.  The  upbeat 
television  advertisements  hadn't 
prepared  them  for  the  possibility 
that  things  might  not  go  well. 

So,  justifiably  or  not,  they  were 
distressed.  Some  are  now  complain- 
ing that  they  managed  to  buy  at 
what  may  turn  out  to  be  the  peak  of 
the  bond  market  for  this  year,  that 
is  to  say,  the  bottom  of  the  interest 
rate  range. 

Ironically,  and  this  is  a  fascinat- 


ing point,  it  was  precisely  the  rapid 
decline  in  the  general  level  of  inter- 
est rates  that  set  the  stage  for  these 
buyers  to  take  the  plunge  into  mu- 
nicipals. Why?  Because  as  long  as 
they  were  getting  15%  to  17%  on 
their  money  as  a  taxable  yield,  they 
were  willing  to  stay  with  corpo- 
rates,  CDs  and  money  funds.  With 
rates  that  high,  they  could  afford  to 
pay  the  full  amount  of  any  taxes 
that  were  due  and  still  be  left  with 
an  aftertax  yield  of  7%  to  12%. 
Once  interest  rates  fell  to  the  point 
where,  at  best,  investors  might  be 
left  with  a  net  aftertax  yield  of  4Vi% 
to  5%,  they  figured  they  might  as 
well  accept  5%  tax-free. 

Only  it  didn't  work  out  that  way. 
What  they  now  have  is,  approxi- 
mately, a  6%  to  15%  loss  of  princi- 
pal, and  those  holding  bonds  with 
intermediate  maturities  will  have 
to  wait  an  average  of  a  little  over 
seven  years  to  be  certain  of  salvag- 
ing their  capital  intact. 

How  is  the  brokerage  fraternity 
reacting?  By  pouring  more  money 
into  commercials  to  lure  yet  more 
investors  into  tax-exempts.  Accord- 
ing to  spokesmen  at  the  major  retail 
municipal  bond  brokers,  spending 
on  radio  and  TV  advertising  aimed 
at  the  individual  investor  is  sched- 
uled not  only  to  remain  at  this  un- 
precedentedly  high  level,  but,  in 
some  cases,  to  increase.  "The  re- 
sponse in  terms  of  sales  generated 
was  even  better  than  we  imagined," 
one  commented.  "We  think  there 
are  still  plenty  of  people  who  could 
end  up  becoming  customers." 

Think  twice  before  becoming  one 
of  them.  Many  of  the  investors  in  my 
sample  who  are  buying  these  bonds 
should  not  be.  The  arithmetic  sim- 
ply makes  no  sense.  If  you  are  in  a 
30%  marginal  bracket,  you  can  do 
almost  as  well — even  after  taxes— in 
Treasury  securities,  with  less  risk 
and  with  considerably  greater  li- 
quidity, in  case  you  need  to  sell.  And 
if  you  are  in  a  higher  bracket,  where 
the.  tax-exemption  feature  does 
make  sense  for  you,  consider  a  tax- 
exempt  money  market  fund.  There 
you  get  the  desired  exemption  from 
federal  income  taxes  without  the 
market  risk  that  comes  from  buying 
bonds  themselves.  But  above  all, 
don't  let  your  resentment  at  paying 
taxes  trap  you  into  investments 
that,  in  the  larger  scheme  of  things, 
lust  don't  add  up.  ■ 
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8  out  of  10  people 
don't  know  how  to 
buy  life  insurance. 


We  want  to  help... even  if  you  don't  buy  it  from  us. 

The  price  of  life  insurance  has  not  only  dropped  dramatically,  today  there  are  more 
good  policies  to  choose  from  than  ever  before. 

The  Bankers  Life  of  Des  Moines  wants  you  to  understand  the  advantages  and 
disadvantages  of  each,  which  is  right  for  you,  and  why... no  matter  what  company 
you  do  business  with.  So  we've  prepared  a  set  of  booklets  that  will  make  you  more 
knowledgeable  about  life  insurance.  It  will  help  dispel  any  fear  you  may  have  of 
being  "sold"  a  policy  rather  than  you  "buying"  what  you  actually  need. 

You'll  leam,  for  instance,  that  some  companies  charge  twice 
as  much,  or  more,  than  others  for  the  same  coverage.  Then 
we'll  tell  you  how  one  simple  question  will  enable  you  to 
compare  the  cost  of  competing  policies.  This  information 
alone  could  save  you  thousands  of  dollars  over  your  lifetime. 

We'll  also  show  you  how  to  evaluate  life  insurance  companies, 
and  help  you  select  one  that's  best  for  your  needs . . .  even 
if  it's  not  us. 

And,  most  important,  we'll  show  you  how  you  can  determine 
how  much  life  insurance  you  need  and  can  afford,  and  how 
you  can  protect  yourself  against  the  effects  of  inflation. 

We'll  send  you  these  booklets  by  mail  if  you'll  send  us  the 

coupon  below.  Should  you  also  wish  to  discuss  your  needs  i  The  Bankers  Life, 

with  an  agent  of  The  Bankers  Life  of  Des  Moines,  you'll  '  Consumer  Services 

find  us  listed  in  the  Yellow  Pages.  Des  Moines- ,owa  50307 

Please  mail  information  that  will  help 
me  buy  life  insurance  wisely. 

Name  


r 


THE  BANKERS  LIFE  r> 

BANKERS  LIFE  COMPANY   DES  MOINES,  IOWA  50307 


Address . 


City- 


L 


State- 
Zip  


FB-93 


Commodities 


Taking  a  profit  out  of  the  OJ  market  can 
be  hard,  but  this  trade  might  do  the  trick. 

A  DIFFERENT  KIND 
OF  BREAKFAST 
SPREAD 


By  Stanley  W.  Angrist 


Most  commodity  traders  rarely,  if 
ever,  think  of  trading  frozen  con- 
centrated orange  juice  (FCOJ).  The 
one  exception  to  that  statement  is 
when  there  is  the  threat  of  a  hard 
freeze  occurring  in  Florida's  orange- 
growing  region  in  December  or  Jan- 
uary. Then  everyone  wants  to  buy. 
As  a  rule  it  is  too  late  or  impossible 
to  get  in  at  that  point.  Think  about 
trading  OJ  while  you  are  still  sitting 
at  the  beach  or  pool. 

The  1982-83  orange  harvest  is 
coming  to  a  close,  and  Florida  pro- 
cessors are  likely  to  pack  as  much  as 
1 75  million  gallons  of  juice,  up  from 
133.3  million  gallons  in  the  1982-83 
crop  year — an  incredible  31%  in- 
crease. This  production  level  is  the 
first  increase  in  three  years,  and  is 
chiefly  because  of  the  frost-free 
winter  in  1983.  Severe  freezes  in 
1981  and  1982  cut  total  production 
by  25%  and  24%,  respectively,  forc- 
ing processors  to  import  Brazilian 
juice  to  satisfy  U.S.  demand. 

The  domestic  pack  this  year 
should  satisfy  more  than  80%  of 
expected  demand,  reducing  the 
need  for  Brazilian  juice.  So  far,  for- 
eign imports  are  down  almost  50% 
from  the  year-ago  level  of  70  million 
gallons.  The  USDA  recently  noted 
that  Brazil  is  now  going  to  concen- 
trate its  export  efforts  on  the  Middle 


Stanley  W.  Angrist  is  a  commodity  specula- 
tor, consultant  and  longtime  observer  of  the 
commodity  markets. 


East  and  Western  Europe  in  an  effort 
to  reduce  its  inventories  and  its  de- 
pendence on  the  U.S.  market, 
which  should  also  help  its  disas- 
trous international  debt  problems. 

A  supply/demand  table  is  shown 
here  for  the  current  year,  ending 
Nov.  30,  1983,  and  for  the  preceding 
four  years.  The  outlook  for  substan- 
tially increased  supplies  is  juxta- 
posed against  a  questionable  de- 
mand picture.  Without  considerable 
usage  expansion  over  the  next  three 
months,  total  movement  of  FCOJ 
into  wholesale  and  retail  channels 
will  register  its  third  consecutive 
annual  decline.  Some  analysts  be- 
lieve that  declines  in  unemploy- 
ment and  the  July  1  tax  cut  will  spur 
demand  a  bit.  As  of  mid-July,  de- 
mand, as  measured  by  movement  of 
product  out  of  Florida,  is  down 
about  1%,  compared  with  last  year. 

Barring  a  midwinter  freeze,  the 
fundamentals  of  increased  supplies 


MONEY  &  INVESTMENTS 


Vitamin  C  special 

In  mid-summer  of  most  years 
the  May  contract  of  frozen  or- 
ange juice  carries  a  premium  to 
the  January.  Historically,  that 
premium  has  gotten  bigger  as 
winter  nears.  In  14  of  the  last  16 
years  it  has  widened  enough  to 
generate  a  profit  for  traders.  The 
bar  on  the  left  is  the  premium  (or 
discount)  of  May  to  January  in 
midsummer  and  the  bar  on  the 
right  is  for  mid-December. 


Price  difference  (cents) 


74         76         78         '80  '82 


and  moderate  demand  tell  me  that 
FCOJ's  price  is  not  going  to  run 
away.  A  spread  with  a  high  degree  of 
reliability  (see  chart)  involves  buying 
May/selling  January.  Try  to  do  the 
spread  with  January  at  least  at  an  80- 
point  premium.  The  margin  on  this 
spread  is  $500;  the  round-turn  com- 
mission about  $75.  ■ 


Balanced  breakfast 


The  figures  below  (in  millions  of  gallons)  track  increasing  supplies  and 
falling  demand  for  frozen  concentrated  orange  juice.  Note  that  produc- 
tion dropped  sharply  in  the  crop  years  ended  in  1981  and  1982  because 
of  severe  midwinter  freezes.  The  orange  juice  crop  year  begins  Dec.  1. 


Supply 


1978-79 

1979-80 

1980-81 

1981-82 

1982-83* 

Beginning  stocks 

30.9 

37.4 

57.3 

69.0 

53.6 

Production  (net) 

173.1 

231.3 

174.5 

133.3 

171.5-175.1 

Imports 

28.7 

16.5 

56.9 

70.3 

35.0-45.0 

Other 

14.6 

8.6 

18.2 

11.3 

8.5 

Total 

247.3 

293.8 

306.9 

283.9 

268.6-282.2 

Demand 

Movement 

200.7 

232.8 

228.5 

223.0 

205.0-215.0 

Futures  delivery 

9.2 

6.2 

12.1 

7.4 

5.4 

Total 

209.9 

239.0 

240.6 

230.4 

210.4-220.4 

Ending  stockst 

37.4 

54.8 

66.3 

53.6 

58.2-61.8 

tSubject  to  year-to-year  revision. 

Sources:  Data — Florida  Citrus  I'tocessors  Association.  'Estimates — Sbearson,  American  Express 


236 


FORBES,  SEPTEMBER  12,  198j 


Why  CMA  customers 
are  bullish  on  Fidelity  USA. 


There's  no  question  about  it. 
'he  idea  behind  a  CMA  is  a  good  one. 
But  even  good  ideas  like  an  asset 
anagement  account  can  always  be 
proved  upon.  Especially  when  an 
xount  like  this  could  be  doing  a  lot  more 
>r  your  money. 

That's  exactly  why  we  created  Fidelity 
SA.  While  it's  making  money  for  you,  it's 
so  making  life  easier.  And  every  day  more 
id  more  CMA  customers  are  agreeing  with 
5.  They're  comparing  asset  management 
xounts  and  finding  something  better  in 
idelity  USA. 

ifou  will  benefit  when  you  open 
Fidelity  USA  account.  Here's  why: 


Fidelity  USA 


» Discount  on  broker's  fees 
i  Save  up  to  70% 


810,000  minimum  investment 


B36  annual  fee 


Pay  bills  by  phone 
\o  additional  charge 


1  Sold  MasterCard  charge  card 
litharges  deducted  monthly 


CMA" 


Full  Cost 
No  savings 


$20,000  minimum  investment 


$50  annual  fee 


Not  offered 


VISA  debit  card.  Charges 
deducted  daily 


Truly  unlimited  checking. 

You  not  only  can  write  as  many 
Fidelity  USA  checks  as  you  want  for  any 
amount  (no  extra  charge),  but  also  your 
cancelled  checks  are  promptly  returned. 
Right  with  your  easy-to-read,  comprehen- 
sive monthly  statement.  With  a  CMA, 
instead,  you  receive  only  a  statement.  And  if 
you  need  a  cancelled  check  for  tax  purposes, 
for  example,  there's  always  a  delay  and  charges 
for  some  items. 
What  more  could  you  ask  for?  How  about  Pay- 
By-Phone,  Direct  Deposit  services,  credit  card 
security.  All  at  no  extra  cost  to  you. 

One  toll-free  number  lets  you  do 
all  your  business  and  get  straight 
answers  to  questions,  instantly. 

When  you  call  about  your  Fidelity  USA  account,  you  talk  to  salaried  finan- 
cial professionals  who  are  there  solely  to  give  you  friendly,  courteous 
service  -  not  a  sales  talk.  Each  is  thoroughly  qualified  to  answer  all  your 
inquiries  and  expedite  your  business. 

Don't  follow  the  herd. 
Choose  Fidelity  USA  instead. 

Fidelity  USA  is  easy  to  open.  Call  today.  Ask  for  a  free  information  kit  includ- 
ing fees  and  expenses.  Read  it  carefully  before  sending  money.  Call  now! 
Or  return  the  coupon  below. 

Call  today!  Tollfree  (800)225-6190 


ave  on  broker's  fees  and  margin  interest. 

s  With  Fidelity  USA,  investors  who  don't  use  a  broker's  advice  don't  pay  for 
This  saves  them  up  to  70%  on  brokerage  commissions.  Active  investors 

j  lve  even  more.  Plus  those  who  trade  on  margin  enjoy  rates  that  are  among 
e  lowest  in  the  industry.  So  the  more  you  trade  on  margin,  the  more  you 

I  ive.  And  with  Fidelity  USA  you  get  a  gold  MasterCard  that  lets  you  charge 

)  to  $5000,  and  pay  no  added  fee  for  this  prestigious  charge  card. 

greater  value  and  convenience. 

I  A  minimum  initial  investment  of  only  $10,000  qualifies  you  for  aOof 
I  delity  USA's  financial  services  and  benefits.  From  the  moment  you  open 
I  mr  account,  all  your  money  keeps  working  all  the  time.  For  instance,  securi- 
I  ;s  dividends  are  regularly  swept  into  Fidelity  Daily  Income  Trust  to  eam 
I  day's  money  market  rates. 


FIDELITY 


ULTRA  SERVICE  ACCOUNT 

It  makes  you  money 
as  it  makes  life  easier. 


Fidelity  Group  P.O.  Box  832 

82  Devonshire  Street  Boston,  MA 02103 


~  ~  02~l 

□  YES,  please  send  me  information  about  the 
exciting  new  Fidelity  USA  account,  including  an 
FDIT  prospectus.  I  will  read  it  carefully  before 
investing.  I  understand  the  minimum  invest- 
ment is  $10,000. 

Instead  send  me  information  on  □  (901) 
Fidelity's  money-saving  discount  brokerage 
services  □  (55)  on  money  marke't  fund  that  has 
a  $1,000  minimum. 

Name  


Address. 
City  


State. 


.Zip- 


JB091283 


SwitehtoFidelilyUSA. 


!A  is  a  registered  trademark  of  Merrill  Lynch. 


Venture  Capital 


go  Tor  it ! 


use  your  library 


American  Library  Association 


UTILITIES 
COMPANY 


COMMON  STOCK  DIVIDEND 

The  Board  of  Directors  has 
declared  a  regular  quarterly  divi- 
dend of  55  cents  per  share  on  the 
common  stock  of  the  Company, 
payable  October  3,  1983  to  share- 
holders of  record  at  the  close  of 
business  September  9,  1983. 


PETER  B  TINKHAM 
Secretary 


Dallas,  Texas 
August  19,  1983 


Electric  Utility  Subsidiaries: 

Dallas  Power  &  Light  Company 
Texas  Electric  Service  Company 
Texas  Power  &  Light  Company 


*★* 

,  N.Y  Times 


RISTORANTE 
ITALIANO 
LUNCH  &  DINNER 
Amer.  Express  & 
Diners  Club 
251  E.  53rd  Street 
(Bet.  2nd&  3rd  Aves.) 
N.Y.C.753-845Q-1 


The  venture  capital  industry  has  been 
enjoying  new  success  that  has  brought 
entrepreneurs  a  bigger  piece  of  the  rock. 

BUSINESS  AS  USUAL 
NO  MORE 


By  Thomas  P.  Murphy 


Contrary  to  growing  opinion  among 
venture  capitalists,  the  world  did 
not  begin  in  August  1982.  To  clarify 
things,  what  did  begin  was  the 
Great  Bull  Market.  High-technolo- 
gy, high-growth  companies,  the 
kinds  venture  capitalists  deal  in, 
were  the  cutting  edge  of  that  mar- 
ket. To  quantify  this,  the  Dow  grew 
by  about  45%  from  August  to  Au- 
gust. Hambrecht  &  Quist's  Tech- 
nology Stock  Index  grew  82%.  It 
was  some  kind  of  year  for  venture 
capitalists,  all  right.  But  where  does 
that  leave  them  now? 

Wealthier,  of  course,  but  not  as 
flush  as  those  stock-price  increases 
imply.  They  are  mostly  paper  prof- 
its on  stocks  that  can't  be  sold  rap- 
idly because  of  legal  restrictions  or 
because  the  market  for  them  is  thin. 
Still,  a  lot  of  real  money  has  been 
made,  and  if  that  were  all  there  was 
to  it,  we  could  dismiss  the  past  12 
months  as  a  marvelous  fluke  and  go 
back  to  business  as  usual. 

For  better  or  worse,  however,  1 
don't  think  we  are  ever  going  back 
to  business  as  usual  in  venture  cap- 
ital. Success  does  things  to  people 
and  to  industries.  Neither  is  the 
same  after  it  comes.  Sixty  or  so  new 
partnerships  joined  the  venture  in- 
dustry last  year,  and  another  $1.8 
billion  was  pumped  into  the  sys- 
tem. More  important,  the  fancy 

Thomas  P  Murphy  heads  a  venture  capital 
firm,  Partnership  Dankist,  Stamford,  Conn. 


pricing  that  began  in  the  stock  mar- 
ket has  now  backed  its  way  through 
the  whole  venture  capital  industry 
Everybody  now  wants  more. 

Management  teams  want  a  biggei 
share  of  their  companies  from  the 
venture  capitalist.  Middle-rung  em; 
ployees  in  Silicon  Valley  companiej 
find  that  Friday  night  beer  busts  no 
longer  take  care  of  their  morale 
problems;  they  want  stock  or  stocl 
options,  and  never  mind  the  Michei 
lob.  The  venture  capitalists,  foj 
their  part,  would  like  a  bigger  share 
of  the  profits. 

The  result  is  that  the  way  thing: 
are  divided  up  in  the  venture  capital 
world  has  changed  radically.  Maybt 
too  radically. 

A  decade  ago  an  entrepreneu 
wholly  financed  with  a  ventun 
capitalist's  money  might  expect  tc 
keep  20%  to  25%  of  the  ownershi] 
of  the  business  for  himself  and  hi: 
managers.  Entrepreneurs  resentet 
giving  up  that  much  of  "their 
company,  and  there  were  alway 
asides  about  "vulture  capitalists. 
On  the  other  hand — from  the  ven 
ture  capitalist's  viewpoint — witl 
25%  going  to  the  entrepreneur, 
million-dollar  financing  reall' 
meant  that  the  venture  capitalis 
had  just  handed  an  almost  tota 
stranger  a  quarter  of  a  million  dol 
lars.  That,  after  all,  was  the  value  c 
the  entrepreneur's  share  of  thl 
company  as  soon  as  it  was  financec 
Often  the  entrepreneur's  financia 
risk  was  nothing. 
■  Fair  or  not,  the  numbers  hav 
changed,  and  a  more  common  spli 
today  is  probably  closer  to  50%  fc 
the  entrepreneurial  team  and  th 
other  half  for  the  investors.  Howe\ 
er,  it  does  vary  by  region.  In  Silico 
Valley,  where  competition  amon 
venture  capitalists  is  keen,  an  entre 
preneur  with  the  right  deal  can  ge 
as  much  as  60%  of  the  equity.  01 
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lie  East  Coast  40%  is  more  the 
Ijile.  Even  those  arrangements  un- 
Mvel  if  public  investors  get  in- 
B>lved  in  the  process  too  early, 
j  'hen  that  happens,  a  reasonable 
1  taring  of  risk/reward  among  the 
liirious  interested  parties — man- 
l.ement,  venture  capitalists,  public 
lock  purchasers,  etc. — can  drift 
jbm  reality. 

j  At  the  extreme,  as  Forbes  dem- 
iistrated  (Statistical  Spotlight,  Aug. 
y),  the  public  market  reception  for 
jotechnology  stocks  was  so  enthu- 
a  istic  that  the  pricing  of  those  is- 
les left  earthly  constraint.  On  av- 
lage,  the  public  put  up  65%  of  the 
I Dney  for  the  companies  and  ended 
|>  owning  24%  of  the  stock.  That 
ind  of  step-up  is  not  unreasonable 
■ir  se.  So  called  step-ups  in  valu- 
Ron  are  commonplace  as  compa- 
Ifes  move  from  their  high-risk, 
lirtup  phase  through  the  process  to 
fcturity.  It  is  unreasonable  when 
Ibre  never  was  any  real  private  risk 
Ibney  involved. 

'Where  will  it  all  end?  My  guess 
||  that  it  already  has — at  least  for 
lb  time  being.*  The  old  bull  mar- 
lit  seems  tired  and  indecisive. 
B.th  more  venture  capital  firms 
pd  much  more  money  in  the  in- 
Bstry,  the  entrepreneur  with  an 
Iractive  deal  now  has  the  bar- 
lining  power  on  his  side.  And  he 
lows  how  to  use  that  power.  Iron- 
Jflly,  the  one  party  in  the  whole 
Ipctrum  who  should  have  man- 
Kid  to  take  better  care  of  himself 
l.5arently  failed. 

Ji/Vhen  Kleiner  Perkins,  a  respect- 
Ij  and  highly  successful  San  Fran- 
|!co  venture  firm,  raised  a  new 
ind  earlier  this  year,  it  asked  for 
I  i  got  a  30%  share  of  the  profits 
Htead  of  the  traditional  20%.  Fur- 
ttrmore,  its  new  fund  was  huge — 
l:>0  million — and,  nevertheless, 
I  :rsubscribed.  It  looked  to  many 
1 1 venture  capital  as  though  there 
■U  would  be  another  dollop  of 
f  i>ting  on  the  cake. 
I'iut  it  has  not  turned  out  that 
l\y.  The  money  managers  rallied. 
y,e  bank,  a  major  investor  in  ven- 
Ije  partnerships,  simply  said, 
Jjan't  bother  to  come  in  if  you  are 
■ling  for  a  30/70  profit  split  in 
jltr  fund."  Selling  new  venture 
J:ds  with  a  carried  interest  much 
Slond  20%  became  sticky.  Most 
I  ture  capitalists  decided  they 
jild  live  with  20% .  ■ 


This  it  neither  an  offer  to  sell  nor  a  solicitation  oj  an  offer  to  buy  these  securities. 
Tlie  offer  is  made  only  by  the  Prospectus. 


August  18,  198.? 


741,783  Shares 

HELIX 

Helix  Technology  Corporation 

Common  Stock 


Price  $21  per  Share 


Copies  oj  the  Prospectus  may  be  obtained  in  any  State  in  which 
this  announcement  is  circulated  only  from  such  oj  the  under- 
writers  as  may  lawfully  offer  these  securities  in  such  Stale. 


Kidder,  Peabody  &  Co. 

A.  G.  Becker  Paribas    BIyth  Eastman  Paine  Webber    Alex.  Brown  &  Sons    Donaldson,  Lufkin  &  Jenrette 

Inrorpnrnlrd  Incorporated    ,  SccOritlea  Corporation 

Drexel  Burnham  Lambert 


E.  F.  Mutton  &  Company  Inc. 

Prudential-Bache 
Dean  Witter  Reynolds  Inc. 
Montgomery  Securities 
Oppenheimer  &  Co.,  Inc. 


Hambrecht  &  Quist 

 M- ■'    Incorporated 

Lehman  Brothers  Kuhn  Loeb  Merrill  Lynch  Capital  Markets 

Incorporated 

L.  F.  Rothschild.  Unterberg,  Towbin      Shearson/American  Express  Inc. 
Advest-,  Inc.  A.  G.  Edwards  &  Sons,  Inc. 

Moseley,  Hallgarten,  Estabrook  &  Weeden  Inc. 
Robertson,  Colman  &  Stephens  Thomson  McKinnon  Securities  Inc.  Tucker,  Anthony  &  R.  L.  Day,  Inc. 
Boettcher  &  Company  Burgess  &  Leith  Cable,  Howse  &  Ragen  Crowell,  Weedon  &  Co. 
F.  Eberstadt  &  Co.,  Inc.  Eppler,  Guerin  &  Turner,  Inc.  Janney  Montgomery  Scott  Inc. 

Johnson,  Lane,  Space.  Smith  &  Co.,  Inc.  McDonald  &  Company  Neuberger  &  Berman 

Piper,  Jaffray  &  Hopwood     Prescott,  Ball  &  Turben,  Inc      Robinson  Humphrey/American  Express  Inc 

Incorporated 

Sutro  &  Co.  Wheat,  First  Securities,  Inc.  Barrett  &  Company 

Incorporated 

Carroll  McEntee  &  McGinley  Herzfeld  &  Stern  McKinley  Square  Securities  Corporation 

Rowe  &  Pitman,  Inc.  Woodman  Kirkpatrick  &  Gilbreath 


Securities  Co 


Parker/Hunter 

Incorporated 


Your  legacy:  A  40-acre  ranch  and  a  way  of  life 


As  big  as  all  outdoors,  Forbes  Maga- 
zine is  now  offering  substantial  land 
for  skiers,  hunters,  naturalists  and 
lovers  of  America's  magnificent 
Old  West. 

For  the  pleasure  of  you  and  your 
family  today,  these  minimum  40- 
acre  ranch  estates,  adjacent  to  the 


Forbes  Trinchera  Ranch  in  southern 
Colorado,  will  be  an  important  leg- 
acy in  the  future  of  your  loved  ones. 

Prices  start  at  $25,000  with  down 
payment  as  low  as  1%  and  monthly 
payments  of  $250,  including  inter- 
est at  9%.  For  details  and  color 
brochure  write  or  phot 


Mr.  Errol  Ryland,  Manager 

FORBES  WAGON  CREEK  RANCH 

Box  303  K  K.  Fort  Garland,  Colorado  81 133  •  (303)  379-3263 

This  is  not  an  offer  to  sell  in  states  where  not  registered 
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When  the  Fed  uncorked  the  bottle  last 
fall,  the  booze  tasted  awfully  good.  But 
there  is  always  the  morning  after. 

ONE  MORE 
FOR  THE  ROAD 


By  Ashby  Bladen 


Last  year  the  fact  that  interest  rates 
remained  at  record  levels  long  after 
factory  sales  had  slumped  forced 
manufacturers  to  slash  their  invest- 
ment in  inventories.  This  year  in- 
ventories are  continuing  to  shrink, 
but  for  a  very  different  reason.  Now 
manufacturers  are  selling  their 
wares  considerably  faster  than  they 
are  producing  them. 

The  huge  increase  in  orders  for 
manufactured  goods  received  dur- 
ing June,  coupled  with  the  continu- 
ing decline  of  inventories,  makes  it 
clear  that  a  major  restocking  boom 
is  developing.  That  is  about  the  best 
economic  news  we  could  hope  for, 
but  I  have  been  telling  you  all  along 
that  economic  recovery  would  send 
interest  rates  soaring  to  levels  that 
would  make  most  stocks  look  thor- 
oughly unattractive  by  comparison. 

So  ever  since  last  October,  when 
the  Dow  was  about  1000,  I  have 
been  suggesting  that  prudence  dic- 
tated sitting  out  the  rest  of  the  rally 
on  the  sidelines.  It  turned  out  to  be 
quite  a  rally,  indeed,  but  I  make  no 
apologies.  A  missed  opportunity 
bruises  the  ego,  but  a  real  loss  in- 
flicts pain  on  the  pocketbook. 

Go  back  to  the  late  1920s,  after 
the  collapse  of  the  overleveraged 
Florida  land  boom  at  the  end  of  1926 


Ashby  Bladen  is  senior  vice  president  for 
investments  of  the  Phoenix  Mutual  Life  In- 
surance Co.  and  author  of  How  to  Cope 
with  the  Developing  Financial  Crisis. 


had  shown  that  the  main  force  driv- 
ing up  equity  values  was  an  exces- 
sive rate  of  debt  formation.  People 
who  got  out  at  that  time  missed  the 
fun  of  the  greatest  bull  market  in 
history,  but  the  people  who  lost  ev- 
erything in  the  subsequent  crash 
would  not  have  considered  that  lost 
fun  too  high  a  price  to  pay  for  finan- 
cial survival. 

The  reality  that  the  bulls  ignored 
in  1929  and  again  in  1983  is  that 
both  times  our  financial  system  had 
become  entrapped  in  the  steadily 
escalating  consequences  of  an  ex- 
cessive and  prolonged  credit  expan- 
sion. Those  consequences  are  com- 
plicated and,  in  some  respects,  con- 
tradictory. The  best  way  to  give  you 
an  overall  feeling  for  them  is 
through  an  alcoholic  metaphor. 

Borrowing,  like  booze,  makes  the 
partakers  feel  good  in  the  short  run, 
but  not  so  good  in  the  long  run.  The 
unpleasant  feelings  show  up  only 
when  you  stop  imbibing,  so  it  is 
tempting  to  conclude  that  the  rem- 
edy is  not  drinking  less  the  night 
before  but  downing  a  dram  of  the 
hair-of-the-dog  the  morning  after. 

As  long  as  we  stick  with  that  ap- 
proach, inflation  and  interest  rates 
will  tend  to  climb  precipitously 
during  business  expansions.  And 
during  contractions,  unemploy- 
ment and  bankruptcies  will  soar  un- 
til we  down  that  restorative  nip. 

Now  that  the  federal  government 
has  become  the  biggest  boozer  of  all, 
the  Federal  Reserve  is  stuck  with 
the  thankless  task  of  keeping  the 
party  from  getting  out  of  hand  by 
periodically  taking  the  bottle  away 
from  the  rest  of  us.  It  has  taken  the 
bottle  away  four  times  since  1965, 
but  most  of  our  doctors  of  econom- 
ics now  tell  us  that  the  cure  is  worse 
than  the  disease.  So  the  Fed  always 
puts  the  bottle  back  on  the  table 
when  the  economy  gets  the  shakes. 


The  financial  hair-of-the-dog  ap- 
proach has  always  been  as  popular 
with  debtors  as  the  alcoholic  one  is 
with  drinkers,  but  it  did  not  become 
universally  accepted  policy  until  it 
was  given  intellectual  respectabil- 
ity by  the  Keynesian  economists. 
They  argue  that  people  persistently 
try  to  save  more  out  of  the  incomes 
they  have  earned  producing  useful 
goods  and  services  than  the  busi- 
ness community  wants  to  borrow 
and  invest  in  the  tools  that  make 
those  productive  efforts  more  effi- 
cient. That  shortfall  causes  produc- 
tion and  incomes  to  decline  and  un- 
employment to  rise,  until  people 
can  no  longer  afford  to  save  more 
than  businesses  wish  to  invest. 

The  Keynesian  way  to  avoid  the 
shortfall  is  to  discourage  saving  and 
encourage  borrowing  and  spending. 
You  do  that  by  keeping  interest 
rates  low  and  running  a  modest  in- 
flation that  reduces  the  real  cost  of 
repaying  loans,  at  the  expense  of  the 
savers  who  were  stupid  enough  to 
provide  them.  Keynes  himself 
called  this  policy  "the  euthanasia  of 
the  rentier,"  and  by  now  most  of  the 
world's  savers  have  been  mercifully 
put  to  death.  Which  leaves  us  with 
the  problem  of  how  we  can  go  on 
financing  the  productive  real  in- 
vestments that  raise  the  standard  of 
living  in  the  absence  of  voluntary 
savings. 

There  are  two  possible  ways  of 
doing  that.  The  government  can  go 
on  borrowing  to  finance  invest- 
ment, despite  the  fact  that  nobody 
is  saving  anymore.  That  way  the 
real  resources  are  sweated  out  of  the 
people  by  an  inflationary  decline  in 
the  real  value  of  their  incomes. 
Most  developing  countries  have 
done  it  that  way  for  one-third  of  a 
century  or  more. 

Or  the  country  can  borrow  from 
abroad  the  savings  that  its  own  peo- 
ple no  longer  provide.  Most  devel- 
oping countries  have  done  that,  too. 
The  U.S.  is  also  borrowing  heavily 
abroad  to  finance  our  current  stan- 
dard of  living. 

Unless  we  want  to  see  long-term 
savings  to  finance  economic  pro- 
gress disappear  here,  as  they  already 
have  in  most  of  the  rest  of  the 
world,  we  will  have  to  sober  up 
sometime.  And  until  we  do,  the  fun- 
damental direction  of  interest  rates 
will  remain  up,  as  it  has  been  for 
more  than  30  years.  ■ 
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BUSINESS  OPPORTUNITIES 


CORPORATE  ITEMS 


CORPORATE  ITEMS 


LOOKING  FOR  NEW  BUSINESS  OPPORTUNITIES?  - 


General  Electric  I  1983  edition  o)  the  "New  Product/New  Butlneu  Digest  deicrlbes 
vver  500  ptodudt-arxHxoccuet  that  are  currently  available  lor  acquisition  Of  lie  en  ting 
o  use  or  manufacture  and  marker  yourteH 

Items,  large  and  small,  range  from  new  Inventions  and  R»D  spinoffs  to  fully 
developed,  tooled-up  products  from  a  variety  of  sources;  universities,  RAD  firms.  Govem- 
Ttent  agencies,  entrepreneurs  and  motor  companies  Including  G£.  You  may  And  the  one 
sroducl  you  need  lo  start  your  own  business,  or  add  to  your  product  line. 

Began  1}  years  ago  as  an  outlet  for  GE  Hems  only,  the  NP/NB  Digest  now  contains 
terns  from  sources  around  the  world. 

The  Illustrated  BVix  i  i  Inch  "New  Product/New  Business  Digest"  contains  over  60  pages 
and  includes  complete  names  and  oddresses  lor  direct  follow-up  The  1 9&3  Annual  Edition 
s  $59.00,  copy  ($75.00  copy  overseas)  Only  prepaid  orders  are  accepted.  NY  State 
eslderrts  add  sales  tax 


General  Electric  Company  •  Business  Growth  Services 
120  Erie  Blvd.  Room  126  •  Schenectady  MY  12305  USA 


GENERAL  ELECTRIC 


USA 


)USTRIAL  COMMERCIAL 
REAL  ESTATE 


U|  nu  "Go 


HONEY 
[  TO  BE 
|  MADE 

I  company  can  be  pan  of  the  most 
I  ing  industrial  development  project 
I  any  years.  The  Tenn-Tom  Water- 

■  System  is  rapidly  nearing  comple- 
fe  connecting  the  river  system  of  the 
Kland  of  America  to  the  Gulf  of 
I  co.  We  can  furnish  information  on 
b50  potential  industrial  sites  on  this 
w  system  in  Southwest  Alabama. 

■  having  500  acres  or  more  Con- 
kiAlabama-Tombigbee  Regional 
jhmission,  P.O.  Box  269, 

den.  Alabama,  36726,  Tele- 
He  (205)  682-4234. 


REAL  ESTATE 


BIG  HOLE  RIVER 

preeminent  fly  fishing  guide  busi- 
fin  Montana.  Beautiful  architect 
lined  home  on  the  river  bank — 
g  expansion  potential,  less  than 
, our  from  Butte.  Adjacent  comple- 
ary  property  available  also.  River 
t  residence  and  acreage  may  be 
iiased  without  business.  Contact 
[isive  Agents  for  Sellers: 
l&  Hall.  Inc..  P.O.  Box  1924. 
igs.  MT  59103  (406)  252-2J55. 


FREE  CATALOG 

Free  FALL  Catalog  describes  and 
I  farms,  ranches,  acreages,  recre- 
properties.  businesses,  town  and 
homes  in  46  states  coast  to  coast! 
[.pecify  type  and  location  preferred. 

•JITED  FARM  AGENCY 

612-Y  W.  47th  Street 
Kansas  Citv.  MO  64112 


LLOP  POLO  RANCH 

Big  Horn,  Wyoming 

rffering  of  over  1700  acres,  located 
of  the  most  spectacular  settings  in 
S.  Magnificent  improvements, 
ant  wildlife  and  one  of  the  oldest 
lields  in  the  U  S  Contact  Lowham 
-iates.  PO  Box  567,  Casper, 
ling  82602 

(307)  237-2507. 


es:  Capitalist  Tool 


BUSINESS  OPPORTUNITIES 

Established  businesses  located 
west  of  the  Mississippi  for  sale  by 
owners.  Many  owner  financed. 
All  price  ranges  available. 
Call  collect. 

Transportation  &  Related  Businesses 
Lodging  &  Related  Businesses 
Repair  Services 
Amusement  &  Recreation  Businesses 

AFFILIATED  BUSINESS 
CONSULTANTS 

Box  6339.  Dept  F.  Co.  Spgs  CO  80934 
(303)  630-8188.  Ext  14 
No  fee  to  buyer  involved 


5000  BUSINESSES 
FROM  COAST 
TO  COAST 
No  Brokerage  Commission 
Inquiries  &  listings  welcome 
BUSINESS  OWNERS 
MULTIPLE  LISTING  SERVICE 
Toll  Free  800-327-9630 
In  Fla  call:  305-462-2524 


COURSES  SEMINARS 
TRAINING  PROGRAMS 


LAW  STUDY  THROUGH 
CORRESPONDENCE 

Registered  Law  School 
Qualify  for  California  Bar  Exam. 

Phone  Toll  Free  800-423-4530 
Ca  residents  phone  800-362-7052 
SOUTHLAND  UNIVERSITY 
Dept  2 IB       35  N.  Craig  Ave. 
Pasadena.  CA  91 107 


Phenomenal  Profits  Report  Students.  Trader 
slates.  "Within  2  months  after  learning  the 
'Plank's  (, olden  Ratio  System,'  1  have  now 
Earned  as  much  money  as  I  will  in  the  Next 
Year  as  the  Controller  for  a  corporation.  The 
Phenomenal  Profit  Results  1  have  achieved 
have  even  Exceeded  your  advertisements  .  .  ." 
Only  System  where  Students  make  money 
Rated  'Best  Method'  by  the  #1  Advisory 
Newsletter  Market  secrets  unlocked.  Reason- 
ably priced.  Write  todav  for  FREE  Information. 
PI  PUBLICATIONS,  23130FM  Hartland  St., 
Canoga  Park.  CA  91307  (213)  346-2707 


CONSULTING 


BUSINESS  VALUATIONS 

For  Taxes.  Litigation,  ESOP.  Sale 
Comp.  Plans.  Consult  to  Law. 
Business.  Gov't  Tax  Authorities 

Expert  Court  Testimony 
AMBROSE/MANAGEMENT 
ADVISORS  INC. 
1200  Lincoln  #410.  Denver.  CO  80203 
303/571-0111 


Hampton  Stall,  £td. 


THE  EXECUTIVE  COLLECTION 
Hampton  Hall  Ltd  ,  the  leading  manufacturer  of  corporate  neckware,  will 
design  a  handsome  he  and  scarf  for  your  company,  or  school  Add  to  this  a  leather 
bound  wallet  and  a  belt  of  the  same  motif  and  you  have  the  Hampton  Hall 
executive  collection  Custom  designed  tote  bags  and  hats  are  also  available.  For 
additional  information  and  brochure,  please  call  or  write:  (min  order  150  units) 
HAMPTON  HALL  LTD  ,  220  5th  Ave.,  Suite  903-04,  N  Y.,  N.Y.  10001    (212)  685-2440 
 Dept.  FB9 


TRAVEL 


Hideaways  Guide 


World  wide  listings  of 
private  vacation  homes/ 
condos  for  rent. 
fen  ^[FiiaHii 'T  exchan9e  &  sale  Also 

Hb»  yacht  cnar,ers  3r>d 
•*kJ5fc5r- J"*--  country  inns. 

Photos,  descriptions,  and  contact. 


POB  1459F  Concord    MA  01742 

For  FAST  ACTION  call  617-369-0252  now! 


Cruise  beautiful  French  canals 
on  hotelboat!  Superb  French 
cuisine.  Relax  on  sundeck  or 
cycle  alongside  while  floating 
through  Burgundy.  Visit  pictur- 
esquevillagesandchateaus.  In- 
dividuals or  charter  group  (max- 
imum-12)  Paris  pickup.  HORI- 
ZON, 215  N.  75th.  Belleville,  IL 
62223,  800-851-3448  Hemphill: 
Harris  Travel.  General  Sales  Agent. 


MISCELLANEOUS  FOR  SALE 


GENUINE  GEMSTONES  AND 
JEWELRY 

Free  wholesale  catalog. 
Satisfaction  guaranteed! 
Member  Jewelers  Board  of  Trade. 
Chamber  of  Commerce 
HOUSE  OF  ONYX 
No.  1  MAIN  ST. 
GREENVILLE,  KENTUCKY  42345 
TOLL  FREE  SERVICE  1-800-626-8352 


MARKETING 


Enjoy  marketing  either  your  product  or 
service  through  the  exciting  world  of 
Formula  auto  racing  sponsorship.  You 
will  enjoy  the  pleasure  of  travel  and 
entertaining  clients  at  exciting  world 
class  events.  Impressive  demograph- 
ics. For  information,  call  (516) 
759-1610  or  write  RSR,  86  Forest  Ave- 
nue. Glen  Cove,  NY  11542,  ATT: 
Business  Manager. 


EXECUTIVE  GIFTS 


Plains  Indian  Art  8c  Artifacts. 

Free  Catalog  shows  painted  shields,  mounted  trophy  buffalo 
skulls  war  arrows,  peace  pipes  chokers  breast  plates,  war 
clubs,  tomahawks,  lances  horse  dance  sticks  star  quilts  and 
more  Exclusive  source  Mand  made  with  traditional  tools  and 
authentic  materials  Many  have  interesting  stories  lo  tell  from 
Cheyenne  Sioux  and  Blachfoot  heritage  Collector s  Items, 
unique  gifts  and  stunning  ..  M  decorations 


PRAIRIE  EDGE 

Rapid  City  South  Dakota  57701  * 


SAVE  S  ON  COMPUTERS  &  CALCULATORS 


H-P  41CV  $219.95  —  HP-41C 
$169.95  —  HP-12C-15C-16CC 
$99.95  —  HP-75C  $699.95  — 
Commodore  64K  $189.95"  — 
Commodore  portable  color  64 
$895  00  —  TI-99  4A  $99. 95"  — 
Tl  CC40  Port  Comp  $199.95  — 
Mattel  Int.  $49.95'  —  Mattel 
Aquarius  Comp  $79.95*  — 
Timex  Computer  $39  95  —  Atari 
1 200XL  $349.95  .  .  .  Epson 
$369.95,  Star,  Okidata,  NEC, 
Diablo     and     more  printers. 

'call  us  for  explanation 

OSC  — PO  Box  74545,  LA,  Cal 

90004  —  800        421-8045  or 

213-739-1130  —  In  Cal  800 
252-2153.  VISA  MC. 


EXECUTIVE  SERVICES 

^NECKTIES L  ev0Ur 

*  NARROW ^shion  0bs0|es- 
'"'de  ^  n  nar  ow  your  ^sioa 
-  cence>We«na"°    v  desired 
s^s^3'^2  5oUeachsetof 
width)  .Send  Sl2.su 
3  l'esuM  TIES  CO  .  44  Monterey 


FOR  INFORMATION  ON  FORBES  CLASSIFIED  CALL  LINDA  L0REN  AT  (212)  620-2440 
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ACS  America  143 

Aetna  Casualty  &  Surety  41 

Air  Express  International   214 

Allen  &  Co    215 

Allis-Chalmcrs  43 

American  Brands  29 

American  Can  42 

American  Express  8,  38,  42 

American  General  Capital  42 

American  Health  Capital    41 

American  Medical  International  84 

American  Municipal  Bond  Assurance   41 

American  Telephone  & 

Telegraph  21,  23,  98,  158,  206,  231,  232 

AMR  103 

Applied  Per.pheral  Systems  168 

Archer-Daniels-Midland  92 

Ashkcnazy  Enterprises  54 

Atlantic  Resources  Ltd  |Ireland|  49 

Baldwin-United    41,  162 

Bank  of  Nova  Scotia  |Canada)  43 

Banque  de  Paris  (Francel  43 

Bass  Brothers  Enterprises  103 

Beneficial   33 

Berkshire  Hathaway   6 

Boise  Cascade  43 

Boone  Valley  92 

Borden  92 

Brunswick  138 

Burger  King  :  134 

California  Portland  Cement  43 

California  Technology  Stock  letter   214 

Campbell  Soup  130 

Canadian  Imperial  (Canadal  43 

Capitol  Bank  &  Trust   158 

Capitol  Publications  206 

Cargill  92 

Carson  Pirie  Scott  &  Co  203 

Celanese  1 75 

Chart  House  126 

Chase  Manhattan  54 

Chi  Chi's  126 

Chromalloy  14 

CIGNA  232 

City  Federal  Savings  &  Loan  |N|)  152 

CLC  of  America  14 

Colgate  206 

Communications  Daily  206 

Consolidated  Edison  33,  203 

Consolidated  Freightways    214 

Continental  Illinois  National  Bank  143 

Control  Data  108 

Cordis  183 

Cray  Research  108 

CSX  14 

Dastek  168 

Denny's  1 26 

Dime  Savings  Bank  ot  New  York  152 

D'Lites  of  America  134 

Dravo  14 

Dysan  168 

Esmark   214 


Farmland  «.  92 

Faultless  Starch/Bon  Ami  206 

First  lersey  Securities  232 

Fitzwilton  llrclandl  49 

Fuiitsu  Ltd  llapanl  108 

General  Electric    41,  214 

General  Mills  126 

General  Reinsurance   41 

Gcrbcr  Technical  „  120 

GHR  43 

GTE   214 

Gulf  &  Western  138 

Gulf  Oil  49 

Harris  98 

HBO  &  Co  18 

HJ  Heinz  49 

Hitachi  Ltd  llapan)  108 

Hospital  Corp  of  America  84 

HRT  Industries  228 

Humana  84 

Hungry  Tiger  126 

EF  Hutton    206 

Hyatt  228 

IMS  International    215 

Ingcrsoll-Rand  29 

Intermedins  183 

International  Business 

Machines   14,  84,  108,  214,  216 

International  Telephone  c»  Telegraph  98 

InterNorth   215 

Investors  Diversified  Services  42 

Katy  Industries    215 

Kekst  &  Co   162 

Kemper    41 

Kirby  Exploration  14 

Kleiner  Perkins  238 

Kraft  92 

LandO'Lakes  6,  92 

Lazare  Kaplan  is.  Sons  10 

Lehman  Brothers  Kuhn  Loeb   41,  162 

Lloyds  Bank  |UKI  43 

Manvillc  228 

Marshall  Field  203 

MasterCard  8 

MCI  Communications  120,  214 

Medtronic  183 

Mellon  Bank   41 

Merrill  Lynch  ,  41,  164 

Mesta  Machine  228 

Millaney.  Grant,  Mallet  is>  Mulcahy  (UKI  38 

Monsanto  175 

Morgan  Stanley    215 

Mosbacher  Production  1 14 

MTV  38 

Municipal  Bond  Insurance  Association  41 

Naugles  126 

Nippon  Gakki  Ltd  llapanl  198 

Northwest  Energy    215 

Ocean  Spray  Cranberries  92 

Osborne  Computer  14 

Panhandle  Eastern   215 

Panbas  Group  (Francel  43 


|C  Penney  201 

People's  Savings  Bank  153 

Pergamon  International  Information  14] 

Peterson  Blyth  Cato  Associates  ,9 

Philadelphia  Saving  Fund  Society  151 

Pioneer  Standard  Electronics  31 

Provident  National  Bank  223 

Procter  &  Gamble  201 

Prudential-Bache  164 

Rank  Xerox  |UK|....  84 

RCA  31 

Revere  Copper  &  Brass  221 

R|  Reynolds  221 

Reynolds  Industries  2( 

Rhone-Poulenc  (Francel  161 

Rockwell  International  141 

Rohm  6>  Haas  17 

Rolm  9 

Royal  Bank  ot  Canada  (Canadal  41 

Royal  Dutch/Shell  Croup  iNetherlands/UKI  17l 

Sabin  Commodities  204 

Sabin  Metals  20( 

Salomon  Brothers  16j 

Salt  Free  Gourmet  131 

Savings  Bank  of  Puget  Sound  15 

Scranton  Manufacturing  19 

Seagate  Technology  16 

Sears,  Roebuck  20 

Smith  Barney,  Harris  Upham  16 

Sony  (Japan)  3 

Southeast  Securities  of  Florida  23 

Sunkist  9j 

Suzuki  Motor  Ltd  llapanl  19 

Swiss  Bank  (Switzerland)  4, 

Telephone  Wi/vws  Neuk  20 

Texas  Eastern    21 

Texas  Gas  Transmission  1 

Thom-EMl  Ltd  .UK)  3 

Tiger  International  4 

Tomorrow  IS 

Transco  Energy  11 

Transway  International   4 

Travelers  4 

Twin  City  Barge  1 

Tym  share  21 

Unilever  NV  | Netherlands/UK)  23 

Ummcd  4 

Union  Oil  4 

United  States  Steel  U 

US  Billiards  3 

US  Home  .-.  4] 

USA  Cable  Network  

Video  Music  International  3 

Visa  

Voluntary  Hospitals  ot  America   4 

Wang  Laboratories    21 

Warner  Communications  2 

Washington  Public  Power  Supply  System  It 

Western  Addition  Manpower  Services  

Western  Electric  t  9 

Western  Union    21 

Wickes  Cos  4 


Do  you  know  anybody 
who  is  somebody  in  business 
who  does  not  read 
Forbes  Magazine? 

Forbes: 
Capitalist  Tool 
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Flashbacks 


Edited  by  Dero  A.  Saunders 


"The  more  things  change. .  . ." 
Items  from  past  issues  of  Forbes 

•ixty  years  ago  in  Forbes 

rom  the  issue  of  September  15,  1923) 

So  vast  an  area  of  Japan  has  been 
evastated  by  the  greatest  earthquake 
1  the  history  of  the  country  that  the 
:tual  loss  of  life  and  property  will 
ot  be  known  for  some  time.  At  least 
ve  big  cities  have  been  almost  wiped 
ut,  and  it  is  estimated  that  at  least 
DO, 000  people  perished.  The  amount 
eeded  for  rehabilitation  is  figured  at 
5  billion.  It  is  not  unlikely  that  a 
.rge  reconstruction  loan  will  be 
oated  in  this  country." 

rroubles,  it  is  said,  never  come  sin- 
y.  Earthquakes  haven't  been  con- 
ned to  Japan.  The  business  structure 
is  been  subjected  to  several  shocks 
:  earthquake  seriousness.  Mussolini 
d  his  best — or  worst — to  throw  Eu- 
ipe  into  war  by  his  precipitate  sei- 
aie  of  Greek  possessions.  The  Ger- 
t  an  mark  collapsed  to  more  than  16 
jillion  for  $1,  bringing  Germany  to 
j.e  brink  of  social  and  economic  di- 
ster.  The  Japanese  calamity  was  in- 
litely  more  disastrous  than  any- 
ing  of  its  kind  in  modern  times, 
emoralization  gripped  our  very  im- 
brtant  oil  industry.  The  negotiations 
:tween  coal  mine  owners  and  work- 
s  led  only  to  a  strike.  .  .  . 
"How  did  the  financial  community, 
e  security  markets  and  the  business 
\oild  act  under  such  provocation  to 
j  come  panicky?  Each  stood  up  most 
hpressively." 

or  ages  the  libel  has  been  current 
|at  the  women  of  Chicago  had  the 
^'gest  feet  of  any  females  in  the  re- 
|blic.  The  shoes  they  wore  were 
Ij'med  'gunboats.' .  .  . 
;i  "Now  comes  the  official  report  of  the 
ijitional  Association  of  Chiropodists 
llowing  that  Chicago  women  have 
[  en  grossly  libeled.  Instead  of  having 
[j;  feet,  they  have  tootsies  as  small  as 
(bse  of  any  other  women  of  America 
j  d  smaller  than  most  of  them.  St.  Paul 
omen  rank  highest  in  generous  un- 
jrpinning,  while  the  men  of  Philadel- 
ilia  and  St.  Louis  are  tied  in  the  ques- 

I  nable  honor  of  big  feet." 

nHMHHHHHMHMMM 

fty  years  ago 

member  12.  1933) 

/hat  rejoicing  in  a  community 
jien  it  is  announced  that  the  govern- 
:nt  has  agreed  to  lend  or  spend  mil- 


"California's  rersion  of  the  usually  ramshackle  tourist  camp  is  the  'motor  court' 


lions  on  the  construction  of  some  lo- 
cal project!  The  newspapers  proclaim 
in  large  type  how  many  men  will  be 
given  work  for  such-and-such  a  peri- 
od. It  is  the  furnishing  of  employment 
which  usually  is  hailed  as  the  greatest 
desideratum.  .  .  . 

"Does  it  ever  occur  to  us  to  feel 
grateful,  even  in  these  days,  to  organi- 
zations that  employ  many  thousands 
of  men,  paying  them,  not  from  tax 
money  we  ourselves  contribute,  but 
out  of  their  own  treasuries?  If  we  so 
loudly  applaud  the  government  for  cre- 
ating work  at  our  own  expense,  should 
we  not  applaud  still  more  enthusiasti- 
cally and  gratefully  private  enterprises 
that  furnish  far  more  employment?" 

— B.C.  Forbes 

"The  past  summer  has  seen  the  pre- 
testing of  products,  to  save  money 
which  might  otherwise  be  wasted  in 
promoting  unsalable  articles,  enter  a 
new  field — the  theater.  For  several 
years  summer  theaters  have  been 
flourishing  in  small  towns.  Until  the 
summer  of  1932,  the  primary  object  of 
the  summer  theaters  was  to  make 


In  Sept.  1933  Forbes  took  a  nostalgic 
look  hack  at  the  first  high-proclnction  U.S. 
car,  this  one-cy  lit  icier  curved-dash  Olds, 
of  which  4,000  tvere  sold  in  1900 


money  for  their  operators.  .  .  . 

"In  1932,  however,  several  new 
plays  were  introduced  to  summer  au- 
diences, seven  of  which  made  their 
appearance  on  Broadway  the  follow- 
ing winter.  During  the  summer  just 
ended,  the  presentation  of  new  plays 
has  taken  hold  with  a  bang,  with  141 
making  their  debut.  The  object  of 
each  tryout  was  the  same:  to  test  the 
audience's  reaction,  to  give  the  direc- 
tor a  visual  picture  of  the  play,  and 
thus  to  prevent  large  expenditures  in 
the  Broadway  production  of  a  play 
which  might  turn  out  to  be  a  'flop.'  " 

Twenty-five  years  ago 

(September  15.  195S) 

"For  many  years  now  the  editors  of 
Forbes  magazine  have  taken  a  deep 
interest  in  the  difficult  struggle  being 
waged  by  the  six  New  England  states 
to  keep  from  being  left  behind  in  the 
economic  race.  In  general,  we  have 
found  that  the  Yankees  were  making 
gradual  but  determined  progress.  Elec- 
tronics and  other  technologically  ad- 
vanced industries  have  been  nursed 
along  to  replace  the  vanishing  textile 
mills.  New  skills  have  developed  as  the 
demand  for  spinners,  weavers  and  the 
like  have  declined.  If  New  England  has 
not  quite  kept  up  with  most  of  the  rest 
of  the  nation,  it  has  utterly  confounded 
the  prophecies  of  the  doom-criers  who 
predicted  that  that  hardy  region  was 
heading  for  economic  senility." 

— Malcolm  S.  Forbes 

"Credit  card  organizations,  which 
have  mushroomed  in  the  past  few 
years,  are  now  getting  some  stiff  com- 
petition. Smouldering  over  the  5%  to 
7%  cut  demanded  by  the  credit-card- 
ers, the  big  Hilton  and  Sheraton  Corp. 
hotel  chains  are  considering  setting  up 
their  own  systems." 
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The  time  may  come  when 
an  evil  man  or  one  who 
has  no  clear  senre  of 
values  simply  cannot  be 
an  effective  administrator. 
Stanley  F.  Teele 


An  idealist  is  a  person 
who  helps  other  people 
to  be  prosperous. 
Henry  Ford 


In  the  U.S.,  doing  good  has 
come  to  be,  like  patriotism, 
a  favorite  device  of  persons 
with  something  to  sell. 
H.L.  Mencken 


The  by-product  is  sometimes 
more  valuable  than  the  pioduct 
Havelock  Ellis 


We  can  have  democracy  in  this 
country  or  we  can  have 
great  wealth  concentrated 
in  the  hands  of  a  few, 
but  we  can't  have  both. 
Louis  D.  Brandeis 


There  is  always  plenty 
of  capital  for  those  who 
can  create  practical  plans 
for  using  it. 
Napoleon  Hill 


All  history  has  been  a 
history  of  class  struggles 
between  do>  linated  and 
dominating  classes  at  various 
stages  of  social  development. 
Friedrich  Engels 


You  must  offer  a  benefit 
to  assure  cooperation. 
This  applies  to  marketing, 
advertising,  employee  and 
employer  relations  and  your 
everyday  dealings  with  people. 
Robert  Half 


Feed  the  musician, 
and  he's  out  of  tune. 
George  Crabbe 


Thoughts 

on  the  Business  of  Life 


The  really  difficult  moral 
issues  arise,  not  from  a 
confrontation  of  good  and 
evil,  but  from  a  collision 
between  two  goods. 
Irving  Kristol 


/  once  asked  one  of  America  's 
foremost  financiers  what  he 
considered  the  acme  of  business 
success,  //is  reply  came 
promptly:  "To  establish  and 
place  on  a  sound,  permanent 
basis  a  business  affording 
employment  to  a  large  number 
of  fellow  beings  at  wages 
enabling  them  to  lire  in 
comfort  a)  id  happiness. " 
B.C.  Forbes 


I  want  there  to  be  no  peasant 
in  my  kingdom  so  poor  that  he 
is  unable  to  have  a  chicken  in 
his  pot  every  Sunday. 
Henry  IV 


Civilization  is  a  method  of 
living,  an  attitude  of  equal 
respect  for  all  men. 
Jane  Addams 


A  really  great  man  is  known  by 
three  signs:  generosity  in  the 
design,  humanity  in  the  execution, 
moderation  in  success. 
Otto  von  Bismarck 


They  say  that  it's  hard 
for  men  to  agree.  You'd 
be  surprised  how  easy  it 
is — when  both  parties  hold 
as  their  moral  absolute 
that  neither  exists  for 
the  sake  of  the  other 
and  that  reason  is  their 
only  means  of  trade. 
Ayn  Rand 


More  than  3.000  "Thoughts,"  indexed  by 
author  and  subject,  are  available  in  a  574- 
page  book  at  $13.95.  Send  check  and  order 
to:  Forbes  Inc.,  60  Fifth  Ave.,  New  York,  N.Y. 
10011.  Add  appropriate  sales  tax  on  New 
York  State  orders. 


Success  comes  not  from  doing 
what  you  want  to  do,  or  what 
you  like  to  do.  Success  comes 
from  doing  what  you  have  to  do. 
Frank  Tyger 


Economics  is  only  partly 
an  economic  problem.  It 
also  is  a  question  of  fair 
treatment,  power  and  values. 
Who  suffers,  who  gains? 
Who  pays,  who  benefits? 
Arthur  Dobrin 


Grant  graciously  what 
you  dare  not  refuse. 
George  Gallup 


A  Text . . . 

Walk  in  wisdom  toward 
them  that  are  without, 
redeeming  the  time. 
COLOSSIANS  4:5 


Sent  in  by  Eleanor  Barber,  Forest  Hills,  N  Y 
What's  your  favorite  text?  The  Forbes  Scrapi 
book  of  Thoughts  on  the  Business  of  Life  I 
presented  to  senders  of  texts  used. 


If  a  free  society  cannot  help 
the  many  who  are  poor,  it  cannot 
save  the  few  who  are  rich. 
John  F.  Kennedy 


True  human  progress,  that 
which  can  be  linked  to 
evolution,  and  which  prolongs 
it,  can  only  consist  in 
perfecting  and  ameliorating 
man  himself  and  not  in 
improving  the  tools  he 
employs,  nor  in  increasing 
his  physical  well-being. 
Lecomte  du  Nouy 
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VIEWS  OF  NORTHERN  IRELAND 
RARELY  SEEN  IN  THE  MEDIA 


iughes  Tool  Company,  Castlereagh,  Co.  I 


ttLast  year 
98%  of  our 
shipments 
were 
delivered 
on,  or 

ahead  of, 
schedule.39 

Noel  Irwin,  Plant  Manager, 
Hughes  Tool  Company. 


Mourne  Mountains.  Co.  Down. 


Down 

Good  news  from  Northern  Ireland 
is  normal  for  U.S.  companies  who 
have  invested  there. 

Hughes  Tool,  for  example,  gets 
excellent  productivity  from  its  plant, 
now  in  its  30th  successful  year. 
That's  a  fact-here  are  more. 
Northern  Ireland  has  one  of  the 
best  labor  relations  records  in  the 
world  and  wage  rates  competitive 
with  any  in  Europe. 

These  kinds  of  facts  have  impressed 
the  many  U.S.  companies  who  operate 
profitably  in  Northern  Ireland. 
We'd  like  you  to  have  more  facts. 
Call  or  write  Ian  Walters  at  the 
address  below. 

Northern  Ireland 

Judge  us  on  the  facts 

ustrial  Development  Board  for  Northern  Ireland,  British  Consulate  General.  150  East  58th  Street  New  York  NY  10155  (212)  593-2258 


IDB 

Northern 
Ireland 


C 1983  Allied  0 


Of  all  the  world's  great  thinkers,  which  is  the  greatest? 

A  single  chip  can  already  remember  over  256,000  pieces  of  information.  And  come  up 
with  answers  in  milliseconds.  Will  chips  ever  be  able  to  reason  like  people?  We'don't  know. 
But  there's  certainly  no  question  they're  a  powerful  tool  with  enormous  potential. 

Allied  is  helping  them  reach  that  potential.  We  introduced  the  first  ultra-pure  chemicals 
that  help  make  it  possible  to  pack  even  more  information  on  each  chip. 

Today,  we're  the  largest  U.S.  supplier  of  materials  (chemicals  and  precision 
electronic  components)  to  the  semiconductor  industry.  And  a  leader  in  R&D.  We're  -      A    We  IDS 

going  to  stay  a  leader.  Helping  chips  become  smarter  can  only  help  us  profit.  businQ 
You  don't  have  to  be  Einstein  to  see  that.  .f«* 


Chemicals/Fibers  &  Plastics/Oil  &  Gas/Electronics/Aerospace/Automotive/lndust/ial/Health  &  Scienth 


NOW  YOU  CAN  PROVIDE  A  SUPERIOR 
IRA  PROGRAM  WHILE  HAROUT  LIFTING  A  FINGER 


Now  that  IRAs  are  available 
en  to  wage  earners  with  pension 
ans,  your  employees  are  proba- 
V  thinking  about  them  right  now. 
And  wondering  if  you  are  going 
make  available  an  IRA  program 
supplement  their  retirement 
:ome. 

Realizing  this,  Metropolitan  is 
ady  to  provide  your  employees 
th  a  program  that  requires  mini- 
il  effort  on  your  part  and  involves 
actically  no  cost  to  you. 
It's  Metropolitan's  Metromatic 
A  Program. 

All  you  do  is  arrange  for  payroll 
ductions  by  your  employees, 
i  stropolitan's  trained  profession- 
5  will  hold  one-on-one  interviews 
th  your  employees  to  discuss 
e  benefits  provided  by  an  IRA 


and  assist  them  in  establishing 
their  own  IRAs  for  amounts  up  to 
12,000.  The  administrative  details 
will  be  handled  by  Metropolitan 
and,  with  your  cooperation,  the 
program  will  be  communicated  to 
your  employees. 

In  addition,  Metropolitan  will 
provide  a  sound  and  attractive 
vehicle  for  the  IRA  contributions— 
the  Flexible  Retirement  Annuity 
Contract. 

All  of  your  employees  who  are 
interested  in  providing  for  retire- 
ment on  a  tax-deferred  basis  will 
welcome  this  unusually  beneficial 
IRA  program.  It  features  an  op- 
tional provision  that  will  continue 
payments  to  the  employee's  IRA 
in  the  event  of  total  disability.  It 
has  flexible  options  which  allow  use 


of  the  IRA  to  provide  retirement 
income.  Under  this  program, 
employees  can  even  continue  their 
IRAs  should  they  leave  the 
company. 

Metropolitan,  because  of  its  vast 
financial  and  human  resources,  is 
equipped  to  serve  a  company  of 
any  size  and  in  any  location. 
Arranging  for  Metromatic  IRA  is  a 
simple  matter.  Just  contact  your 
local  Metropolitan  office  and  ask  to 
have  a  representative  call. 

This  is  a  chance  to  make  a  favor- 
able impression  on  your  employees 
at  practically  no  cost  and  with  vir- 
tually no  effort. 


5  2  Metropolitan 

bap   Insurance  I  Companies 


METROPOLITAN  REALLY  STANDS  RY  YOU. 


Life/Health/Auto/Home/Retirement 


J82  Metropolitan  Life  Insurance  Co.,  New  York,  N  Y. 


executive's  telephone  of  tomorrow? 
Today?  GEE!" 
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(No,  GTE!) 


GTE's  XT300  is  more  than  just  a  voice/ 
ta  terminal,  it's  a  highly  '  sophisticated 
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Theory  versus  practice 

News,  one  adage  has  it,  is  what  hasn't 
happened  before  or  what  you  hadn't 
known  about  before.  Our  story  on  the 
investment  genius  of  John  Maynard 
Keynes  in  this  issue  (p.  42)  falls  into  the 
latter  category.  It  has  its  origin  in  our 
cover  story  earlier  this  year  on  Joseph 
Alois  Schumpeter  (May  23).  There  we 
strongly  suggested — "made  the  case" 
seems  immodest — that  the  Austrian 
had  the  profounder  sense  of  where  the 
world  was  going.  But  if  that  is  so,  Editor 
James  Michaels  asked  Laury  Minard, 
then  our  European  Bureau  Manager, 
why  did  Keynes,  not  Schumpeter,  die  a 
self-made  wealthy  man?  How  explain 
the  paradox  between  theoretical  and 
practical  greatness  in  economic  mat- 
ters? Minard  would  not  let  the  question  lie. 

The  standard  work  on  Keynes,  Sir  Roy  Harrod's  Life  of  John  Maynard 
Keynes,  is  almost  silent  on  the  moneymaking  talents  of  its  subject. 
Minard  found  the  Essays  on  John  Maynard  Keynes,  edited  by  Keynes' 
nephew  Milo  Keynes,  far  more  enlightening.  This  collection  includes 
a  brief  memoir,  "Keynes  in  the  City,"  by  the  late  Nicholas  Davenport, 
who  in  the  1930s  was  a  director  of  a  London  insurance  company  of 
which  Keynes  was  chairman.  In  investment  matters,  Davenport 
showed  Keynes  to  be  a  man  of  interesting  convictions,  fiercely  held 
and  heretical  at  the  time  (many  still  are). 

A  more  important  break  came  a  few  days  later.  Rummaging 
through  the  new-books  shelves  in  London's  The  Economist  Book- 
shop, Minard  stumbled  on  Volume  XII  of  The  Collected  Writings  of  John 
Maynard  Keynes.  This  was  a  work  devoted  to  Keynes'  sometimes 
blunt,  always  commonsensical  correspondence  with  his  City  asso- 
ciates. Example:  "It  is  safer  [Keynes  wrote  in  1938]  to  be  a  speculator 
than  an  investor  in  the  sense  of  the  definition  which  I  once 
gave  .  .  .  that  a  speculator  is  one  who  runs  risks  of  which  he  is  aware 
and  an  investor  is  one  who  runs  risks  of  which  he  is  unaware." 

One  look  at  that  and  other  passages,  Minard  recalls  saying  to 
himself,  "and  the  story  would  obviously  write  itself."  Not  quite,  but 
we  think  you  will  find  Minard's  effort  unusually  rewarding. 

Play  ball 

We  are  bracing  for  a  torrent  of  letters,  not  all  of  them  heaping  praise, 
on  our  cover  story,  "The  science  of  hitting  a  baseball,"  by  Senior 
Editor  Stephen  Kindel  (p.  180).  Some,  we  suppose,  will  be  from  those 
who  will  insist  that  we  have  ignored  the  real  heroes  of  the  game,  the 
pitchers.  It  is  good  pitching  that  produces  pennants,  we  will  be  told. 
We  wish  to  state  here  that  we  agree,  although  major  league  owners 
don't  seem  to.  Starting  pitchers,  our  research  reveals,  are  the  women 
of  baseball — hugely  discriminated  against  despite  their  endless  toil, 
paid  only  59  cents  for  every  dollar  the  average  fielder  is  paid.  We  write 
about  hitting,  nevertheless,  because  at  least  something  can  be  said 
about  it.  Pitching  is  beyond  analysis.  Once  upon  a  time  there  was  a 
young  and  wonderfully  gifted  left-hander  in  Cleveland,  Herb  Score, 
who  said  it  all:  "Only  God  can  give  you  the  fastball." 
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The 

$22,000 

question 

^^^^^ 


If  you  could  have  a  reliable  copier 
that  costs  $22,000  less  than  other 
copiers  in  its  class,  which 
copier  would  you  buy? 


If  your  answer  is  the  IBM  Series  III  Model  60  Copier/ 
Duplicator,  you're  a  winner.  Because  you're  getting  a  high 
performance  copier  that  makes  top  quality  copies. 

A  copier  that's  extremely  reliable:  There's  an  IBM  computer 
inside  which  monitors  key  functions  33  times  a  second. 

A  copier  that's  simple  to  use:  It  can  automatically  reduce  a 
computer  printout  as  easily  as  it  can  copy  and  collate  50  pages. 

The  Model  60  gives  you  all  the  features  you'd  expect  in  an 
advanced  copier.  At  a  price  you  don't  expect*  (You  can  lease  at 
attractive  rates,  too.)  You  see,  at  IBM,  we're  continually  seek- 
ing to  increase  our  products'  performance,  but  at  prices  that 
make  them  exceptional  values. 

And  we're  building  ever)'  copier  with  that  in  mind. 


IBM  Series  III  Model  60  Copier/Duplicator  7 

Write  today  to  IBM,  DRM,  Dept.  1Z3,  400  Parsons  Pond  Drive, 
Franklin  Lakes,  New  Jersey  07417. 

D  Please  send  me  a  free  brochure. 

□  Please  have  an  IBM  representative  call  me  to  arrange  for  a  free 
demonstration. 


STREET  ADDRESS. 

cm  


-STATE  - 


BUSINESS  PHONE. 


Call        Direct  1  800  1BM-2468  Ext. 


'Comparison  based  on  manufacturers'  prices  as  of  5/26/83  for  plain-paper  copiers  with  reduction,  aulomatic  document  feed,  collator  and  a  raled  speed  of  70  copies  per  minute. 


Trends 


Edited  by  John  A.  Conway 


Outfitting  the  Olympians 

Members  of  the  U.S.  Senate  took  time 
off  from  affairs  of  state  last  month  to 
vote  their  preferences  for  official  pa- 
rade outfits  to  adorn  the  U.S.  team  at 
the  1984  Los  Angeles  Olympics.  Levi 
Strauss  &  Co.,  the  team's  official  hab- 
erdasher, offered  the  solons  three  en- 
sembles: red  blazer  and  white  skirt  or 
trousers  (the  "classic"  style);  blue  den- 
im jacket  with  white  jeans  or  skirt,  red 
scarf,  cowboy  hat  and  boots  ("west- 
ern"); or  red,  white  and  blue  warm-up 
suit  with  sneakers  ("active").  The  64 
senators  who  answered  showed  the 
Republicans  largely  conservative:  26 
of  the  39  polled,  including  Howard 
Baker  of  Tennessee  and  Ted  Stevens  of 
Alaska,  voted  "classic."  A  group  of 
western  Republicans,  on  the  other 
hand,  including  Paul  Laxalt  of  Nevada 
and  John  Tower  of  Texas,  preferred 
"western."  The  Democrats,  as  usual, 
disagreed:  13  voted  "classic,"  9  "ac- 
tive," and  3  "western." 


Those  $1,000  widgets 

Here  is  the  other  side  to  those  stories 
about  defense  contractors  gouging  the 
U.S.  with  $l,000-a-screw  charges  for 
individual  spare  parts.  The  fact  is, 
says  Lockheed  President  Larry  Kitch- 
en, if  the  Pentagon  wants  a  single 
anything,  the  sheer  logistics  dictate 
that  it  has  to  cost  a  ton.  The  military 
pays  for  reasonable  extras  like  set-up 
time  and  inspection,  along  with  less 
obviously  reasonable  charges  like 
overhead  and  previous  research  and 
development.  So  an  insignificant  item 
like  a  plastic  antiskid  cap  for  a  naviga- 
tor's chair  leg  on  an  AWACS  plane 
can  run  into  real  money.  Kitchen  tells 
his  people  to  block  any  tiny  order  that 
would  result  in  astronomical  prices, 
even  if  legal.  If  the  Pentagon  insists  on 
a  single  widget,  Kitchen  says,  then 
Lockheed  will  tell  them — in  writ- 
ing— that  the  part  will  be  "policy- 
priced"  using  "sound  business  judg- 
ment." To  underscore  the  point,  the 
president  of  every  Lockheed  subsid- 
iary has  been  told  explicitly  to  review 
such  orders  personally. 

The  urge  to  merge 

No  fewer  than  ten  financial  institu- 
tions were  listed  last  year  among  the 
25  most  merger-minded  companies 
(those  that  bought  five  or  more  firms), 
according  to  the  1982  edition  of  Mer- 
gerstat  Renew,  published  yearly  by 
W.T.  Grimm  &  Co.,  the  Chicago- 


based  merger  and  acquisition  experts. 
"The  appearance  of  financial  institu- 
tions among  the  list  of  top  acquisitors 
reflects  in  part  the  fierce  competition 
in  the  financial  industry,"  says  Chair- 
man Willard  T.  Grimm.  He  reports 
that  transactions  in  the  banking  and 
finance  industry  were  up  27%  last 
year.  Eight  of  the  ten  financial  institu- 
tions on  the  list  appeared  for  the  first 
time.  It  was  headed  by  California  Fed- 
eral Savings  &  Loan  Association  with 
ten  acquisitions.  Other  acquisition- 
minded  companies,  financial  and  oth- 
erwise: Metromedia,  Inc.  (nine), 
American  Hospital  Supply,  Merrill 
Lynch  and  Security  Pacific  Co.  (eight 
each),  and  American  Express  and  Be- 
atrice Foods  (seven  each).  The  finan- 
cial institutions  acquired  savings  and 
loans,  brokerage  services,  real  estate 
agencies,  banks  and  insurance  compa- 
nies. "The  weak  state  of  the  banking 
and  thrift  industries,  together  with 
the  ongoing  drive  to  establish  one- 
stop  financial  supermarkets,  should 
give  continued  impetus  to  these  ac- 
quisitions," says  Grimm.  But  the 
overall  pace  has  slowed.  The  top  25 
acquisitors  in  1982  bought  only  153 
companies,  compared  with  37  firms 
that  purchased  267  in  1981. 

GOP  sunshine 

Ronald  Reagan  will  bask  in  the  balm- 
iest economic  climate  of  any  Presi- 
dent seeking  reelection  since  Lyndon 
Johnson  wiped  out  Barry  Goldwater 
in  1964,  according  to  a  consensus  of 
business  economists.  Recovery  will 
continue  in  a  "remarkably  serene  way 
on  through  1984,"  says  Edgar  Fiedler, 
head  of  the  National  Association  of 
Business  Economists.  A  consensus  of 
250  of  his  peers  sees  "an  absence  of 


President  Reagan 

Everything  coming  up  roses? 


trouble  out  there  in  the  future.  .  .  .  No 
outbreak  of  inflation,  no  upsurge  in 
interest  rates  and  no  new  recession." 
Fiedler's  brethren  see  next  year's  in- 
flation rate  at  5.1%,  GNP  growing  at 
4.6%  and  a  prime  rate  next  June  (the 
limit  of  their  foresight)  of  10.9%.  To 
be  sure,  the  clouds  are  out  there — 
without  "major  budgetary  surgery," 
say  the  economists,  those  $200  bil- 
lion federal  deficits  could  produce  a 
prime  close  to  the  20%  of  1979 — but 
not  until  after  next  year's  elections. 
Pointing  out  that  the  economists 
were  basing  their  predictions  on  the 
statistics  as  well  as  a  reading  of  how 
the  voting  public  would  feel  about  the 
economy,  Fiedler  said,  "We  appear  to 
be  entering  an  interlude  of  cyclical 
tranquility."  All  this  economic  sun- 
shine could  mean  stormy  weather  for 
the  Democrats,  and  they  know  it.  "It 
has  been  clear  to  us  for  some  time 
that  the  election  of  1984  will  not  take 
place  in  the  same  economic  climate 
as  in  1982,"  says  Ann  Lewis,  political 
director  of  the  Democratic  National 
Committee. 

The  CPA  network 

What  McDonald's  is  to  hamburgers, 
Steven  Kriegsman  and  Dean  Ader 
want  to  be  to  accounting.  Beginning 
this  fall  the  two  Los  Angeles  CPAs — 
Kriegsman,  41,  is  a  former  Peat,  Mar- 
wick,  Mitchell  auditor  and  Ader,  31, 
once  worked  for  Seidman  &  Seid- 
man — plan  to  start  selling  franchises 
in  their  new  Accountants  Network  of 
America  in  six  western  states.  For 
$7,000  to  $12,000,  the  hopefuls  will 
get  the  right  to  the  network's  name, 
plus  various  manuals,  discounted 
computer  software,  training,  etc.,  all 
to  be  backed  by  an  ad  campaign  from 
the  parent.  Separate  affiliates  of  The 
Accounting  Network  will  handle 
chores  like  buying  securities  and  con- 
sulting. Kriegsman,  Ader  and  their 
partners  also  plan  to  issue  stock  and 
are  now  in  registration  with  the  Se- 
curities &.  Exchange  Commission, 
but  they  will  control  53%  of  the  par- 
ent firm. 

Oui,  mais . . . 

What  has  Francois  Mitterrand  and  his 
Socialist  government  done  to  U.S  cor- 
porate subsidiaries  operating  in 
France?  Bossard  Consultants,  a  major 
French  management  firm  (which  also 
operates  in  the  U.S.  and  Western  Eu- 
rope), polled  86  companies  with 
French  operations  and  found — with 
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We  report 
on  the  future. 


Most  of  what  you  read  in  The  Kiplinger  Washington  Letter 
won't  make  the  newspapers  for  months. 

It's  been  that  way  since  W.  M.  Kiplinger  wrote  his  first  advisory 
letter  to  a  few  select  clients  on  September  29, 1923. 

That's  because  our  territory  is  the  future.  And  our  product 
is  not  news,  it  is  judgment.  Actually  dozens  of  judgments  in 
each  weekly  Letter  about  events  taking  shape  in  the  Nation's 
capital.  Our  task  is  to  advise  Letter  clients  on  the  forces  at  work. 
What  to  expect.  How  to  prepare. 

We  are  not  seers.  We  have  no  crystal  ball.  Yet,  when  we 
report  what's  likely  to  happen,  we're  very  likely  to  be  right. 

There  is,  of  course,  an  imperative  for  us. To  be  of  any  value, 
we  can't  be  wrong  often.  But  there  is  also  a  system  and  a 
commitment  which  results  in  the  accuracy  now  legend. 

We  invest  more  time  per  published  word  than  any  other 
publication  on  earth. 

The  Kiplinger  Washington  Letter  employs  18  full-time 
editors,  each  responsible  for,  on  average,  just  100  words  a 
week.  This  permits  the  emphasis  on  investigation  and  analysis 
that  enables  us  to  "peer  ahead  and  see  straight." 

And  it's  surely  why,  after  60  years  and  countless  imitators, 
the  original  advisory  letter  remains  standing  alone. 

So  as  we  celebrate  this  60th  anniversary  we'd  like  to  invite 
you  to  join  our  list  of  clients.  Most  of  them  company  owners, 
partners  or  presidents  who  need  to  see  what  lies  ahead  and 
have  learned  to  trust  our  vision. 

The  cost  is  $24  for  6  months,  $48  the  year. 
1  Not  inexpensive  as  publications  go.  But  hardly  enough  for 

a  weekly  report  on  the  future. 
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Trends 

t  .  

one  major  reservation — that  they 
were  enjoying  or  at  least  enduring  the 
new  elimate.  The  companies,  ranging 
in  size  from  $200  million  to  well 
above  $500  million,  reported  that 
sales  were  holding  up,  and  those  that 
had  suffered  decreases  blamed  them 
on  economic  conditions,  not  Mitter- 
rand. Man-hours  lost  through  strikes 
had  not  increased  and  were  compara- 
ble to  those  in  the  rest  of  Europe.  Nor 
had  Mitterrand's  shorter  work  week 
produced  any  real  pain.  (Only  a  half- 
dozen  firms  said  they  had  altered  op- 
erations to  compensate  for  the  shorter 
hours.)  Most  respondents  also  said 
that  the  new  rules  governing  mini- 
mum wages  and  severance  pay  had 
meant  no  special  impact  on  labor 
costs.  But  la  belle  France  has  lost  its 
charm.  None  of  the  companies  in  the 
Bossard  survey  had  pulled  out — but 
none  was  interested  in  getting  in  any 
deeper.  Only  three  of  the  American 
companies  made  any  new  invest- 
ments in  France  since  1981,  and  those 
were  planned  before  that  year. 


The  Book  of  Job 

How-to-succeed  books  come  by  the 
shelfload,  so  here  is  one  on  how  to 
fail.  John  Wiley  &  Sons  is  bringing  out 
Tax  Planning  for  the  Troubled  Business, 
a  guide  to  decision-making  for  compa- 
nies facing  bankruptcy.  The  authors 
are  Dr.  Grant  Newton,  a  CPA  and 
professor  of  accounting  at  California 
State  University  in  Los  Angeles,  and 
Gilbert  Bloom,  a  tax  partner  in  the 
Peat  Marwick,  Mitchell  &  Co.  office 
in  Washington,  D.C. 


The  options  craze 

Responding  to  clamor  from  their  floor 
traders  for  more  salable  products, 
stock  exchanges  have  been  furiously 
concocting  more  and  more  options — 
on  bonds,  on  foreign  currencies,  on 
market  indexes,  on  groups  of  comput- 
er manufacturers  and  clusters  of  oil 
companies.  At  last  count  at  least  400 
individual  equities  are  now  carrying 
some  sort  of  buyable  option.  But  the 
flurry  of  new  narrow-based  group  in- 
dexes is  causing  some  Wall  Streeters 
to  cry  for  relief.  Robert  Linton,  chair- 
man of  Drexel  Burnham  Lambert  and 
also  current  head  of  the  Securities  In- 
dustry Association,  wants  a  moratori- 
um on  new  options  and  futures,  a 
breathing  space  to  allow  The  Street's 
securities  salesmen  to  learn  more 
about  what  they  are  selling.  So  far,  he 
has  been  wasting  his  breath.  An  ap- 


peal to  the  Securities  &.  Exchange 
Commission  brought  the  response 
that  the  marketplace  should  decide 
what  should  be  sold.  Letters  to  the 
stock  exchanges  were  equally  ig- 
nored, according  to  Drexel  Burnham 
Executive  Vice  President  Howard 
Brenner,  who  doubles  as  head  of  the 
SIA's  options  committee.  Options, 
from  all  indications,  will  continue  to 
increase  and  multiply. 


Arts  and  crafts 

With  stars  like  dancer-director  Mik- 
hail Baryshnikov,  the  American  Bal- 
let Theater  has  talent  to  burn.  Money 
is  another  story.  By  1984,  the  ABT 
found,  it  would  need  $15  million  a 
year  and  could  expect  only  $9.2  mil- 
lion from  the  box  office.  Traditional 
backers  like  foundations,  government 
and  corporations  could  not  be  count- 
ed on  to  fill  the  gap.  Worse,  it  expect- 
ed cuts  from  a  prime  source,  the  Na- 
tional Endowment  for  the  Arts.  So  the 
ABT  decided  to  start  selling  more 


Mikhail  Baryshnikov 
Making  ends  meet. 


than  ballet  tickets.  One  innovation 
was  broadcasting  and  a  tape  of  the 
company's  Don  Quixote  is  already  on 
the  market.  Then  the  ABT  called  in 
Hamilton  Projects,  a  New  York  li- 
censing specialist  that  handles  tie-ins 


for  clients  like  Milan's  La  Scala  opera, 
Coca-Cola,  American  Express  and 
Wendy's.  ABT's  first  project  was  a  set 
of  Boehm  china  dance  figurines  that 
brought  in  over  $100,000  in  royalties 
the  first  year.  The  dance  company 
then  agreed,  says  Rhoda  Grauer,  its 
director  of  TV  and  licensing,  to  lend 
its  name  to  a  line  of  dance  clothing. 
By  early  1984  the  American  Theatri- 
cal Licensing  Group,  formed  last  year, 
will  have  ABT  tights,  leotards,  re- 
hearsal suits,  etc.  in  150  stores,  and 
ready-to-wear  is  next.  The  ABT  also 
hopes  to  license  towels,  sheets,  crys- 
tal, glassware,  books  and  toys,  and 
take  in  at  least  $1  million  over  the 
next  three  years. 


A  new  engineer  shortage 

Blue  collars  may  be  out  of  style,  but 
blueprinters  are  in  demand.  A  survey 
by  the  American  Electronics  Associ- 
ation of  815  electronics  companies, 
with  combined  sales  of  $56  billion, 
indicates  a  shortage  of  113,500  elec- 
trical and  computer  science  engineers 
over  the  next  five  years.  Over  197,660 
new  posts  will  open  up  before  1987, 
says  the  AEA,  but  only  84,256  bache- 
lor-level electrical  engineers  and  com- 
puter science  engineers  are  expected 
to  graduate.  Growth  in  technical  jobs 
is  expected  to  be  highest  in  California 
(90%)  and  in  the  nine  southeastern 
states  (82%).  To  close  the  gap,  the 
AEA  is  raising  funds  for  education, 
asking  companies  to  devote  part  of 
their  research  and  development  bud- 
gets to  education,  and  is  lobbying  for 
government  support. 


The  SEC's  lost  and  found 

Washington's  securities  watchdogs 
want  a  pat  for  the  growing  success  of 
their  six-year-old  program  to  track 
lost,  strayed  or  stolen  stock  certifi- 
cates. Last  year  the  dollar  value  of 
paper  located  through  this  Securities 
&  Exchange  Commission  program 
went  from  $15  million  to  close  to  $21 
million,  a  37%  increase.  The  total  for 
all  certificates  reported  last  year  as 
lost,  missing,  stolen  or  counterfeit 
was  $1.4  billion.  The  Securities  Infor- 
mation Center's  database,  in  Welles- 
ley  Hills,  Mass.,  now  has  information 
on  securities  with  a  market  value  of 
$5.5  billion.  (The  bank  includes  most 
publicly  held  issues.)  When  the  SIC 
does  score  a  "hit" — a  security  that  has 
gone  astray  or  been  faked — the  data 
bank  gives  the  inquirer  the  name,  ad- 
dress and  phone  number  of  the  insti- 
tution reporting  the  loss  and,  in  crimi- 
nal cases,  passes  the  word  to  the  FBI. 
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Address  given  by 
Dr.  Hans  Friderichs,  Chairman 
of  the  Board  of  Managing  Directors, 
at  the  Annual  Shareholders'  Meeting 
of  Dresdner  Bank  AG 


operating  profit  rose  by  nearly  85  per  cent  in 
[  If,  in  addition  to  the  good  operating  profit,  loan 
provisions  and  extraordinary  charges  are  taken 
!  onsideration,  then  profit  before  taxes  amounted 
II  335  million. 

i  oard  of  Managing  Directors  and  the  Supervisory 
i  have  decided  to  allocate  DM  60  million  of  total 

^3  to  the  free  reserves,  thus  increasing  the  total 
orth  of  the  Bank  to  DM  3,365  million. 

I  iank's  total  assets  rose  by  5  per  cent  to  DM  83.6 
1 1. 

i  lner  Bank's  subsidiaries  performed  as  success- 
es the  parent  company.  The  Group's  total  busi- 
i  volume  increased  by  6  percent  to  DM  180  billion; 
■  jmbers  of  the  Group  showed  increased  operat- 
;  -ofit. 

I  in  1982,  the  banks  provided  business  worldwide 
nancial  assistance  in  its  export  drive.  Thus,  it  was 

i  ble  for  industry  to  gain  a  foothold  in  new  markets 
Id  its  own,  often  in  the  face  of  stiff  international 
petition.  Without  this  cooperation  between  indus- 

xporters,  and  financial  institutions  many  of  the 

losses  achieved  in  international  trade  would  not 
been  possible. 

'3ry  much  approve  of  the  establishment  of  the 
ingtoh-based  Institute  of  International  Finance, 
|  will  provide  support  by  developing  additional 
es  of  information  for  international  lending.  The 
j  us  for  the  founding  of  the  Institute  -  which  is 
i ntly  being  organized  -  came  from  a  number  of 
nationally  active  banks  including  Dresdner  Bank, 
legree  to  which  the  recent  improvement  in  the 
less  climate  will  prove  to  be  lasting  is  a  matter 
sat  concern  to  us  all.  We  are  watching  to  see 
ier  a  self-generating  recovery  is  on  the  horizon. 

s  point,  there  is  no  guaranty  that  there  will  be  a 
ined  recovery.  The  information  available  to  us 


indicates  that  the  outlook  varies  greatly  from  industry 
to  industry.  We  cannot  count  on  a  strong  growth  in 
exports.  We  will  only  benefit  marginally  from  the 
improved  business  climate  in  the  United  States;  in 
other  industrialized  countries  momentum  is  still  lack- 
ing. And  the  potential  export  markets  in  the  Third 
World  and  Eastern  Europe  could  only  be  activated 
if  adequate  means  of  financing  were  to  be  made 
available. 

The  key  to  an  international  recovery  lies  in  a  return 
of  confidence  in  economic,  monetary,  domestic,  and 
foreign  policies.  Such  confidence  is  quite  obviously 
manifested  by  the  recent  trend  of  share  prices  and 
by  the  investors'  more  positive  attitude  toward 
snares  in  comparison  to  that  in  past  years.  For  stock 
exchange  listed  corporations,  the  result  is  a  signifi- 
cantly improved  potential  for  obtaining  new  capital. 
This  also  has  a  positive  impact  on  the  light  in  which 
other  companies  are  assessed  and  their  potential 
for  obtaining  new  capital,  and  thus  has  a  significant 
effect  on  the  economy  as  a  whole. 
Given  this  general  situation,  what  then  is  the  outlook 
for  Dresdner  Bank  during  the  current  year?  So  far, 
earnings  have  once  again  shown  a  considerable  in- 
crease. In  line  with  the  positive  general  trend,  espe- 
cially in  the  stock  market,  profits  from  trading  in  our 
own  security  portfolio  have  also  risen  significantly. 
However,  it  would  be  inappropriate  to  extrapolate  per- 
formance for  the  full  year  by  a  simple  process  of  multi- 
plication of  the  favorable  results  achieved  until  now. 
All  in  all,  we  are  confident  concerning  the  earnings 
potential  of  Dresdner  Bank.  Operating  profit  should  at 
least  equal,  if  not  surpass,  the  high  level  achieved  in 
1982.  It  is  obvious  that  no  commitment  can  be  made  by 
the  Board  of  Managing  Directors  at  this  point  in  time 
concerning  the  level  of  the  dividend  for  1983.  However, 
in  light  of  current  projections,  the  Board's  goal  of  real- 
izing a  higher  dividend  for  1983  appears  realistic. 


Dresdner  Ban 


ner  Bank  AG  •  Head  Office:  1  Jiirgen-Ponto-Platz,  6000  Frankfurt/Main,  Federal  Republic  of  Germany 

ies:  London,  Madrid  and  Barcelona,  Milan,  New  York,  Chicago,  Los  Angeles,  Hong  Kong,  Singapore,  Tokyo 

sentative  Offices:  Athens,  Beirut,  Cairo,  Houston,  Istanbul,  Jakarta,  Johannesburg,  Manama,  Melbourne,  Miami,  Moscow,  Osaka, 

Peking,  Rome,  Sydney,  Tehran,  Tokyo 

esdner  Bank  Group  includes  in  the  international  field: 

agnie  Luxembourgeoise  de  la  Dresdner  Bank  AG  -  Dresdner  Bank  International  -,  Luxembourg  ■  Branch  in  Zurich  ■ 
ner  Bank  Canada,  Toronto  •  Dresdner  (South  East  Asia)  Ltd.,  Singapore  •  Banque  Veuve  Morin-Pons,  Lyon  • 
ch-Sudamerikanische  Bank  AG,  Hamburg,  Branches  in  Panama  and  Miami  ■  Dresdner  Forfaitierungs  Aktiengesellschaft,  Zurich 
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Chock  full  o'money 

William  Black,  the  head  of  Chock  Full 
O'Nuts  who  died  last  March  at  age  80, 
was  a  one-man  gang.  In  60  years  be- 
hind the  counter  of  his  New  York  fast 
food  chain,  he  edited  advertising 
copy,  dreamed  up  promotion  ideas 
and  jockeyed  it  into  long-term  leases 
on  some  of  the  choicest  corner  loca- 
tions in  New  York.  But  he  may  have 
stayed  too  long:  Sales  dropped  from 
$131  million  in  1978  to  $116  million 
last  year,  and  operating  profits  went 
from  $10  million  to  $3.7  million 
(Forbes,  May  24,  1982). 

Black's  one-man  reign  was  also 
threatened.  A  group  led  by  Jerry  Fink- 
elstein,  publicist,  political  operator 
and  publisher  of  two  major  law  jour- 
nals, had  accumulated  6%  of  Chock 
Full's  stock,  and  he  wanted  to  talk 
about  "the  stability  and  adequacy  of 
management."  In  response,  Chock 
Full  retained  Lazard  Freres  and  the 
law  firm  of  Fried,  Frank,  Harris, 
Shriver  &  Jacobson,  both  veterans  at 
the  takeover  game. 

By  summer  Finkelstein's  invest- 
ment group  had  raised  its  stake  in  the 
company  to  17.5%.  (Others  were  in- 
terested, too;  Milton  Petrie,  chairman 
of  Petrie  Stores,  bought  4.2%  of 
Chock  Full's  shares  from  Lillian 
Schwarz,  Black's  first  wife,  in  luly.)  In 
January  Finkelstein  lost  his  suit  to 
nullify  the  annual  shareholders'  elec- 
tion last  December,  at  which  his  slate 
of  officers  lost  to  management's  team. 
The  firm's  stock  has  risen  from  $14  in 
May  1982  to  a  recent  price  of  $19.25 
and  a  price  earnings  ratio  of  32. 

Meanwhile,  the  Black  family  cardi- 
ologist, Dr.  Leon  Pordy,  carrying  on  as 
chairman  and  CEO,  has  leased,  sub- 
leased, assigned  or  sold  17  of  Chock 
Full's  19  Manhattan  restaurants  (two 
are  closed)  to  the  Riese  Organization, 
the  real  estate  and  restaurant  opera- 
tors. The  contracts  run  for  3  to  20 
years,  with  options  to  renew  for  5 
years  on  the  last.  Four  of  the  proper- 
ties revert  to  Chock  Full  if  they  can  be 
sold  for  demolition  in  development 
assemblages.  (Black  ws  a  master  at 
hanging  on  to  choice  I  .  nons  in  the 
face  of  clamoring  d^  p  :rs.)  Chock 
Full  will  take  in  only  5  million  a 
year  from  the  Riese  de.>  .ad  net  $1.8 
million  or  so.  But  Pordy  notes  that  the 
restaurants  had  brought  in  only  15% 
of  revenues  in  recent  years  and  were 
only  "marginally  profitable."  Finan- 
cial Vice  President  Howard  Leitner 
says  they  lost  $1  million  in  1982,  so 
the  company  likes  the  deal. 


Even  without  its  nut-and-cheese 
sandwiches,  Chock  Full  is  a  going 
concern.  Its  "heavenly"  coffee  (the 
one  even  the  Rockefellers  couldn't 
top  in  the  old  jingle)  and  its  cake  busi- 
ness have  generated  83%  of  its  sales, 
and  the  corporation  has  about  $10 
million  in  cash  and  short-term  invest- 
ments. So  Finkelstein  has  kept  com- 
ing. Last  week  he  picked  up  another 
90,000  shares  (all  from  Petrie)  and  has 
options  on  another  120,000.  Black's 
empire  is  still  up  for  grabs. 


Back  at  the  old  stand 

Four  years  ago,  when  46-year-old 
Frank  Berger  left  the  presidency  of  the 
House  of  Seagram,  the  giant  distiller's 
North  American  arm,  he  thought 
about  buying  a  company  either  in 
wine  and  spirits,  cosmetics  or  soda — 
any  industry  with  similar  marketing 
needs.  Two  years  ago,  he  took  over 
ailing  Hazel  Bishop  Industries,  a  cos- 
metics company  that  had  peaked  with 
sales  of  $33  million  in  the  Sixties  but 
sank  into  the  doldrums  in  the  Seven- 
ties (Forbes,  Aug.  31,  1981).  Almost 
everything  in  the  Bishop  retail  line 

mm 


\ 


Frank  Berger 
Spirits  again. 


then  was  two  for  $1.49  and,  Berger 
told  Forbes,  "we  have  to  outsell  the 
competition  2-to-l  just  to  match  their 
dollar'  volume."  Along  the  way, 
Berger  also  picked  up  Lanolin  Plus,  a 
hair-  and  skin-products  company. 

"Running  around  in  a  private  jet 
was  nice,"  Berger  says  now  of  his  Sea- 
gram days,  but  he  wanted  "a  piece  of 
the  profits — or,  rather,  all  of  them." 
Bishop's  mascara  has  gone  up  to  99 
cents,  its  eyeshadow  to  $1.99,  and  the 
former  wine  and  spirits  king  claims 
he  has  boosted  sales  by  700%  since 
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1981.  In  some  stores,  he  says,  Bishop's 
unit  volume  is  greater  than  that  of  all 
his  competitors  combined.  But  Berger 
won't  talk  about  dollar  volume — or 
profits,  either.  Marie  Davis,  cosmet- 
ics analyst  at  Smith  Barney,  estimates 
his  annual  sales  at  $10  million  to  $12 
million,  and  one  other  industry  ana- 
lyst wouldn't  be  surprised  if  his  prof- 
its were  very  small. 

That  may  be  why  Berger  decided  to 
go  back  to  wines  and  spirits  as  an 
adjunct  to  Hazel  Bishop.  Two  years 
ago  he  started  Viceroy  Imports  Inc., 
which  sells  a  midpriced  French  spar- 
kling wine  in  the  U.S.  Berger  says  he 
sold  more  than  100,000  cases  the  first 
year.  Now  he  hopes  to  begin  import- 
ing from  Italy  and  Spain  as  well.  He 
has  also  started  to  push  Lanolin  Plus. 
"The  way  to  grow  is  through  a  lot  of 
acquisition  work,"  says  Berger.  "It's  a 
different  world  coming  from  a  billion- 
dollar  company  to  the  little  entrepre- 
neur on  the  street." 

Those  Olympic  coins 

The  Olympic  coins  that  were  sup- 
posed to  raise  millions  for  next  sum- 
mer's Games  in  Los  Angeles  are  giv- 
ing off  a  hollow  ring.  All  told,  through 
July,  only  1 .2  million  of  them,  out  of  a 
planned  total  of  52  million,  have  been 
sold.  Representative  Frank  Annunzio 
(D— 111.),  who  fought  a  one-man  rear- 
guard action  to  force  the  Treasury, 
rather  than  the  private  groups  the 
Olympic  committees  wanted,  to  mar- 
ket the  coins,  is  up  in  arms  (Follow- 
Through,  Nov.  22,  1982).  He  plans  hear- 
ings this  fall  to  find  out  why  the 
coins,  which  were  supposed  to  net 
$600  million  for  the  big  show  in  Los 
Angeles,  are  doing  so  poorly. 

The  principals  in  the  deal  think  the 
original  goals  were  overblown.  A 
Treasury  official,  for  example,  says 
that  the  idea  of  $600  million  for  the 
Games  was  simply  not  "realistic." 
Fergus  O'Daly,  head  of  the  New  York 
ad  agency  selected  by  the  Treasury  to 
promote  the  offer,  is  more  blunt.  He 
calls  the  original  goal  "pie  in  the  sky." 
Instead  of  $600  million,  he  says,  "We 
hope  to  make  a  couple  hundred  mil- 
lion dollars  for  the  two  Olympic  com- 
mittees." The  52-million-coin  goal, 
he  says,  was  a  manufacturing,  not  a 
marketing,  objective. 

One  fierce  dissenter  is  Curtis  Prins, 
staff  director  of  Annunzio's  coinage 
subcommittee.  He  says  of  the  ad  agen- 
cy, "They're  not  doing  a  damned 
thing,"  and  argues  that  the  ads  printed 
do  not  reach  "the  guy  at  home  watch- 
ing TV  who  hates  the  Russians  and 
wants  the  U.S.  to  win  the  Olympics." 


Mainframe  Corporate  Planning 
Software  For  MICROS. 
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Inbucon  Management  Consultants  Limited 

Knightsbridge  House, 

197  Knightsbridge,  London  SW7 1RN. 

Telephone:  01-584  617L 
Telex:  916533  RELCONG. 


Dear  Top  Executive, 

MICRO-ELECTRONICS  EXPERTISE 

As  a  reader  of  Forbes,  you  will  appreciate  a  good  business 
opportunity  when  you  see  it. 

If  you  can  benefit  from  a  European  facility  with  a  workforce 
skilled  in  micro-electronics,  optical  and  precision  mechanical 
assembly  and  test,  you  should  know  these  skills  are  available  in 
Cheltenham,  England,  in  a  labor  force  with  an  excellent  record 
of  good  employee  relations,  low  labor  turnover  and  meeting 
production  targets. 

Total  start-up  costs  are  often  grossly  under- estimated.  You  can 
start-up  quicker,  safer  and  at  less  cost  by  hiring  these  skilled 
people.  This  proposition  is  simple,  unique  and  offers  your 
c      nation  major  benefits. 

,  u    jsted?  Then  we  should  talk, 
s  sincerely, 


Dennis  Henry 
Project  Director 
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Readers  Say 


Where  asses  abound 

Sir:  Chewing  the  fat  at  the  local 
country  store,  several  retired  farmer 
friends  were  pondering  the  near-dis- 
appearance of  draft  animals  from 
southern  agriculture.  Returning 
home  with  a  sense  of  loss,  I  was 
encouraged  by  "Doesn't  anyone  re- 
member?" (Forbes,  Aug.  1)  to  see 
that  asses  are  alive  and  well  in  the 
new  issues  market. 
— Fred Kissling 
Tigerville,  S.C. 


Cheap,  clean  energy 

Sir:  Why  put  cities  into  orbit? 
("Things  The  Next  50  Years  Won't 
See — We  Hope,"  Fact  and  Comment, 
Aug.  15)  The  answer  is  simple.  People 
living  in  these  cities  could  build  solar 
power  satellites  which  would  gather 
solar  energy  and  beam  it  down  to  an 
energy-hungry  world.  Energy  without 
nuclear  wastes,  without  air  pollution, 
without  acid  rain,  without  strip-min- 
ing, lust  cheap,  clean  electricity. 

Why  mine  the  moon?  Another  sim- 
ple answer:  gravity.  Shipping  the  ma- 
terials to  build  solar  power  satellites 
into  orbit  from  the  earth  is  expensive 
because  of  the  earth's  strong  gravity. 
Launching  raw  materials  into  orbit 
from  the  moon  is  much  cheaper  be- 
cause of  the  moon's  lesser  gravity  and 
lack  of  atmosphere.  Perhaps  if  we 
mined  the  moon  for  the  resources  to 
build  productive  space  stations,  we 
might  have  a  chance  to  "make  the 
earth  more  livable  for  more  people." 
— George  P.  Campbell 
San  Diego,  Calif. 


Views  on  Mexico 

Sir:  As  a  nation  for  which  it  has  be- 
come increasingly  routine  to  view  our 
fragile  world  from  the  vantage  point 
of  space,  we  Americans  are  sorely 
lacking  in  our  awareness  of  interna- 
tional affairs.  Your  cover  story  on 
Mexico  (Aug.  15)  has  been  a  giant  step 
toward  enlightening  your  readers. 
— Lawrence  Callahan 
St.  Louis,  Mo. 

Sir:  Your  article  on  Mexico  was  time- 
ly but  hardly  of  the  depth  I  would 
have  expected  from  Forbes.  In  the 
U.S.  embarrassment  over  such  things 
as  an  adequate  water  supply,  we  fail  to 
appreciate  that  some  management, 
even  organization,  was  requisite  in 


maintaining  that  supply.  There  is 
nothing  comparable  in  Mexico  and 
what  there  is  is  redolent  with  graft 
(which  you  managed  to  treat  so  gently 
in  your  article). 
—J.J.  Williams 
San  Antonio,  Tex. 


Hot  dogs  are  pure! 

Sir:  A  segment  of  Other  Comments 
("Sweet  Summer  Fare?" July  18)  writ- 
ten by  Susan  S.  Lang  of  Omni  suggests 
inaccurately  that  the  ingredients 
found  in  hot  dogs  may  include  bull  or 
hog  scrotum,  brains,  lips,  eyes, 
snouts,  tail  meat  and  stomachs.  The 
U.S.  Department  of  Agriculture  has 
stringent  standards  for  the  hot  dogs 
sold  to  Americans  and  inspects  all 
meat  products. 

Regular  hot  dogs  are  made  of  the 
same    wholesome    and  nutritious 
meats   found  in  ground  beef  and 
ground  pork.  The  label  must  include 
the  exact  ingredients  in  a  meat  prod- 
uct in  order  of  prominence. 
— Candace  Pratt 
Director,  Consume)'  Affairs, 
American  Meat  Institute 
Washington,  D  C 


Simple  yield 

Sir:  In  the  government-only  money 
market  fund  section  of  your  Mutual 
Funds  issue  (Aug.  29),  Government  In- 
vestors Trust  appears  to  be  the  high- 
est-yielding fund  with  return  from  in- 
come dividends  of  9.2%.  Donoghue's 
Money  Fund  Report  shows  that  GIT's 
compounded  yield  was  9.16%,  while 
the  simple  yield  would  only  be  8.79%. 
The  instructions  on  your  1983  mutu- 
al funds  survey  clearly  stated  that  the 
distribution  information  was  to  be 
given  in  simple,  not  compounded, 


terms.  Other  funds  were  able  to  com- 
ply with  your  instructions. 

—John  G.  Guffey  Jr. 
President, 
Call  vrt  Group 
Washington,  D  C. 

Forbes  regrets  the  error.  GIT  supplied 
us  with  the  incorrect  figure  and  when 
FORBES  called  the  fund  to  question  it,  GIT 
insisted  it  was  correct. — Ed. 


Debt  versus  growth 

Sir:  I  believe  a  paragraph  in  "Hidden 
rocks"  (Aug.  15)  implies  that  if  a  com- 
pany uses  proceeds  from  a  stock  offer- 
ing to  retire  debt,  the  company  is 
therefore  not  using  the  proceeds  to 
finance  future  growth.  To  finance 
growth,  a  company  should  properly 
balance  equity  and  debt. 

Typically,  during  a  company's 
growth  period,  the  balance  of  debt  ver- 
sus equity  will  get  too  heavy  on  the 
debt  side.  Then  a  very  sound  transac- 
tion is  for  the  company  to  raise  mon- 
ey through  a  stock  offering  in  order  to 
retire  debt. 
— T.M.  Freedman 
Executive  vice  president  finance 

and  treasurer, 
Wyle  Laboratories 
El  Segundo,  Calif. 

Debt-to-equity  ratio  is  an  important 
consideration.  But  investors  should  also 
be  much  more  concerned  with  how  much 
of  the  offering  will  be  used  directly  to 
finance  new  growth  and  how  much  will 
go  to  pay  off  past  development,  whether 
that  takes  the  form  of  accrued  salaries  or 
old  bank  loam. — Ed. 


Safety  reminder 

Sir:  I  must  comment  on  the  photo  of 
me  standing  on  the  forks  of  one  of  our 
lift   trucks   ("After   the  cutbacks, 
what?"  Aug.  29).  I  made  an  error  in 
allowing  myself  to  be  photographed 
in  such  an  unsafe  position,  since 
standing  on  the  forks  is  the  third  lead- 
ing cause  of  lift  truck  injuries.  Clark 
Equipment  Co.  has  gone  to  great 
lengths  to  educate  its  customers  that 
this  should  never  be  done  and  even 
places  a  warning  decal  on  the  truck 
mast  as  a  reminder. 
— -James  R.  Rinehart 
Chairman  and  CEO, 
Clark  Equipment  Co. 
Buchanan.  Mich. 
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"  What  a  great  surprise 

I  got  when  Idecided  to  fly 
KLM  to  Europe*" 


"Me  too*  Ahotel  room 
md  a  meal*f ree*Good  deal!" 


ow  KLM  Royal  Class 
id  Business  Class  trans- 
lantic  passengers  can 
ay  in  Amsterdam  free, 
hen  connecting  to  or 
om  other  cities  in  Europe, 
e  Middle  East,  Far  East 
•  Africa. 

If  you  aren't  making  an 
lmediate  connection,  you'll 
predate  the  expansion  of  the 
>tay-on-the-Way"  program,  for  it 
>w  includes  all  European  destina- 
)ns,  outside  the  Netherlands, 
impliments  of  the  Holland 
omotion  Foundation. 

As  a  KLM  Royal  Class  or  Busi- 
es Class  passenger,  you  will  have  a 
oice  of  deluxe  or  first-class  hotels  for  f 
;e  overnight,  with  continental  break-  ■ 
st,  so  you  can  rest  before  your  con- 
cting  flight.  Or,  if  you  are  connecting 
ter  the  same  day,  you  can  get  a  day  room 


terdaxn 


at  a  deluxe  airport  hotel. 

In  either  case,  you  will  also 
get  a  $15  meal  and  beverage  credit 
at  your  hotel,  and  transportation 
between  Amsterdam's  convenient 
Schiphol  Airport  and  the  central 
railway  station  (or  airport  hotel). 
So  the  next  time  you  have 
business  in  Europe,  or  in  the 
Middle  East,  Far  East  or  Africa, 
fly  KLM's  747 's  nonstop  from 
New  York,  Atlanta,  Chicago, 
Houston  or  Los  Angeles  and 
Stay- on -the -Way  in 
Amsterdam. 
"Stay-on-the-Way"  must  be 
reserved  before  you  leave  the  U.S.  For 
reservations,  call  your  Travel  Agent, 
corporate  travel  department  or  KLM 
Royal  Dutch  Airlines,  the  airline  of  the 
international  business  traveler. 


The  Reliable  Airline.  KLM 


Royal  Dutch  Airlines 


It  took  us  119  years  to 

;eome  a  relatively  unknown 

company 

managing 
over 

four  billion 
dollars. 


In  raw  dollars,  not  an 
earth-shattering  amount. 
Yet  quite  remarkable  in  another  way. 
For  we  have,  during  those  years,  grown  at  a 
desired  pace  without  succumbing  to  financial 
supermarket  mentality. 

In  other  words,  rather  than  learning  how  to  be 
good  at  being  big,  we Ve  learned  how  to  be  good  at 
being  effective. 

All  of  our  energies  and  expertise— both  of 
which  are  considerable— are  concentrated,  without 
diversion,  on  the  two  areas  we  know  best:  money 
management  and  personal  service. 

Today  the  over  $4  billion  we  have  under 
management  is  limited  primarily  to  a  growing 
number  of  private  funds  which  we  manage 
separately  for  individuals  and  institutions  and  a 
program  of  select  mutual  funds. 

If  you're  interested  in  either  area  we'd  like  you 
to  know  more  about  us.  Just  call  or  write  Ron 
Schroeder,  our  President.  Outside  of  New  York  State 
our  number  is  (800)  221-7844;  in  New  York  State  call 
(212)  488-0200. 


J.&W.  Seligman  &  Co.  Incorporated 

One  Bankers  Trust  Plaza.  New  York,  N.Y  10006 


With  all  thy  getting  get  understanding" 


Fact  and  Comment 

By  Malcolm  S.  Forbes,  Editor-in-Chief 


RUSSIA'S  MURDER  OF  THE  269  PEOPLE 


in  the  Korean  747  is  a  tragedy  that  goes  far  beyond  its 
impact  on  loved  ones. 

It  puts  in  the  deep  freeze  the  thaw  that  had  begun  in  our 
ice-cold  relations  with  the  Kremlin. 

It  will  result  in  defense  spending  approvals  of  Sbillions 
that  shouldn't  be  for  the  likes  of  two  more  carrier  groups, 


the  MX  missile,  etc. — that  is,  the  whole  Weinberger  menu. 

It's  hard  to  believe  that  whoever  OK'd  the  shootdown  of 
the  airliner  had  contacted  and  received  the  OK  of  vacation- 
ing Andropov. 

It's  scary  to  think  that  lower  echelons  have  the  author- 
ity to  pull  such  a  potentially  earth-shattering  trigger. 


WANNA  MAKE  A  KILLING  ON  A  HOT  NEW  ISSUE? 

Go  for  the  first  common  stock  offering  by  the  com-  that  develops  a  proven  arm-lock  against  access  by  the 

pany  that  comes  up  with  an  affordable  fail-safe,  kid-proof  unauthorized — without  locking  out  prompt  access  by  the 

gizmo  to  prevent  unauthorized  access  to  any  computer,  authorized. 

any  program.  Until  there  is  such,  no  computer  program,  no  computer 

Or,  price  regardless,  grab  shares  in  any  existing  company  storage,  no  one,  no  thing  anywhere  is  safe. 

WHERE  ECONOMISTS  ARE  AT 

At  lunch  here  the  other  day,  Joy  Manufacturing's  A.R.  Horn  beautifully 
described  where  the  "discipline"  of  economics  and  the  professors  thereof  now  fit 
in  the  spectrum  of  human  endeavor:  "They  are  almost  at  the  earth-is-flat  stage." 

ALL  PRAISE  TO  THE  GRACE  TASK  FORCE 


W.R:  Grace  &  Co.'s  driving  70-year-old  chairman,  J. 
Peter  Grace,  has  handed  in  the  last  group  of  recommenda- 
tions by  the  presidentially  appointed  task  force,  the  Presi- 
dent's Private  Sector  Survey  On  Cost  Control. 

Implemented,  these  multiple,  unambiguous  recommen- 
dations for  cutting  costs  of  the  federal  government  could 
save  over  $125  billion  during  the  next  three  years  in  now- 
wasted  federal  funds. 

Naturally,  Grace  and  his  spirited  colleagues  are  at- 


tracting more  flak  than  a  kamikaze  pilot  over  a  WWII 
U.S.  carrier.  The  political  inexpediency  (to  overwhelm- 
ingly understate  it)  of  many  recommendations  would 
suggest  that  J.  Peter  is  not  planning  to  be  a  candidate  for 
public  office. 

But  let  us  pray  that  President  Reagan,  who  is  totally, 
genuinely  dedicated  to  removing  wasted  federal  Sbillions 
from  the  budget,  can  and  will  move  on  a  meaningful 
number  of  the  recommendations  from  his  anointed  Grace. 
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IS  PENTAGON  COMMON  SENSE  AN  ENDANGERED  SPECIES? 

Read  "Paper  planes"  on  page  34.  drone  that's  already  proven  itself  on  the  battlefield? 

For  heaven's — and  safety's — sake,  why  don't  wc  make  a       I  just  can't  imagine  why. 
licensing  agreement  with  the  Israelis  to  get  what  works,  a       Can  you?  ?  ? 

IT'S  ANCHORS  THAT  PROPEL  TV  PROFITS 


When  that  four-woman/two-man  jury  in  the  Show  Me 
State  awarded  a  half-million-dollar  damage  verdict  to 
canned  Kansas  City  TV  news  anchorwoman  Christine 
Craft,  it  dramatized  anew  television's  ongoing  conflict 
between  appearance  and  substance. 

There  have  been  infinite  attempts  to  define  the  indefin- 
able something  that  makes  one  TV  news  program  anchor 


attract  a  measurably  greater  audience  than  others.  It  is  a 
fact  and  a  very  revenue-significant  one,  though,  that  a 
visible  personality  makes  a  vast  difference.  It's  not  the 
measurable  I.Q.  or  background  that  determines  a  viewer's 
degree  of  confidence  in  an  anchor's  voice,  face. 

Whatever  it  is,  it  clearly  makes  a  difference  to  viewers 
by  the  million,  to  TV  networks  by  the  Smillions. 


SO  WHO'S  PRACTICING  FREE  ENTERPRISE? 

Take  a  look  at  these  excerpts  from  two  press  clippings: 


•  From  Washington  Monthly — 

"We  keep  telling  you  that  the  neoliberal  faith  is  spread- 
ing, but  even  we  have  been  surprised  by  some  recent 
converts.  Guess,  for  example,  the  identity  of  the  person 
described  in  this  paragraph  from  the  New  York  Times:  'He 
stressed  the  need  to  improve  the  output  of  workers  ...  by 
linking  "productive"  or  "shoddy"  work  to  earnings  .  .  . 
and  encourage  "initiative  and  enterprise."  ' 

"The  Times  was  talking  about  Yuri  Andropov.  And  the 

city  of  Peking  has  not  even  been  content  to  adopt  our 

proposed  elimination  of  half  of  the  tenured  civil  service 

jobs.  It  is  abolishing  tenure  completely  for  newly  hired 

employees.  They  will  be  hired  on  contracts  that  can  be 

terminated  by  either  party  with  three  months' notice.  .  .  ." 
*     *  * 

•  From  U.S.  News  &)  World  Report,  an  interview  of 
Frank  C.  Carlucci,  president  of  Sears  World  Trade  and 
former  Deputy  Secretary  of  Defense — 

"Q.  What  can  be  done  about  firing  incompetent  [federal 
bureaucrats]?" 


"A.  That  is  a  problem.  There  have  been  instances  where 
I  have  tried  to  either  fire  people  or  move  them  out,  and  I 
have  learned  that  the  amount  of  effort  you  have  to  put 
forth  to  do  it  just  isn't  worth  it.  It  can  easily  be  a  year-long 
process — very  expensive  in  man-hours. 

"In  theory,  you  can  fire  a  government  worker,  but  you 
have  to  document  the  record  so  carefully  and  there  are  so 
many  routes  of  appeal  that  it  is  terribly  time-consuming. 
And  then  there  are  grievance  mechanisms  that  can  be  used 
to  frustrate  the  process." 

"Q.  So  what  does  an  executive  do  in  that  case?" 

"A.  You  tend  to  look  for  ways  to  bypass  the  employee, 
maybe  a  promotion  to  get  him  or  her  out  of  the  way.  This 
often  happens.  I  think  we  have  to  redress  the  imbalance 
between  the  rights  of  the  individual  and  the  responsibil- 
ities of  the  manager.  In  my  ludgment,  we've  gone  over- 
board in  protecting  the  individual  employee  and  frustrat- 
ing the  manager  in  accomplishing  his  mission.  You  should 
also  be  able  to  provide  greater  incentives  and  rewards  for 
the  more  talented  and  more  industrious  employee." 


ONLY  ONE  OF  THESE  SEX  ANGLED  ADS  SELLS 

In  three  of  these  four,  the  product  is  made  ridiculous  by  stretching 
to  sell  by  means  of  irrelevant-to-silly  sex  sizzle.  Wrangler  Boots 
gets  the  message  across  the  goal  line — scored,  one  might  say. 
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OUR  WEST'S  BEAUTY  OVER 
WHELMS  THE  EYES  OF  BEHOLDERS 

Many  times  in  the  past  50  years  I've  ridden  through  our 
western  states,  most  often  by  car.  Sometimes,  in  years 
past,  by  train.  Even  gone  over  bits  of  our  West  on  foot  and 
horseback.  In  recent  times,  mostly  on  motorcycles.  The 
vastness  and  variety  of  these  lands  never  cease  to  stir,  stun 
all  one's  senses. 

This  summer,  with  son  Bob  and  Forbes  Trinchera  man- 
ager Errol  Ryland,  I  cycled  from  Ft.  Garland,  Colo,  across 
Utah,  through  the  length  of  Idaho  and  the  breadth  of 
Washington.  For  any  dull  mile  of  these  2,000,  there  were 
dozens  that  can  only  be  described  as  awe-full:  from  the 
high  drama  of  mountains  to  the  deep  rushing-river-gouged 
gorges;  through  eye-stretching  miles  of  gently  rolling,  tree- 
less grazing  land  into  countless  acres  of  still  forests  and 
hours  upon  hours  of  waving  fields  and  hills  of  grain.  The 
towns  and  even  the  renowned  cities  of  these  great  states 
are  just  small  patches  on  the  western  canvas. 

Not  to  go  West  even  once  is  to  miss  seeing,  feeling, 
understanding  one  of  the  prime  wellsprings  of  America's 
greatness.  Go.  Be  inspired. 

*    *  * 

Speaking  of  vacation-riding  through  our  Land,  how 
many  times  in  setting  out  have  you  resolved  to  stop,  see, 
read  the  well-flagged  historic  markers?  And  how  many 

THERE'S  NO  SUCH  THING 

as  being  Nobody  or  having  Everything. 


times  have  you  done  it?  One  out  of  twenty?  Fifty?  One 
hundred?  Or,  more  like  none? 

How  we  waste  our  time  hurrying  not  to. 

THERE'S  NO  WAY  TO  MOVE 

without  making  waves. 


BOOKS 


William 
Safire& 
Leonard 
Safir 


ADVICE 

>k*v0un2MX> 


•  Good  Advice — by  William  Safire  & 
Leonard  Safir  (Times  Books,  $16.95). 
Bill  Safire  has  few  peers  in  handing 
out  hard-knuckled  advice — and  dev- 
/^/KVT\  astation  to  those  oft-mighty  targets 
yjASiJLJ  who  ignore  it.  This  collection  of  less 
fireful  quotations  came  about  because 
"it  occurred  to  my  brother,  Len,  that 
no  book  exists  that  brings  together 
the  best  advice  on  good  ways  to  live  the  good  life."  There 
are  2,000  bits  and  longer  pieces  of — mostly — good  advice. 
An  ideal  bedside  snack  book. 

Excerpts:  I  have  a  simple  philosophy.  Fill  what's  empty. 
Empty  what's  full.  And  scratch  where  it  itches. — Alice 
Roosevelt  Longworth.  .  .  .  If  you  must  hold  yourself  up  to 
your  children  as  an  object  lesson,  hold  yourself  up  as  a 
warning  and  not  as  an  example.— George  Bernard 
Shaw.  .  .  .  Exercise  is  bunk.  If  you  are  healthy,  you  don't 
need  it;  if  you  are  sick,  you  shouldn't  take  it. — Henry 
Ford.  ...  To  "method"  actors:  Speak  clearly,  don't  bump 
into  people,  and  if  you  must  have  motivation  think  of 
your  pay  packet  on  Friday. — Sir  Noel  Coward 


The  Miracle  of 

IHNKIKk 
Walter  Lord 


•  The  Miracle  of  Dunkirk — by  Wal- 
ter Lord  (Viking  Press,  $17.95).  Once 
again  Walter  Lord  makes  gripping  a 
great  historic  happening.  Those  of 
us  alive  and  glued  to  our  radios  dur- 
ing Dunkirk  in  1940  had  no  concep- 
tion of  the  scope  of  the  debacle  and 
miracle  of  the  save.  This  book's  on  a 
par  with  A  Night  to  Remember  and 
Lonely  Vigil. 


Excerpt:  "Had  the  BEF  [British  Expeditionary  Force]  not 
returned  to  this  country,"  General  Brooke  later  wrote, 
"it  is  hard  to  see  how  the  Army  could  have  recovered 
from  the  blow."  That  was  the  practical  significance  of 
Dunkirk.  Britain  could  replace  the  2,472  lost  guns,  the 
63,879  abandoned  vehicles;  but  the  224,686  rescued 
troops  were  irreplaceable.  In  the  summer  of  1940  they 
were  the  only  trained  troops  Britain  had  left.  Later,  they 
would  be  the  nucleus  of  the  great  Allied  armies  that 
won  back  the  Continent.  The  leaders — Brooke  Alex- 
ander, and  Montgomery,  to  name  only  three — all  cut 
their  teeth  at  Dunkirk. 
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Other  Comments 

Often  comments  by  others  stimulate,  irritate, 
abuse  or  amuse  this  editors  mind.  -MSF 


No  Robotic  Humans 

It's  conceivable  that  someday  we 
will  build  a  robot  that  will  learn,  that 
will  show  some  of  the  things  that  are 
typically  human  such  as  insight,  intu- 
ition, creativity,  inspiration.  But  even 
if  we  do,  it  would  be  so  troublesome,  so 
difficult,  we  would  have  to  put  so  much 
into  it,  that  it  wouldn't  be  cost  effec- 
tive. It  wouldn't  be  worth  our  while. 
Human  beings  can  do  it  so  easily. 

— Isaac  Asimov, 
at  Ithaca  College  commencement 

Defenseless  Computers 

The  possibilities  for  committing 
crime,  espionage  or  sabotage  with 
computers  are  limited  only  by  the 
imagination. 

The  National  Security  Agency,  an 
arm  of  the  Department  of  Defense,  is 
responsible  for  safeguarding  Ameri- 
can military  and  diplomatic  commu- 
nications. Unfortunately,  no  compa- 
rable federal  agency  exists  to  protect 
the  private  sector.  To  make  matters 
worse,  law  enforcement  agencies 
have  neither  the  legal  framework  nor 
the  technological  expertise  to  de- 
tect, prosecute  and  discourage  com- 
puter crime. 

— Peter  J.  Ognibene, 
New  York  Times 

Poor  Play 

Forty-four-year-old  Daniel  Yan- 
nielli  scaled  a  10-foot  concrete  wall 
beside  an  elephant  cage  at  the  Hono- 
lulu Zoo  in  Hawaii,  stripped  to  his 
underwear,  and  played  his  harmonica 
for  Empress,  the  Indian  elephant  in- 
side. Yannielli  was  arrested  and 
charged  with  cruelty  to  animals. 

— Associated  Press,  as  reprinted 
in  National  Lampoon 

How  To  Show  &  Tell 

One  of  the  biggest  problems  that 
Ford  sees  is  that  while  the  Tempo's 
interior  measurements  are  about  the 
same  as  those  of  competitive  domes- 
tic compacts,  the  car's  curvy  design 
makes  it  look  much  smaller  than  the 
boxy  models.  But  convincing  con- 
sumers that  the  Tempo  really  is  a 
five-passenger  car  presents  its  own 
problems. 

A  proposal  to  use  five  adults  in  a 
commercial  was  turned  down  because 


it  doesn't  convey  the  image  of  family 
car.  Similarly,  an  idea  to  use  a  mother, 
father  and  'three  small  children  was 
rejected  because  savvy  consumers 
know  that  three  little  kids  can  fit  into 
the  back  seat  of  any  car.  The  solution 
was  to  use  a  father,  mother  and  three 
good-sized  teen-agers.  This  still  had 
the  drawback  of  making  the  parents 
older  than  Ford's  target  audience. 

— Wall  Street  Journal 

Hazards  of  the  Cost-Cutter 

Interview  of  W.R.  Grace  &)  Co.'s  ].  Pe- 
ter Grace,  who  is  head  of  a  cost-cutting 
study    of   the    federal  government. 
Q;  The  survey  [the  President's  Pri- 
vate Sector  Survey  on  Cost  Control  in 
the  federal  government]  was  set  up  to 
look  for  waste,  but  it  looks  like  it's 
making  a  lot  of  recommendations 
about  policy. 

Grace:  I  really  can't  differentiate.  If 
a  policy  creates  waste,  then  it's  waste. 
They're  so  intermingled  that  only 
people  who  want  to  handicap  us  will 
use  those  points. 

Q:  What's  wrong  with  our  process 
of  clearing  people  for  conflicts  of 
interest? 

Grace:  I  call  up  the  head  of  IBM, 
Frank  Cary,  to  ask  him  if  he'll  volun- 
teer [to  work  on  the  survey).  He  says, 
"Sure."  I  want  to  put  him  on  automat- 
ic data  processing.  But  no  way.  Here 
you've  got  obsolete  computers  cost- 
ing the  government  $14  billion  a  year, 
but  no,  Cary  can't  touch  it.  So  I  put 


him  in  the  office  of  Secretary  of  De- 
fense. But  that's  got  a  lot  of  computer 
problems.  He  finally  got  into  the  of- 
fice of  Housing  &.  Urban  Develop- 
ment. Now,  that's  riciculous  because 
if  IBM  were  to  come  down  here, 
they'd  have  a  bright  light  on  them  and 
they'd  lean  over  backwards  to  be  fair. 

— New  York  Times 


Perhaps  80%  of  the  differ- 
ence in  productivity  gains 
between  us  and  Japan  is  at- 
tributable not  to  quality  cir- 
cles, job  tenure  or  the  like, 
but  to  differences  in  invest- 
ment rates. 

—William  Baumol, 
economics  professor 


Psssssss . . . 

Only  one  incident  contravened 
Vendo  Co.'s  meeting's  upbeat  tone:  a 
shareholder  question  about  an  unfa- 
vorable profile  in  Forbes  magazine.  In 
response  to  the  shareholder's  inquiry, 
CEO  Richard  Donegan  branded  the 
article  as  "awful,"  "a  blindside"  and 
"an  unfortunate,  uncalled  for,  deroga- 
tory [piece]  of  prose"  with  "very  thin 
analysis." 

Donegan  said  it  was  the  article's 
derogatory  tone,  not  its  adversary 
viewpoint,  that  disturbed  him.  He 
said  he  expressed  his  views  in  a 
critical  letter  to  publisher  Malcolm 
Forbes,  but  Forbes'  response  was 
perfunctory. 

Chairman  of  the  Board  Spencer 
Childers  added,  "I  hope  Mr.  Forbes' 
balloon  springs  a  leak." 

— Fresno  (Calif.)  Bee 
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Its 

not  lonely 
at  the  top. 
Just  very  very 
productive. 


The 
Canof! 
AP500 
electronic 
typewriter. 


When  you  want  an 
electronic  typewriter  that 
gives  you  more  (and  who 
doesn't?),  select  the  typewriter  that 
gives  you  the  most  technology,  most 
features,  most  productivity  Canon  has  to  offer 

The  AP  500,  our  top-of-the-line  model. 

The  AP  500s  storage  memory  can  have  virtually 
limitless  capacity  with  its  optional  twin  5>^-inch  floppy  disc 
drive.  Text  editing  is  incredibly  simple  and  fast  with  our 
Automatic  Search  and  Replace  feature. 

The  AP  500  also  has  Express  Correction  which  combines  a 
500-character  correction  memory  with  backtracing  and  relocation. 
Plus,  there's  a  big  20-character  display  and  automatic  keyboard 
features  like  centering,  numeric  punctuation,  indentation, 
boldface  underlining,  and  Canon's  exclusive  lineframing. 

If  you  don't  need  storage  and  editing  capabilities,  the  AP  400  is 
superb.  With  a  fast  20  cps  typing  speed  and  communications 
capability,  it  also  makes  an  excellent  letter-quality  printer 

See  how  productive  it  can  be  at  the  top  for  you  with  a  Canon 
electronic  typewriter  Whichever  model  you  choose,  it  will  be  a 
simply  brilliant  decision. 

©  1983  Canon  U.S.A..  Inc. 
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ectronic  Typewriter  Division 
One  Canon  Plaza,  Lake  Success,  NY  1 1042 

□  Please  send  me  more  information  about 
Canon  Electronic  Typewriters. 

□  Please  have  a  representative  give  me  a  call. 


Name_ 


Titles  Company^ 

Address  

City  


.  State  _ 


.Zip_ 


Phone  (  ). 


Canon 

Simply  Brilliant 


A  NEW  WAY  ID  ANTICIPATE  MOVEMENT  IN  THE  MARKET 


THE  CBOE  INTRODUCES 


STANDARD  &  POOR'S 
INDEX  OPTIONS 


Now  you  can  separate  market  risk  from  other 
risk  factors  with  the  Standard  &  Poor's  Index 
Options  available  only  from  Chicago  Board 
Options  Exchange.  These  new  investment 
vehicles  are  based  on  value-weighted  indexes 
that  reflect  the  market  with  all  the  accuracy 
you've  come  to  expect  from  Standard  &  Poor's 

The  CBOE  offers 
two  index  options 
The  S&P  100  Index 
Option,  formerly 
traded  as  the  CBOE 
100,  is  based  on  a  unique  index  of  100  spe 
cially  selected  blue-chip  stocks.  And  the  S&P 
500  Index  Option,  which  reflects  the  full  S&P 
500.™ 

You  can  use  these  options  in  a  variety  of 
strategies.  They  can  help  you  take  advan 
tage  of  market  movement  in  both  directions, 
Plus  you  get  high  leverage. 

Although  selling  an  option  is  like  any  short 
position  where  risk  is  not  limited,  when  you 
buy  an  option  your  risk  is  limited  to  the  pre 
miums  alone. 

And  you  get  high  liquidity  too,  because  the 
CBOE  is  the  largest  options  marketplace,  with 
a  ready  market. 


Known  risk  on  the  buy  side.  Leverage  on 
both  sides.  It's  the  kind  of  innovative  invest 
ment  vehicle  you  can  expect  from 
America's  first  and  only  exclusive 
options  marketplace. 

Options,  like  all  investments, 
involve  risks  and  are  not  for 
everyone.  For  important  infor- 
mation on  the  uses  and  risks 
of  index  options,  ask  your 
broker  or  the  CBOE  for  basic 
options  and  index  options 
disclosure  documents. 
Call:  (800)  535-CBOE. 


,   The  ChicagoBoard 

Options 

Exchange 


IF 


c  1983,  Chicago  Board  Options  Exchange 
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CHICAGO  BOARD  OPTIONS  EXCHANGE 


CBOE/SkP  100  <0EX> 
CBOE/S&P  500  <SPX) 


Fact  and  Comment  II 

By  M.S.  Forbes  Jr.,  Deputy  Editor-in-Chief 

m 


REAGAN  AND  THE  GOP- 

While  political  journalists  understandably  will  try  to 
report  the  1984  presidential  race  as  if  it  were  one,  Ronald 
Reagan  should  win  reelection  by  a  comfortable  margin. 
The  Democratic  nominee  remains  unknown,  but  whoever 
it  is  shouldn't  change  the  ultimate  outcome. 

The  real  question  about  1984  is:  Will  President  Reagan's 
coattails  be  strong  enough  for  congressional  Republicans? 

Will  he  be  like  Ike  and  Nixon,  both  of  whom  retained 
the  White  House  with  landslide  victories  while  most  other 
GOP  candidates  went  down  to  defeat?  Or  will  he  pull 
along  the  rest  of  his  party  the  way  FDR  customarily  did  in 
his  reelection  bids? 

The  answer  will  have  a  large  impact  on  Reagan's  place  in 
the  history  books,  helping  to  determine  whether  or  not  his 
accession  will  make  for  a  lasting  change  on  the  political 
landscape  a  la  Franklin  Roosevelt  a  half  century  ago. 

Gloomy  Outlook 

The  portents  for  the  GOP  don't  look  good. 

The  decision  by  Senator  John  Tower  (R-Tex.)  to  step 
down  next  year,  on  top  of  Majority  Leader  Howard  Baker's 
(R-Tenn.)  sirhilar  announcement  a  few  months  ago  (Baker 
would  have  been  a  shoo-in),  further  diminishes  Republi- 
can chances  of  holding  the  upper  house  of  Congress.  The 
majority  of  seats  to  be  contested  in  1984  are  held  by 
Republicans,  and  many  are  considered  vulnerable.  Pros- 
pects for  Republicans  in  the  House  of  Representatives, 
where  they  are  a  decided  minority,  aren't  much  better. 

Although  most  White  House  politicos  don't  seem  to 
realize  it,  how  well  Republicans  do  in  next  year's  congres- 
sional races  will  depend  in  great  measure  upon  what  kind 
of  campaign  the  President  wages. 

Some  advise  that  he  conduct  a  bland  one,  ducking  issues 
and  avoiding  policy  initiatives.  The  stress  would  be  on 
personality  and  incumbency. 

Too  often  the  White  House  staff  fails  to  appreciate  the 
power  of  the  President  to  set  the  terms  of  debate  rather 
than  merely  to  respond  to  criticism. 

Critics  should  be  forced  to  fight  on  the  President's 


A  CRUCIAL  TEST  IN  '84 

ground  rather  than  the  other  way  around. 

How?  It  wouldn't  be  that  difficult,  at  least  in  the  eyes  of 
this  armchair  strategist. 

Spending.  The  White  House  has  gone  out  of  its  way  to 
conciliate  Democrats  on  congressional  appropriation  bills 
that  come  in  above  the  President's  budget.  The  President 
should  stop  trying  to  appease  these  budget  busters  and 
start  wielding  his  veto  pen.  He  has  enough  support  in 
Congress  to  uphold  such  vetoes.  He  would  certainly  save 
more  money  that  way.  More  important,  he  would  be  seen 
as  "doing  something"  about  the  bloated  budget. 

Taxes.  Reagan  should  unveil  in  his  1984  budget  mes- 
sage a  sizable  income  tax  cut,  especially  for  middle 
income  earners.  Financial  experts  and  Democrats  would 
howl,  but  the  President  could  cite  John  Kennedy,  as 
well  as  the  Japanese  and  German  economic  miracles,  for 
historic  support.  He  could  say  his  1981  reductions  have 
barely  covered  inflation  and  the  increased  levies  to  save 
Social  Security,  and  taunt  the  Democrats  thusly:  "They 
seem  to  think  the  major  economic  problem  in  this 
country  is  that  Washington  doesn't  take  enough  money 
out  of  your  pockets." 

Monetary  policy.  Reagan  should  call  for  a  new  Bretton 
Woods  conference  to  design  an  international  monetary 
system.  He  should  emphasize  that  the  old  system,  for  all 
its  flaws,  led  to  enormous  economic  growth,  lower  inter- 
est rates  and  little  inflation  until  it  was  gratuitously  de- 
stroyed by  Lyndon  Johnson  in  the  late  1960s.  The  public 
won't  much  care  for  the  intricacies  of  monetary  policy,  but 
they  will  respond  to  a  vision  of  economic  growth  based  on 
successful  principles  of  the  past. 

Foreign  policy  and  defense.  In  the  wake  of  the  Korean 
airhne  massacre,  the  President  should  throw  down  the 
verbal  gauntlet,  pointing  out  that,  for  all  their  criticisms, 
the  Democrats  have  yet  to  unite  on  realistic  alternatives. 

In  short,  if  the  President  updates  and  stresses  the  posi- 
tive themes  he  used  in  1980,  primarily  economic  growth, 
he  will  go  a  long  way  in  helping  other  Republicans  who 
share  his  principles. 
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How  to  get  our 


OCR 

to  handle  jour  mail 

pdq: 

Make  sure  your  business  mail  meets  a  few  simple  standards  set  by  the  USPS.  By  doing 
so,  you'll  be  helping  us  fulfill  our  commitment  to  automation.  And  that  will  mean  not  only 
more  efficiency  for  us.  But  more  stable  postage  rates— more  accurate  sorting— and  more  con 
sistent  delivery— for  you.  Here's  all  we  ask. 

Make  sure  it  all  shows.  Our  Optical  Character 
Reader  (OCR)  can  process  your  mail  instantaneously 
— as  long  as  the  complete  address  is  visible.  If  you  use 
a  window  envelope,  leave  at  least  lk"  margin  under 
the  address  and  on  the  sides.  Avoid  any  printing  other 
than  the  address  on  or  below  the  delivery 
address  line  across  the  entire  face  of  the 


P.O.  BOX  5752 

HEW  YORK, BY  10163 


MR.  FRED  BAXTER 

111  EAST  WACKER  DRIVE 

CHICAGO.IL  60601 


envelope.  And  our  OCR  will  get  a  perfect  view. 

ke  sure  it's  all  clear.  The  OCR  needs  print  that  contrasts  well  with  the 
background.  As  well  as  characters  that  don't  touch.  Standard  size  print.  And 
the  city/state/ZIP  Code  line  of  the  address  no  farther  than  2 'A  inches  from  the 
bottom  of  the  envelope.  Keep  these  simple  points  in  mind,  and  your  envelope  will 
be  letter-perfect. 

So  start  helping  your  Postal  Service  automate  today.  Just  make  sure  your  mail 
meets  our  standards.  And  we'll  automatically  meet  more  of  yours.  For  more 
information,  call  your  Postmaster  or  Customer  Service  Representative  —ASAP 
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The  improvement  is  automatic. 


What's  Ahead  for  Business 


Edited  by  Thomas  O'Donnell 


Management  will 
keep  pushing 
for  give-backs 


THE  OUTLOOK  FOR  WAGES — NO  SURPRISES 

Whither  wage  rates?  Leaders  representing  43%  of  all  workers  cov- 
ered by  major  labor  agreements  are  renegotiating  in  1983,  with  conse- 
quences that  will  affect  wage  levels  into  1986.  Upcoming  negotiations 
to  watch  as  weather  vanes  include,  this  month,  some  40,000  long- 
shoremen on  the  East  and  Gulf  coasts;  about  100,000  aerospace  work- 
ers in  October;  then  petroleum  in  January,  construction  in  April  and 
railroads  in  June. 

The  Chrysler  settlement  earlier  this  month  was  heartening  for 
the  brisk,  no-nonsense  style  that  prevailed  on  both  sides  of  the  bargain- 
ing table,  but  it's  not  much  of  an  indicator  on  any  other  ground.  The 
United  Auto  Workers  leadership  is  still  playing  catch-up  at  Chrysler, 
whose  workers  were  making  less  than  their  brothers  and  sisters  at  GM 
and  Ford. 

Wage  increases  are  running  at  a  remarkably  low  rate  this  year.  That 
may  be  too  good  to  last,  but  there  is  little  evidence  of  an  inflationary 
bustout.  The  telephone  workers,  for  example,  settled  last  month  for  a 
16%  increase  over  three  years.  Before  talks  began,  the  union  wanted  a 
gain  in  the  23%-to-28%  range. 

Despite  rising  corporate  profits,  the  late  recession  has  left  bargainers 
on  both  sides  running  scared.  Expect  managements  to  keep  pushing  for 
take-aways  and  give-backs — concessions  made  by  unions — to  increase 
productivity  as  part  of  new  settlements.  To  track  the  large  trend,  keep 
your  eye  on  a  particular  statistic,  the  "effective  wage  rate."  That  figure 
reflects  not  only  increases  under  new  contracts  but  also  increases 
under  existing  contracts  and  cost-of-living  formulas.  For  1983  as  a 
whole,  What's  Ahead  expects  it  to  show  a  sharp  drop,  from  6.8%  in 
1982  to  under  4.0%. 


The  anxiety 
in  the 
commodity  market 
seems  overblown 


The  Lord  taketh  away,  but  He  also  giveth.  Prices  paid  for  farm 
products  will  not  rise  sharply  through  next  year  despite  the  summer- 
long  drought  in  the  Midwest.  The  damage  to  this  year's  corn  crop  has 
not  been  overstated.  But  cushioning  the  impact,  in  part,  is  the  fact  that 
there  are  substitutes  for  corn  as  a  feed  grain  and  that  elsewhere  the 
weather  has  been  better  than  in  the  Midwest.  Wheat  yields,  for 
example,  are  at  near-record  levels  in  the  Pacific  Northwest,  in  some 
cases  averaging  100  bushels  per  acre,  against  60  last  year.  That,  plus 
enormous  stockpiles  of  corn  surpluses — some  3.4  billion  bushels — 
will  help  keep  grain  stocks  above  shortage  levels  from  now  through 
late  1984. 

Speculation,  nevertheless,  has  gripped  the  grain  futures  markets.  Since 
early  July,  corn  futures  prices  on  November  contracts  have  jumped 
nearly  30% .  The  underlying  fear  seems  overblown.  Consumers,  in  any 
case,  shouldn't  be  hard  hit.  With  high  feed  prices,  cattlemen  and  hog 
farmers  are  rushing  their  meat  to  market.  These  heavy  shipments,  of 
course,  will  lead  to  tighter  supplies  in  1984.  Even  so,  the  price  in- 
creases will  not  be  worrisome.  The  recession  taught  consumers  to 
shop  for  bargains  as  never  before.  # 
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The  Forbes  Index 


Forbes  Index 
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Pushing  up.  The  Forbes  Index,  once  again,  made  a  respect- 
able gain.  With  a  1.7%  advance,  it  is  now  at  an  alltime  high. 
Helping  to  boost  the  Index  was  a  healthy  drop  of  6.6%  in 
new  unemployment  claims  from  June  to  July.  This  is  the 
fourth  consecutive  month  in  which  this  statistic  has  de- 
clined, and  the  trend  is  an  encouraging  sign.  A  rise  in 
consumer  prices  also  contributed  to  the  gain.  The  service 


component  shows  a  0.5%  month-to-month  rise,  while  the 
total  Consumer  Price  Index  moved  up  only  0.4%. 

Two  components  slowed  the  upward  movement:  manu- 
facturers' new  orders  were  down  3.6%  and  inventories 
declined  0.1%.  But,  in  the  short  run,  these  minor  setbacks 
could  help  minimize  inflationary  pressure.  In  the  long  run 
that  could  help  to  sustain  the  recovery. 


The  Forbes  Index  Components 


The  Forbes  Index  is  a  measure  of  U.S.  economic  activity 
composed  of  eight  equally  weighted  elements:  Total  in- 
dustrial production,  new  claims  for  unemployment  com- 
pensation, the  cost  of  services  relative  to  all  consumer 
prices,  the  level  of  new  orders  for  durable  goods  com- 
pared with  manufacturers'  inventories,  total  retail  sales, 
new  housing  starts,  personal  income,  the  change  in  the 
amount  of  consumer  installment  debt  outstanding. 

To  measure  these  eight  elements,  Forbes  monitors  1 1 
series  of  U.S.  government  data.  The  last  14  months'  data 
for  each  series  are  presented  at  right. 
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Achievement 
has  its  own  rewards 


The  promise  of  success;  the  freedom 
to  pursue  it.  An  American  phenomenon 
symbolically  expressed  in  the  Coram 
Sold  Coin  Watch. 

A  watch  steeped  in  the  traditions  of 
dut  country. 

A  watch  that  has  a  power  and  per- 
sonality uniquely  its  own. 

The  case  is  an  American  $20  gold 
□ieee,  literally  halved.  (The  Eagle 
becomes  the  dial;  the  Goddess  of  Liberty 
the  back  of  the  case.) 

Inside  is  cushioned  an  ultra-thin 
electronic  quartz  movement.  Known  for 
its  accuracy,  it  also  never  needs  winding. 

The  crystal  is  sapphire,  one  of  the 
lardest  substances  known  to  man;  the 
setting  stem,  a  diamond.  And  the  strap 
is  imported  lizard. 

In  addition,  the  Coram  Gold  Coin 
Watch  is  water-resistant.  Each  is  hand- 
crafted, start  to  finish,  by  a  single 
watchmaker  in  La  Chaux-de-Fonds, 
Switzerland. 

For  brochure  send  $1.50  to  Coram, 
Dept.  FB,  650  Fifth  Ave.,  N.Y.,  N.Y.  10019. 
Mso  available  in  Canada. 


CO  RUM 

An  Investment  in  Time 


Who  on  earth 
will  Install  enough 
lightguide  fiber 

to  circle 
the  earth  10  times? 

Western  Electric,  an  AT&T  company 

In  just  five  years.  Western  Electric  has  already  created  and 
installed  enough  lightguide  fiber  to  circle  the  earth.  That's 
25;000  miles  of  fiber  in  60  lightwave  communications  routes. 

TTiose  totals  should  increase  at  least  tenfold  by  the  year 
2000,  as  Western  Electric  continues  to  install  lightwave  systems 
to  transmit  the  high-speed  voice  and  data  services  of  the 
Information  Age. 

Far  more  efficient  and  economical  than  copper  cable,  light- 
wave communications  speeds  your  messages  over  90  million 
light  pulses  per  second  through  hair-thin  glass  fibers.  A  single 
lightguide  cable  can  carry  240,000  telephone  calls  at  once. 

Right  now  Western  Electric  is  installing  the  worlds  largest 
lightwave  system  in  the  busy  Northeast  Corridor.  Another  will 
transmit  the  entire  1 984  Los  Angeles  Summer  Olympics  to 
ABC  television  studios. 

And  our  research  and  development  arm7  Bell  Labs;  is  work- 
ing on  a  transatlantic  lightwave  cable  that  will  triple  calling 
capacity  and  enhance  transmission  quality 

These  systems  are  forerunners  of  a  continually  expanding 
lightwave  network  that  one  day  will  literally  circle  the  earth, 
bringing  everyone  exciting  new  information  services. 

Western  Electric,  an  AT&T  company  Applying  the  technol- 
ogies of  lightwave;  microelectronics;  and  software  to  make  the 
dream  of  the  Information  Age  a  reality 


AT&T 


We  make  your 
IBM  systems 


One  component  that's  out  off  line  should  not 
stop  the  information  flow  that  keeps  your 
business  going. 

When  you  invest  millions  in  IBM  or  compatible 
computers,  peripheral  devices,  and  communications 
processors  to  help  you  run  your  business,  you  cannot 
afford  the  time  and  money  lost  because  of  equipment 
failures. 

That  is  why  more  and  more  Fortune  1000  companies 
have  centralized  control  of  their  data  processing  and 
data  communications  centers  with  Data  Switch 
Configuration  Management  Systems  (CMS).  By  pro- 
viding planned  alternatives  for  information  flow  in  times 
of  equipment  or  communications  line  failures,  Data 
Switch  CMS  makes  an  entire  computer  installation 
"fault  tolerant  from  end  to  end"— from  the  mainframe 
computers  in  corporate  headquarters  to  the  terminals 
at  remote  office  locations. 

Data  Switch  Configuration  Management  Systems  are 
at  the  heart  of  the  most  efficient  computer  centers  in 
the  world— what  about  yours? 


fir  DATA 
^  SWITCH 

444  Westport  Avenue 
Norwalk,  Conn.  06851 
203/847-9800  TWX  710-468-3210 


from  end  to  end. 


IBM  is  a  registered  trademark  of  International  Business  Machines  Corporation 


Forbes 


Thanks  to  computers,  the  IRS  might  be  able 
to  spy  on  your  lifestyle,  guess  what  you  re 
spending  and  check  that  against  reported 
income  and  then  . . . 


No  more 
Mr.  Nice  Guy 


any  doctors  are  forgetting  to  file. 

Deputy  Assistant  IRS  Commission- 
er Walter  E.  Bergman  has  said  that 
examining  "lifestyles"  of  taxpayers  is 
"no  big  deal,"  but  no  ranking  IRS  offi- 
cial will  be  interviewed  on  the  matter. 
IRS  spokesmen  confirm,  however, 
that  plans  are  afoot  to  build  an  IRS 
database  from  information  compiled 
by  private  firms  from  public  sources, 
such  as  car  registration  and  real  estate 
transaction  lists. 

The  possibilities  are  end 
less.  An  IRS  agent  might 
electronically  run  the  real 


By  Allan  Dodds  Frank 


T|  he  advertisement  in  the  Com- 
merce Clearing  House  Daily  was 
clear  enough.  The  Internal  Rev- 
enue Service  was  advertising  for  infor- 
mation from  anyone  who  could  pro- 
vide names,  addresses  and  annual  in- 
comes of  Americans. 

That  little  ad  is  part  of  a  new  effort 
by  the  IRS  to  collect  taxes  from  all 
those  folks  who  seem  to  live  well  and 
fail  to  report.  If  the  IRS  can  get  it 
cheaply  enough,  it  will  buy  informa- 
tion about  how  much  you  paid  for 
your  house  or  what  kind  of  car  you 
drive.  The  IRS  also  could  buy  lists  of 
restaurants  where  you  have  an  ac- 
count, clubs  where  you're  a  member 
or  charge  accounts  you  possess. 

The  solicitation  appears  to  be  step 
one  of  an  IRS  plan  to  build  computer 
profiles  of  all  Americans — starting,  of 
course,  with  the  richer  ones.  The  IRS 
estimates  nonfilers  cost  the  govern- 
ment $3  billion  in  1981,  and  under- 
payments by  individuals  and  corpora- 
tions another  $81.5  billion.  The  pro- 
posal by  IRS  to  "test"  information 
commercially  available  follows  ex- 
periments in  which  taxmen  bought 
commercial  lists  of  300,000  truck 
owners.  IRS  matched  the  lists  to  its 
own  computerized  taxpayer  rolls,  or- 
dered 10,769  taxpayer  investigations 
and  collected  $3.7  million  from  10,680 
taxpayers.  The  IRS  also  has  purchased 
a  medical  journal's  subscription  list  to 
run  it  through  the  computer  and  see  if  J 


estate  rolls  against  taxpayer  lists,  or 
run  through  the  computer  all  the 
names  of  people  who  have  registered 
Mercedes-Benzes,  Jaguars  and  Rolls- 
Royces.  Laws  now  prevent  IRS  from 
buying  information  directly  from 
commercial  credit  bureaus,  but  the 
taxman  could  buy  charge  account 
lists  from  individual  stores.  Imagine 
focusing  on  mailing  lists  for  Gucci, 
Tiffany  or  Georgio's  of  Beverly  Hills. 
IRS  spokesman  Rod  Young  says: 
"We're  looking  for  individuals  whose 
lifestyles  indicate  substantial  in- 
comes. Generally  speaking,  we're 
talking  about  professional  people  who 
are  self-employed." 

Donald  C.  Alexander,  IRS  Commis- 
sioner between  1973  and  1977,  thinks 
he  can  explain  what's  going  on. 
"  There's  some  mysterious  provision  in 
the  IRS  code  that  nobody  has  paid  any 
attention  to  in  the  last  50  years  that 
says  IRS  agents  shall,  like  locusts,  go 
out  and  canvass  the  populace, "  he  says. 
That  is  Section  7601(a)  of  the  Internal 
Revenue  Code,  which  permits  IRS 
agents  to  "inquire  after  and  concerning 
all  persons.  .  .who  may  be  liable  to  pay 
any  Internal  Revenue  tax,  and  all  per- 
sons owning  or  having  the  care  and 
management  of  any  objects  with  re- 
spect to  which  any  tax  is  imposed." 

Says  Alexander:  "That  has 
been  carefully  forgotten  for 
years  because  it  doesn't 
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make  any  sense  to  have  a  horde  of 
agents  marching  side  by  side  through 
a  neighborhood  inquiring  after  all  per- 
sons who  may  be  liable  to  pay  all 
taxes.  Can  you  envision  that?  It's  just 
beautiful.  I  used  to  think  about  it  at 
night  on  Saturdays." 

But  computers  make  such  a  march 
possible.  And  here's  a  twist.  The  data 
IRS  wants  to  buy  often  couldn't  be 
obtained  under  its  subpoena  powers, 
because  it  fails  legal  tests  of  "rel- 
evance" and  "specificity"  to  investi- 
gations of  particular  individuals. 

Alexander  believes  such  IRS  plans 
are  "gropes,"  bad  for  the  tax  system 
because  they  will  generate  mass  re- 
sentment. "Some  of  the  people  living 
in  big  houses  and  paying  low  taxes 


might  be  doing  so  for  good  reason," 
says  Alexander.  "They  might  be  liv- 
ing off  munis  [municipal  bonds]."  He 
says  the  IRS  already  has,  and  frequent- 
ly ignores,  more  useful  information: 
1099  forms  reporting  dividends  and 
interest  and  records  of  all  cash  bank 
transactions  of  more  than  $10,000. 
Former  IRS  Commissioner  Mortimer 
Caplin  (1961-64)  suggests  the  IRS  in- 
crease its  audits  of  current  returns 
from  2%  to  5%.  Using  computers  to 
match  "lifestyles,"  says  Caplin,  "is  a 
threat  to  the  whole  sense  of  privacy  of 
the  American  public." 

The  inherent  privacy  problems  also 
bother  former  IRS  Commissioner  Jer- 
ome Kurtz  (1977-80),  but  he  believes 
occasional  use  of  commercially  pur- 


chased information  by  the  IRS  might 
help  keep  people  honest.  Accurate  re- 
porting of  income — voluntary  compli- 
ance—has declined  about  two-tenths 
of  a  percent  per  year  for  the  last  de- 
cade. But  Kurtz  says:  "It  might  signal 
the  beginning  of  a  long-term  system 
of  putting  together  comprehensive 
files  on  people.  The  existence  of  ex- 
tensive files  is  subject  to  abuse,  and  it 
bothers  me  that  somebody  would  be 
sitting  there  with  an  information  dos- 
sier about  my  life." 

Of  course,  the  Congress  is  just  back 
from  summer  recess,  and  it  might 
have  a  word  or  two  to  say  about  the 
IRS  effort  to  play  Big  Brother.  Presum- 
ably, the  IRS  would  be  building  a  file 
on  the  members  of  Congress,  too.  ■ 


Nobody  likes  a  sale  better  than  stockbro- 
kers like  it.  But  take  a  look  at  just  what 
they've  personally  sold  lately. 


Insider  insights 


By  Ellyn  Spragins 

HAPPY  ANNIVERSARY,  Wall 
Street.  Just  a  year  ago  brokers 
stood  knee-deep  in  stock  pur- 
chase orders  while  their  phones  rang 
off  the  hook.  Today  business  is 
slower,  but  brokers  are  still  making 
some  fast  moves.  The  latest?  Unload- 
ing shares  of  their  own  firms'  stock. 

Does  that  tell  us  something?  May- 
be. A  company's  insiders,  common 
sense  argues,  know  more  about  the 
company  than  outside  investors 
know.  So  when  company  directors 
and  officers  buy  or  sell  its  stock,  in- 
vestors should  take  notice.  Insiders  in 
all  industries  are  selling  stock  more 
heavily  than  at  any  time  in  the  past 
decade,  says  Norman  Fosback,  editor 
of  The  Insiders  newsletter.  These  days, 
however,  not  many  are  selling  more 
unanimously  and  persistently  than 
brokers. 

Given  the  past  year's  bull  market, 
perhaps  "hat  is  not  surprising.  After 
all,  why  not  take  long-term  gains 


when  they're  to  be  had?  Yet,  few  peo- 
ple sell  shares  they  think  will  double 
again  soon.  Says  Fosback:  "It  could  be 
that  the  market  is  about  to  go  into  a 
nasty  correction.  Insiders  just  think 
that  their  stock  prices  are  too  high 
relative  to  the  fair  value.  Otherwise 
they  would  continue  to  hold." 


The  brokers  themselves  have  any 
number  of  other  explanations  for  why 
they're  selling.  "It's  only  prudent  to 
diversify,"  says  a  Paine  Webber  insid- 
er. "Have  you  ever  heard  of  estate 
planning?"  asks  an  E.F.  Hutton  officer 
who  sold  "I  don't  remember — 12,000 
or  15,000"  shares  out  of  roughly 
200,000  he  held.  A  Merrill  Lynch 
spokesman  says  its  insider  sales  were 
insignificant  and  based  on  "personal 
portfolio  decisions."  Donaldson,  Luf- 
kin  &  Jenrette's  director,  Carl  Tiede- 
mann,  needed  some  liquidity  and 
points  out,  "I've  got  four  children  in 
college,  etcetera,  etcetera." 

Etcetera.  The  reasons  an  insider 
might  dump  stock  far  outnumber  the 
reasons  he  might  buy.  Insider  watch- 
ers thus  consider  a  stock  sale  less  im- 
portant than  a  purchase  in  predicting 
a  stock's  performance.  And  brokers 
tend  to  sell  more  often  than  other 
insiders. 

Still,  the  brokers  are  selling  enough 
to  bring  Fosback's  rating  for  the  bro- 
kerage industry  as  an  investment 
down  to  a  three-year  low.  It  can't  be 
stressed  too  often:  People  don't  sell 


Broker  bailouts 

Insider  transactions  may  signal  peaks  in  brokerage 
stock  prices  as  selling  currently  outweighs  buying. 

 Feb.  28  to  Aug.  29,  1983  


number  number 
Firm  sellers  of  shares  buyers  of  shares 


Advest  Group  11  128,851  0  0 

Donaldson,  Luf kin  3  8,400  2  1,440 
&  Jenrette 

AG  Edwards  &  Sons  35  213,940  4  214 


EF  Hutton  12  163,402  0  0 

Merrill  Lynch  4  16,500  0  0 

Paine  Webber  8  459,818  1  5,000 


Source:  Tlx  Institute  of  Econometric  Researcl),  Ft  Lauderdale.  Fla 


32 


FORBES,  SEPTEMBER  26,  1983 


stocks  they  think  will  rise  soon.  They 
do  sell  stocks  that  they  think  are  over- 
valued. 

The  table  on  page  32  tells  just  part 
of  the  story.  It  does  not  include  all 
sales,  such  as  private  transactions, 
nor,  because  of  Securities  &  Exchange 
Commission  reporting  lags,  does  it 
reflect  the  most  recent  insider  sales. 

Still  the  numbers  are  revealing. 
Consider  A.G.  Edwards,  35  of  whose 
insiders  sold  in  the  six  months  prior 
to  September.  Benjamin  Edwards,  the 
firm's  president,  who  says  he  sold 
some  of  his  Edwards  shares  to  buy 
antiques,  believes  the  figure  is  inflat- 
ed because,  until  recently,  all  officers 
had  to  report  their  transactions.  But 
they're  selling,  not  buying,  except  for 
four  small-timers  who  picked  up 
214 — that's  right,  a  total  of  214  — 
shares  in  the  past  six  months.  The  35 
sellers  sold  many  thousands. 

Edwards  Vice  President  L.  Birt  Kel- 
lam  seems  much  more  market-con- 
scious than  most  brokers  in  his  expla- 
nation of  his  selling.  "I  just  felt  the 
market  is  ready  for  a  breather,"  he 
says,  "and  if  it  was  going  to  go  down,  I 
was  confident  that  all  brokerage 
stocks  would  go  down."  He  sold  al- 
most 40,000  shares  during  June  at 
prices  ranging  from  $40  to  $42  a  share. 
Nice  timing.  Edwards  shares  now 
fetch  only  $30  or  so. 

Even  so,  insiders  can  and  often  do 
go  wrong,  especially  in  the  timing  of 
their  sales.  For  every  study  that  shows 
insiders  are  prescient,  there  is  another 
that  disproves  the  thesis.  Few  compe- 
tent professional  money  managers 
base  decisions  largely  on  insider 
buying  or  selling.  Insiders,  says  Perry 
Wysong  of  the  Consensus  of  Insiders 
newsletter,  "almost  always  buy  too 
soon,  and  they  almost  always  sell  too 
soon.  And  they  are  likely  to  be  a  little 
bit  shorter-triggered  at  brokerage 
firms." 

But  look  at  the  fundamentals.  Bro- 
kerage earnings  come  from  stock  mar- 
ket volume,  and  that  has  tumbled  in 
recent  months.  Those  100-million- 
share  days  have  shrunk  to  60-million- 
share  days.  The  probability  that  bro- 
kerage-firm earnings  for  the  third 
quarter  will  beat  last  year's  incredibly 
flush  third  quarter  is  next  to  nil.  So, 
for  many  insiders  sitting  on  200%  and 
300%  gains  in  their  company  stock, 
the  temptation  to  turn  those  profits 
into  cars  or  houses  is  apparently  irre- 
sistible. For  once,  it  seems,  Wall 
Street  is  honoring  one  of  its  zoological 
aphorisms  in  the  observance  rather 
than  the  breach:  Pigs  get  fat,  but  hogs 
get  slaughtered.  Outsiders  investing 
in  brokerage  firms  should  heed  that 
maxim,  too.  ■ 


You  say  you  love  the  kids  and  you  re  glad 
they  stay  in  touch?  But  how,  you  ask,  can 
you  find  the  time  to  keep  up  your  end? 


Electronic 
parenting 


SEATED  ONE  DAY  RECENTLY  at  his 
personal  computer,  a  Forbes 
reader  known  to  us  was  restless, 
ill  at  ease  and  feeling  guilty  about 
how  tough  it  is  to  stay  in  touch  with 
his  kids,  all  three  of  them  semigrown 
and  away  at  school.  The  kids  were 
keeping  up  their  end.  It  was  our  read- 
er-parent who  was  laggard.  One  thing 
led  to  another  as  his  fingers  wandered 
idly  over  the  not  very  noisy  keys,  and 
the  result  appears  below.  Here,  he  told 
us  in  a  covering  note,  is  an  answer  for 
loving,  busy  parents  hoping  to  cement 
relations. 

< MONTH,  DAY>,  1983 

Dear  <  name  of  child  >: 

It  was  truly  wonderful  and  special 
to  receive  your  letter  and  < NUMBER  OF 
CALLS  >  phone  calls.  It  sounded  as  if  you 
were  right  next  door,  instead  of 
<  M  mber  of  miles  >  miles  away. 

Your  concerns  about  individuality 
are  not  well  founded.  <NAME  OF  CUR- 
RENT wife>  and  I  regard  each  of  our 
children  as  special  and  apart,  <na\ie  of 
CHiLD>.Your  lovely  <haircolor>  hair, 
<eye  COLOR >    eyes  and  personality 
traits  of  <  first  trait >  and  <  second 
trait >  make  you  very  dear  to  us. 

What  have  we  been  up  to?  We've 
been  relaxing  and  enjoying  the  < SEA- 
SON >.  On  < movie  day>  evening,  we  saw 

< NAME  OF  MOVIE >.  It  was  < POSITIVE  MOV- 
IE adjective  >,    although  somewhat 

< NEGATIVE  MOVIE  ADJECTIVES  We  also 
went  to  the  theater  with   < THEATER 
person  >  and  saw  a  <  theater  adjec- 
TIVE>  production  of  < NAME  OF  PLAY> .  It's 
about  <PLAY  ABOUT  >. 

Have  you  been  following  the  terri- 
ble events  in  <  COUNTRY  OR  REGION  >? 
The  actions  of  the  U.S.  seem  ques- 
tionable, at  best.  On  the  other  hand, 
the  atrocities  committed  by  the  GOV- 
ERNMENT OR  GUERRILLA?  >  forces  are  a 


J£>* 


serious  provocation  threatening  peace 
in  the  area.  Moving  on  to  more  impor- 
tant things,  we've  just  paid  a  fortune 
to  have  the  < car  or  appliance  >  fixed.  It 

was  <  CAR  OR  APPLIANCE  SYMPTOM  > . 

Mom  has  been  keeping  quite  busy 
working  on  a  report  for  the  <NAME  OF 
organization  >.  As  usual,  there's 
quite  a  bit  of  back-stabbing  between 
the  pro- <  issue  >  and  anti-<  issue  >  fac- 
tions. I  am  working  quite  hard  on 
<NAME  OF  SICK  COMPANY>.  I  think  things 
there  seem  to  be  <  DETERIORATING  OR 
IMPROVING  >. 

<  NAME  OF  COUPLE  >  are  waiting  and  we 
must  rush  off  to  <NEXT  FUN  EVENT >, so 
I'll  cut  this  letter  short.  It  took  forever 
to  write,  as  I  thought  about  the  things 
I  wanted  to  tell  you  and  only  you, 
<name  OF  child  >.  We've  also  heard 
from  <  NAME  OF  FIRST  OTHER  CHILD  >  and 
<NAME  OF  SECOND  OTHER  CHILD >,  but  I'll 

let  <name  OF  CURRENT  wife>  fill  you  in 
on  that  when  she  writes. 

I  love  you  a  lot  and  would  write  you 
more  frequently,  but  I  fear  a  certain 
sameness  to  my  letters.  Perhaps  it's 
just  my  imagination,  <name  of  child >. 

Love, 

If  the  idea  appeals,  you  will  want  to 
know  that  our  reader  composed  his 
loving  letter  on  an  Apple  2  Plus  mi- 
crocomputer, using  the  "form  fill-in" 
feature  of  the  Word  Handler  word  pro- 
cessing program.  He  is  proud  of  it  but, 
understandably,  does  not  wish  his 
name  attached  to  it.  If 


FORBES,  SEPTEMBER  26,  1983 


33 


For  little  cost,  as  such  things  go,  the  Army 
could  have  an  efficient  remote  control 
plane.  Instead,  it  is  going  for  a  far  more 
complex  plane  that  will  take  years  to  deliv- 
er and  may  not  work  well  when  it  arrives. 


Paper  planes 


Lockheed's  Aquila 

Why  not  complicate  the  matter? 


By  Michael  Cieply 


t  is  every  field  commander's 
I  dream.  Like  a  model  airplane  en- 
■  thusiast,  he  sends  an  inexpensive, 
pilotless  aircraft  behind  enemy  lines. 
His  "eye  in  the  sky"  instantaneously 
sends  back  video  images  of  gun  em- 
placements and  troop  movements.  If 
the  enemy  spots  the  drone  before  it 
spots  them,  no  problem.  It  was  cheap 
to  make,  no  life  was  lost,  fust  send  up 


yet  another  one. 

The  remotely  piloted  vehicle,  or 
RPV,  is  not  a  dream.  It  is  a  reality, 
although  not  for  American  forces. 
The  Israelis  used  RPVs  last  year  to 
help  deal  the  Soviet-equipped  Syrians 
a  humiliating  defeat  in  Lebanon's  Be- 
kaa  Valley.  Radar-reflecting  decoy 
drones  lured  SAM  antiaircraft  batter- 
ies into  wasting  deadly  missiles.  Then 
RPVs,  locating  targets  electronically, 
helped  Israeli  jets  to  destroy  19  SAM 


launchers  while  suffering  only  a  sin- 
gle loss.  Meanwhile,  video-equipped 
drones  hovered  above  Syrian  airfields, 
signaling  each  time  a  MiG  took  off. 
That  allowed  Israeli  fighters,  armed 
with  air-to-air  missiles,  to  score  81 
"kills"  with  no  losses  of  their  own. 

Does  the  U.S.  have  such  drones? 
No.  For  years  a  U.S.  version  of  the 
RPV,  dubbed  Aquila — originally  de- 
signed to  spot  artillery  targets — has 
been  on  the  drawing  boards  at  Lock- 
heed. It  is  still  a  paper  weapon,  soar- 
ing only  in  cost,  as  the  designers  find 
new  ways  of  gold-plating  what  was 
always  meant  to  be  a  cheap,  virtually 
disposable,  airplane. 

The  Army  has  invested  nine  years 
and  nearly  $200  million  in  its  long- 
promised  RPV,  now  scheduled  for  de- 
ployment in  late  1987.  Total  cost  of 
developing  and  building  the  first  548 
drones  may  reach  $900  million,  while 
Israel's  Tadiran  Corp.  spent  about  $15 
million  to  develop  its  Mastiff,  one  of 
two  RPVs  proved  in  Lebanon. 

Much  worse,  an  Army  review  in 
August  discovered  that  sundry  Army 
units  want  the  U.S.  RPV  to  perform  as 
many  as  60  different  tasks,  from  drop- 
ping leaflets  to  electronic  counter- 
measures.  Rather  than  develop  sever- 
al versions  of  RPVs,  top  brass  is  try- 
ing— shades  of  the  Pentagon's  F-lll 
mess  of  two  decades  ago — to  assign  as 
many  of  those  wide-ranging  tasks  as 
possible  to  Aquila. 

That  might  be  feasible  with  a 
simpler  vehicle.  But  Aquila's  delicate 
aerodynamics — chiefly  its  elegant 
tailless  design — restrict  it  to  small 
payloads  with  precious  little  flexibil- 
ity and  margin  for  error.  Accommo- 
dating so  many  different  tasks  could 
stretch  delivery  beyond  1989.  Nor  is 
that  all.  Quick-moving  Marine  Corps 
units  and  the  Army's  Rapid  Deploy- 
ment Force  (the  9th  Infantry  Division) 
blanch  to  discover  that  the  care  and 
feeding  of  a  multimission  Aquila  will 
require  a  20-truck  logistics  train,  big 
enough  to  displace  at  least  that  many 
tanks  on  a  crowded  transport. 

The  dream  of  pilotless  air  recon- 
naissance approached  reality  in  the 
early  1970s,  as  microprocessors 
shrank  video  and  datalink  technology 
to  a  size  compatible  with  radar-duck- 
ing miniplanes.  Having  lost  scores  of 
manned  jets  to  SAM  batteries  in  the 
1973  Yom  Kippur  war,  Israeli  brass 
were  quick  on  the  uptake.  In  1974 
Tadiran  flew  a  prototype  RPV  consist- 
ing of  little  more  than  a  Sony  home 
video  camera  mounted  on  a  balsa 
wood  frame.  Within  four  years  a  rap- 
idly developed  fleet  of  lean — and, 
above  all,  cheap — multiple-use  vehi- 
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cles  reached  production. 

But  the  virtues  of  simplicity  seem 
to  rank  low  on  the  Pentagon  priori- 
ties. Army  technical  staff  engineer 
Terrence  Gossett  talks  of  Aquila's 
"spread-spectrum"  and  antijam  gad- 
getry  designed  to  thwart  "postulated 
electronics  threats  through  the  year 
2005."  The  drone's  inertial  navigation 
device,  he  says,  will  resemble  that  of 
the  cruise  missile's.  Ground  stations 
will  be  chemical-,  germ-  and  nuclear- 
proof,  at  a  staggering  cost  of  $13.2 
million  each.  You  can  almost  hear  the 
costs  rising. 

As  it  this  weren't  enough,  the  Penta- 
gon must  now  miniaturize  existing 
technology  such  as  its  forward-look- 
ing infrared  (FLIR)  night  vision  devices 
to  fit  Aquila's  tiny  payload  berth.  That 
effort  might  be  easier  if  Aquila,  like 
clunkier  Israeli  cousins,  had  a  tail.  But 
the  hard  way  seems  to  have  its  charm. 
Says  Gossett,  with  unconscious  irony, 
"When  the  Jet  Propulsion  Lab  saw 
Aquila,  they  said,  'You've  got  a  low- 
flying  satellite.  You're  doing  every- 
thing we're  doing.'  " 

While  design  and  testing  proceeds, 
U.S.  ground  forces  must  still  rely  on 
photographic  reconnaissance  sorties 
by  manned  vehicles  whose  pictures 
reach  front-line  units  in  about  four 
hours.  That  can  be  a  lifetime  on  the 
battlefield. 

Worse  still,  those  same  troops 
could  soon  find  themselves  moni- 
tored by  hostile  RPVs.  At  least  20 
nations,  including  Saudi  Arabia, 
Egypt  and  India,  have  begun  shopping 
for  drones  in  the  wake  of  Bekaa.  De- 
velopmental Sciences,  Inc.,  a  City  of 
Industry,  Calif. -based  manufacturer, 
has  already  sold  RPVs  to  two  Third 
World  countries.  Sighs  DSI  President 
Gerald  Seemann:  "One  of  those  sys- 
tems will  have  been  in  place  for  five 
years  before  the  Army  gets  any." 

Seemann,  who  would  like  to  sell  his 
RPVs  to  the  Pentagon,  is  hardly  a  dis- 
interested party.  But  he  knows  where- 
of he  speaks.  DSI  built  Aquila's  first 
airframe  under  subcontract  to  Lock- 
heed in  1975.  In  later  developing  his 
no-frills  Skyeye,  with  which  buyers 
are  currently  patrolling  unfriendly 
borders,  Seemann  added  a  tail  for 
flexibility  and  a  compact,  lightweight 
Japanese  motorcycle  engine.  Result: 
Seemann  flatly  asserts  that  Skyeye, 
developed  for  $10  million,  can  carry 
any  of  Aquila's  payloads,  has  three 
times  the  endurance  and,  in  full  pro- 
duction, would  sell  for  roughly  one- 
third  of  Aquila's  price  of  $22  million 
per  13-vehicle  divisional  set. 

Now  the  Marine  Corps,  impatient 
to  field  an  RPV  by  1985  but  dependent 
on  the  Army  for  weapons  procure- 


ment, has  begun  looking  on  its  own  at 
Skyeye  and  other  vehicles.  What  does 
the  Corps  seek?  "Our  view  is  to  make 
it  [the  RPV]  as  simple  as  possible," 
snaps  Marine  Colonel  John  Carlton  of 
the  Pacific  Missile  Test  Center.  In  a 
similar  rush  the  Air  Force  has 
launched  a  hush-hush  program  to  de- 
velop a  cheap,  expendable  RPV  with 
Boeing. 


Lockheed,  not  surprisingly,  has  be- 
gun to  fidget.  Though  apparently  still 
secure  in  its  role  as  sole  contractor  on 
Aquila,  the  aerospace  giant  recently 
began  to  work  on  an  additional,  less 
complex  RPV  using  its  own  develop- 
ment dollars.  Perhaps  Lockheed  has 
discovered,  if  the  Pentagon  has  not, 
that  reliable  simplicity  is  often  its 
own  reward.  ■ 


In  Ben  Franklin 's  day,  insurance  compa- 
nies did  the  firefighting  as  well  as  the  un- 
derwriting. That  might  be  coming  back, 
courtesy  of  municipal  governments. 


The  cities  CHIP  in 


By  Ellen  Paris 


One  of  Benjamin  Franklin's 
many  ideas  was  to  tie  firefight- 
ing  and  fire  insurance  under- 
writing together,  so  that  the  insur- 
ance company  was  also  the  fire  de- 
partment. The  idea  was  put  into 
practice  around  the  dawn  of  the  Re- 
public. The  insured  prominently  dis- 
played a  wrought-iron  mark  above 
their  doorways,  indicating  that  their 
premiums  had  been  paid  up  to  a  par- 


ticular insurance  company.  No  mark, 
no  firemen. 

Now  Ben  Franklin's  idea,  with  a 
twist,  is  enjoying  a  new  popularity  in 
the  western  U.S.  In  April  California 
initiated  a  plan  called  the  Cooperative 
Home  Insurance  Program,  or  CHIP, 
under  which  cities  cooperate  with  in- 
surance companies  and  homeowners 
to  help  reduce  losses. 

CHIP  was  designed  by  AVCO  Fi- 
nancial Insurance  Group  and  a  group 
of    California    municipal  officials. 


Homeowner  participating  in  a  stifet\'  and  security  analysis 
Things  are  a  little  more  complicated  now. 
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Here's  how  it  works:  A  homeowner 
requests  a  home  safety  and  security 
analysis  from  the  city's  police  and  fire 
departments  (most  cities  offer  this 
anyway).  Then  a  participating  insur- 
ance company  writes  up  a  policy.  The 
insurance  company  pays  any  claims, 
and  underwriting  profits  are  shared 
with  the  city,  which  docs  not,  howev- 
er, bear  any  underwriting  risk.  Ex- 
plains Richard  Zizian,  president  of 
Cooperative  Insurance  Marketing  As- 
sociates (CIMA),  the  marketing  and 
development  agency  for  CHIP:  "We're 
saying  that  if  the  cities  are  the  ones  to 
make  our  program  work,  then  we 
should  recognize  that  by  sharing 
some  of  the  revenues  with  them." 

Premiums  could  probably  be  20% 
to  30%  less  than  prevailing  rates  in 
the  cities,  says  Bill  Hanna,  executive 
vice  president  of  CIMA,  which  mar- 
kets CHIP  for  AVCO  and  New  Hamp- 
shire Insurance  Group  (a  subsidiary  of 
American  International  Group). 

So  far,  five  California  towns — San 
Clemente,  Duarte,  Mill  Valley,  Seal 
Beach  and  Oxnard — have  signed  up, 
and  another  26  are  implementing  the 
program.  Bill  Hanna  says  he  has  re- 
ceived inquiries  from  120  California 
cities,  and  expects  that  40,000  CHIP 


By  Geoffrey  Smith 

OT^fe  n  Oct.  1  Medicare  reimburse- 

■  ment  to  hospitals  will  start 
changing  from  the  present 
cost-plus  system  to  a  fixed-rate  sys- 
tem, as  called  for  in  the  1983  Social 
Security  refinancing  legislation.  The 
new  system  is  called  "prospective 
payment"  because  rates  are  set  in  ad- 
vance of  treatment  according  to 
which  of  467  "diagnosis-related 
groups"  [or  DRGs)  a  patient  is  deemed 
to  fall  into.  It  is  certain  to  cause  major 


policies  will  be  sold  over  the  coming 
12  months.  The  California  Contract 
Cities  Association,  which  has  about 
65  city-members,  works  to  strengthen 
the  contract  city  system  and  is  sup- 
porting CHIP.  Outside  California, 
both  Orem,  Utah  and  Portland,  Ore. 
are  considering  it. 

City  managers  like  the  idea,  they 
say,  because  the  city  might  make 
some  money.  Last  year,  for  example, 
single  family  homeowners  in  San  Cle- 
mente, Calif,  (pop.  29,500)  paid  out 
about  $3  million  in  homeowners'  in- 
surance premiums  against  1982 
claims  of  around  $500,000.  Under 
CHIP  a  portion  of  that  $2.5  million 
difference  would  be  turned  over  to 
San  Clemente's  treasury.  But  the 
main  thing,  says  Ken  Caresio,  city 
manager  of  Duarte,  Calif.,  which  has 
agreed  to  implement  the  program,  is 
the  required  safety  analysis.  "Even  if 
we  don't  make  a  dime,"  he  says, 
"we'll  have  made  our  city  safer." 

What's  in  it  for  the  insurance  com- 
panies? To  them  CHIP  represents  a 
chance  to  break  the  market  strangle- 
hold of  the  three  industry  giants, 
State  Farm,  Allstate  and  Farmers, 
none  of  which  is  taking  part.  The  big 
three  have  about  65%  of  the  national 


cost-control  problems  for  the  nation's 
5,800  acute-care  hospitals,  which  get 
an  average  of  36%  of  their  revenues 
from  Medicare  and  Medicaid. 

Is  this  a  golden  opportunity  for  the 
supposedly  more  efficient  investor- 
owned  hospital  chains  like  $1.5  bil- 
lion (net  revenues)  Humana  Corp.  or 
$3  billion  (net  revenues)  Hospital 
Corp.  of  America? 

On  Wall  Street  the  bulls  are  predict- 
ing a  period  of  explosive  growth  for 
such  for-profit  hospitals.  There  will 
be  a  shakeout  among  nonprofit  volun- 


homeowners'  insurance  business; 
AVCO  and  AIG's  New  Hampshire 
Insurance  Group  think  this  is  a 
chance  to  grab  some  of  that  busi- 
ness. What  do  the  big  companies 
think  of  CHIP?  "It's  not  necessary," 
argues  a  spokesman  for  Allstate. 
"The  market  is  well  served  by  pri- 
vate enterprise."  Retorts  Harry  Bru- 
no, risk  manager  for  Hayward,  Cal- 
if.: "I  think  the  major  insurance 
companies  are  afraid  that  if  this 
takes  off,  they  will  have  to  develop 
more  competitive  products." 

Maybe.  But,  of  course,  those  profits 
the  cities  are  expecting  will  depend  on 
how  well  CHIP  handles  its  underwrit- 
ing. Insurance  companies  are  notori- 
ous for  shaving  premiums  down  in 
good  times  and  getting  squeezed 
when  the  market  dips  or  when  a  lot  of 
claims  hit  all  at  once.  That,  after  all, 
is  what  the  "underwriting  cycle"  is  all 
about.  Do  the  cities  want  to  go  into 
partnership  with  that?  In  any  event, 
the  cities  will  not  be  paid  any  under- 
writing profits  until  a  statewide  $1 
million  premium  reserve  pool  has 
been  accumulated.  Ben  Franklin's 
idea  may  be  as  serviceable  as  it  was 
200  years  ago,  but  things  are  a  little 
more  complicated  now.  ■ 


tary  hospitals,  the  theory  goes,  that 
will  drive  many  of  them  into  the  arms 
of  investor-hospital  chains.  Bears 
point  to  studies  like  the  one  published 
recently  in  the  prestigious  New  F.n- 
gland  Journal  of  Medicine,  claiming 
that  investor-owned  hospitals  are  ac- 
tually less  efficient  than  the  voluntar- 
ies and  make  most  of  their  money 
from  excessive  use  of  services  like 
laboratory  testing  or  plain  old  price- 
gouging  practices  which  Medicare's 
new  fixed  rates  should  curtail  sharply. 

Who's  right?  Forbes  put  the  ques- 
tion to  David  Jones,  chairman  and 
chief  executive  of  Louisville's  Hu- 
mana Corp.,  a  Wall  Street  favorite, 
with  a  fancy  price/earnings  ratio  of  18 
and  the  industry  leader  in  both  return 
on  equity  and  earnings  growth.  Is  pro- 
spective payment  a  blessing  or  a  curse 
for  the  investor-owned  hospitals? 

Jones.  It's  more  of  a  blessing  than  a 
curse.  But  it's  still  far  from  a  blessing. 
As  Peter  Drucker  pointed  out  years 
ago,  if  you  pay  all  hospitals  at  average 
cost,  you  give  every  hospital  in  the 
country  a  reason  to  be  cost-effective. 

That's  essentially  what  DRGs  do, 
except  for  one  very  nasty  problem: 
Some  6%  of  the  average  payment  will 
be  withheld  as  a  fund  for  patients  who 
have  to  stay  in  the  hospital  longer 
than  expected.  Another  1.6%  will  be 
withheld  for  the  budget  neutrality 


How  will  investor-owned  hospital  chains 
fare  under  Medicare  s  new  fixed-rate  reim- 
bursement system?  Lets  find  out,  says  Hu- 
mana s  David  Jones. 


Roll  the  DRGs! 
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provision,  which  will  go  to  some  of 
the  highest-cost  states — New  York, 
Massachusetts  and  Maryland.  They 
have  been  exempted  from  this  disci- 
pline for  three  years,  presumably  be- 
cause of  political  clout.  Now  this  is  a 
scandal,  because  hospitals  will  get 
only  90%  to  93%  of  the  reimburse- 
ment they  should  get. 

The  Pattison/Katz  study  of  California 
hospitals,  recently  published  in  the  New 
England  Journal  of  Medicine,  said  that 
"total  operating  expenses  per  patient-day 
n  ere  about  6%  higher  for  the  investor- 
owned  chain  hospitals  thanfor  the  volun- 
tary institutions. "  The  authors  claim  it 
holds  tn  <e,  ei  ei  i  adjustii  ig  for  the  general- 
ly shorter  length  of  stay  in  investor-owned 
hospitals. 

Jones  Investor-owned  hospitals  in 
California  tend  to  be  newer  hospitals 
with  lower  occupancy  rates.  A  lot  of 
others  are  too  small  to  offer  a  full 
range  of  services  and  therefore  be 
competitive.  When  we  bought  the 
American  Medicorp  chain  in  1978 
they  had  15  hospitals  in  California, 
most  of  which  have  never  achieved  an 
average  occupancy  of  more  than  50% 
because  they  were  too  small.  We  sold 
10  of  them  over  the  last  year,  but  they 
might  be  in  the  Pattison/Katz  study.  If 


so,  they  are  bound  to  be  high-cost 
hospitals.  It's  a  fixed-cost  business, 
and  if  you  don't  get  the  volume,  you 
get  high  costs. 

All  I  can  say  is  that,  if  you  look  at  all 
of  the  places  where  we  do  business,  we 
have  a  significant  cost  advantage, 
which  is  increasing.  We're  the  lowest- 
cost  provider  in  almost  every  market 
we're  in,  despite  paying  sales  and  prop- 
erty taxes.  Our  average  cost  advantage 
was  16.8%  in  1981,  up  from  12%  in 
1980,  and  when  the  1982  numbers 
come  out  it'll  be  even  higher. 

How  do  you  accomplish  that?  You  get 
discounts  on  quantity  buying? 

Jones:  It's  not  just  getting  a  lower 
initial  purchase  price,  it's  working 
out  the  lowest  possible  storage  and 
distribution  costs  with  our  suppliers 
and  sharing  the  economies  with  them 
in  national  contracts.  And  95%  of  our 
medical  supplies  are  on  national  con- 
tract, far  more  than  anyone  else.  It's 
being  able  to  centralize  all  that  federal 
bill-processing  to  a  much  greater  ex- 
tent than  anyone  else. 

It's  also  the  discipline  to  determine, 
in  the  judgment  of  those  being  served, 
the  best  way  of  getting  things  accom- 
plished. If  it's  diagnostic  imaging,  for 
example — or  X  rays,  as  we  used  to  call 


it  before  we  had  so  many  methods — 
you  want  a  clear  picture  quickly.  It's 
that  simple.  That  is  what  the  doctor, 
the  patient  and  the  insurance  com- 
pany want.  Well,  that  means  proper 
calibration  of  the  machine  and  proper 
timing  in  the  picture-taking  by  prop- 
erly trained  people.  We  can  make  sure 
that  these  simple  things  are  done  al- 
most all  the  time.  That's  where  cen- 
tralized authority  helps. 

But  your  hospitals  also  have  unusually 
high  volume  in  the  most  lucrative  services, 
like  laboratory  testing,  don't  they'''  At 
least,  that's  what  the  New  England  Jour- 
nal study  would  suggest. 

Jones:  There's  no  service  a  hospital 
offers  that's  inherently  profitable  or 
unprofitable.  It  all  depends  on  volume 
and  price.  And  hospitals  have  no  way 
that  occurs  to  me  to  influence  how 
many  tests  doctors  order. 

It's  the  government  that  is  paying 
doctors  to  overutilize  the  health  care 
system.  Government  rhetoric  may 
say  control  health  care  costs,  but  gov- 
ernment actions  say  spend  all  you 
can.  The  federal  entitlements  pro- 
gram is  telling  old  people  to  go  buy  all 
the  health  care  they  can,  that  it 
doesn't  cost  them  anything. 

All  this  is  the  demand  side  of  the 


CE(  >  David  Jones  oj  Humana 

"It's  more  of  a  blessing  than  a  curse.  But  it's  still  far  from  a  blessing.' 
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The  doctor's  rebuttal 


Dr.  Arnold  Relman.  fat 
from  an  impartial  observe) 


Dr.  Arnold  Relman  is  hardly  an  impar- 
tial observer  of  investor-owned  hos- 
pital chains.  He  is  editor  of  the  New  En- 
gland Journal  of  Medicine,  whose  Aug.  1 1 
issue  reports  on  a  study  in  California 
indicating  that,  for  all  their  claims,  for- 
profit  hospitals  are  actually  less  cost- 
effective  than  the  so-called  voluntary  in- 
stitutions. Dr.  Relman,  who  teaches  at 
the  Harvard  Medical  School,  is  affiliated 
with  not-for-profit  hospitals  and  has 
written  numerous  articles  and  editorials 
attacking  investor-owned  hospital 
chains.  What  does  he  have  to  say  about 
Humana  CEO  David  Jones'  contentions? 

"The  fact  is,  there  is  no  evidence  what- 
ever that  for-profit  chains,  with  all  their 
vaunted  administrative  efficiencies  and  economies  of 
scale,  can  operate  less  expensively  than  the  not-for- 
profits,"  Relman  says.  Nor  is  the  California  study 
unique  in  this  respect,  he  says;  its  results  were  virtually 
duplicated  in  studies  in  Texas  and  Florida. 

Humana's  Jones,  says  .Dr.  Relman,  "has  written  me 
that  his  costs  are  16.8%  lower  and  improving.  What  I'm 
going  to  say  to  him  when  I  reply  is,  'Publish  the  data 
supporting  that.'  Any  impartial  observer  of  the  data  I've 
seen  has  to  conclude  that  so  far  the  costs  of  the  for- 
profit  hospitals  have  been  at  least  as  high  as  the  not-for- 
profits  and  maybe  a  little  higher,  and  their  charges  a  lot 
more.  Now,  of  course,  there's  been  no  economic  incen- 
tive for  them  to  keep  their  costs  down.  The  question  is, 
will  they  be  able  to  control  their  costs  now,  when  the 
incentive  is  there?" 


But  aren't  many  of  the  costs  of  a  hospi- 
tal attributable  to  tests  and  services  or- 
dered by  doctors,  as  Jones  claims?  May- 
be, says  Relman,  but  the  fact  is  that  for- 
profit  hospitals  do  more  of  these  tests 
than  nonprofit  hospitals.  "And  their 
charges  are  much  higher — really  exorbi- 
tant," he  says.  "Now,  under  Medicare's 
new  fixed-rate  reimbursement,  how  will 
the  for-profits  persuade  their  physicians 
to  reduce  the  utilization  of  all  those  an- 
cillary services?  Particularly  when  it  is 
not  in  the  physician's  interest  to  do  so? 
Notice  that  up  until  now  hospitals  and 
doctors  have  had  more  or  less  the  same 
interests:  the  more  tests  the  better — as 
long  as  they  got  reimbursed.  But  now  it 
is  in  the  hospital's  interest  to  do  less  for  the  patient. 
The  doctor  doesn't  have  that  interest. 

"One  solution  is  to  hire  the  doctors.  If  Humana 
doesn't  want  to  do  that,  it  will  be  interesting  to  see 
what  economic  incentive  they  can  give  doctors  to  cut 
down  on  those  services." 

As  for  whether  there  is  likely  to  be  an  avalanche  of 
acquisition  opportunities  for  Humana  and  the  other 
investor-owned  hospitals,  Relman  thinks  that  is  largely 
up  to  the  government.  "There's  a  growing  crunch  on 
teaching  hospitals  and  the  public  hospitals,  which  have 
never  been  adequately  paid  for  the  care  they  give  on 
Medicaid  and  other  indigent,  uninsured  patients.  The 
question  is  whether  the  government  is  going  to  recog- 
nize that  or  whether  it's  going  to  drive  them  out  of 
business  or  into  the  arms  of  the  for-profits."— G.S. 


equation.  It  has  nothing  to  do  with 
hospitals.  In  our  system  we  don't  do 
anything  that  would  cause  doctors  to 
order  tests,  except  to  give  them  lots  of 
information  about  what's  happening. 

We  have  a  technology  assessment 
group  headed  by  a  fellow  named  Da- 
vid Rollo,  a  Ph.D.  physicist  as  well  as 
an  M.D.,  who  has  written  over  200 
books  and  articles  and  who  is  a  world- 
class  expert  on  diagnostic  imaging.  As 
a  result  of  cosponsoring  with  Vander- 
bilt  University  the  first  seminar  on 
digital  radiography  in  the  U.S.,  we 
outfitted  our  system  with  those  ma- 
chines before  most  hospital  managers- 
knew  they  were  even  coming. 

The  same  is  true  of  NMR — nuclear 
magnetic  resonance — a  radiation-free 
method  of  soft-tissue  analysis.  So  it 
follows  that  a  lot  more  testing  is  being 
done  in  our  hospitals  because  other 
hospitals  transfer  their  patients  to 
where  the  technology  exists. 

Won 't  Medicare's  new  fixed  rates  elimi- 
nate testing  that  doctors  order  just,  say,  to 
ward  off  malpractice  suits?  Won't  it  cause 
a  sharp  reduction  in  your  lab  volume? 

it  oies  If  you  are  being  paid  a  fixed 
amount  and  you  want  to  overspend  in 
a  certain  area,  then  you  just  eat  that 


under  DRG.  But  we  think  our  outpa- 
tient volume  from  other  hospitals 
will  continue  growing.  So  our  labora- 
tory strategy  is  to  halve  the  price  and 
double  the  quality  and  then  tie  it  all 
together  electronically. 

Wouldn  't  it  be  safer  not  to  bet  on  in- 
creasing volume  and  cut  way  back  in 
laboratory  testing:-'  Then  farm  out  any 
excess  to  independents' 

Jones.  I  think  it's  going  the  other 
way.  Many  companies  are  moving 
away  from  zero-deductible  insurance 
with  a  vengeance  and  allowing  em- 
ployees to  participate  in  the  cost  of 
their  health  care  through  HMOs, 
health  maintenance  organizations. 

I  think  what  we're  going  to  see  hap- 
pen is  a  vertical  integration  of  the 
hospital  industry  and  the  insurance 
industry  on  a  model  that's  something 
like  the  Kaiser  companies  [one  of  the 
first  HMOs].  We're  already  shut  out  in 
some  areas.  That's  why  we  are  plan- 
ning to  introduce  a  new  type  of  health 
insurance  in  late  September.  We're 
thinking  of  letting  insured  employees 
select  their  own  physicians  but  re- 
quiring that  facility  utilization  be 
within  our  network. 

What  about  the  old  charge  that  for- 


profit  hospital  chains  like  yours  skim  off 
the  most  lucrative  patients  and  filter  out 
the  rest* 

Jones.  When  a  doctor  joins  the  staff 
of  a  hospital,  the  hospital  has  to  take 
all  of  the  patients  that  he  wants  to 
admit.  You  can't  say,  "We'll  take  this 
patient  and  not  that  one."  The  idea 
that  hospitals  have  any  viable  strate- 
gy for  excluding  patients  just  isn't 
true  of  an  acute-care  general  hospital, 
and  all  but  one  of  our  hospitals  are 
acute-care  general  hospitals. 

With  a  sky-high  debt-to-equity  ratio  of 
1.7 — one  of  the  highest  in  your  indus- 
try— can  Humana  cope  with  a  sudden 
flood  of  acquisition  opportunities  if  they 
materialize? 

Jones  I  don't  see  that  as  a  problem 
at  all.  We  have  S240  million  in  cash, 
an  A  rating  and  a  debt-to-equity  ratio 
that  is  the  lowest  it  has  been  in  the 
22-year  history  of  the  company.  I 
think  we're  exceptionally  well  poised 
to  take  advantage  of  any  acquisition 
opportunities  that  may  develop. 

So,  on  balance,  you  say  roll  the  DRCs 
and  let  's  find  out  who  the  low-cost  pro- 
i  ider  really  is? 

Jones.  Absolutely.  Should  have  done 
it  a  long  time  ago.  ■ 
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Consumer  Orientation 

No.  24  in  a  series 
Subject:  Design  objective: 
maximum  performance, 
not  maximum  production. 


Engineered  for  maximum  performance,  the  design  of  the 
Porsche  944  does  not  lend  itself  to  ease  and  speed  of  assembly, 
fve  cannot  increase  our  production  schedule  because  to  do  so 


Porsche  944 


would  mean  to  compromise  the  outstanding  quality  and  perform- 
ance that  created  the  exceptional  demand  for  this  automobile  in 
the  first  place. 


Pick  out  something 
weatherproof,  timeproof 
and  gorgeous:  the  MD-8Q 


Ageless  beauty  catches  the 
eye. The  MD-80  thwarts  the 
ravages  of  time  with  an  ex- 
terior of  premium  aluminum 
alloy  burnished  to  shine 
back  at  the  sun— a  finish  so 
fine  it's  made  only  for  us. 

This  outer  skin  is  thin  and 
light.  Yet  its  tough  enough 
to  withstand  stress,  temper- 
ature, fracture  and  cracking 
for  the  life  of  the  airplane. 

Corrosion  within  is  a  sepa- 
rate challenge.  We  take  extra 
care  to  assure  that  conden- 
sation is  collected  and  drained 
away.  Galley  areas  are  given 
extra  protection. 

Examples  of  lasting  value 
are  everywhere.  MD-80 
beauty  starts  at  the  skin  and 
goes  to  the  heart.  No  wonder 
chief  engineers  and  account- 
ants alike  love  it. 


The  Money  Men 


Have  you  failed  to  find  an  investment 
philosophy  that  works?  Then  consider  the 
thoughts  of  fohn  Maynard  Keynes.  His  in- 
vestment ideas,  only  recently  made  public, 
have  a  surprisingly  contemporary^  ring. 


The  original 
contrarian 


By  Lawrence  Minard 


WHATEVER  ONE  THINKS  about 
John  Maynard  Keynes  as  an 
economist,  most  of  us  could 
do  a  lot  worse  than  to  follow  his  in- 
vestment philosophy  and  practice.  It's 
fairly  well  known  that  Keynes  was  a 
highly  successful  investor  and  specu- 
lator. What  is  little  known  is  that  his 
ultimate  success  stemmed,  not  from 
his  economic  theories  or  from  any 
arcane  or  technical  knowledge  of  fi- 
nancial markets,  but  from  simple, 
old-fashioned  contrarian  fundamen- 
talism. Keynes,  it  is  clear,  did  not  take 
seriously  brokerage  letters.  Nor  did  he 
consort  with  market  insiders.  As  an 
investor  he  was  the  quintessential 
amateur.  For  him  investing  was  only 
one  activity  in  an  extraordinarily  full 
life.  He  had  an  eye — perhaps  nose  is  a 
better  word — for  value  and  a  personal 
arrogance  that  made  it  quite  easy  for 
him  to  go  firmly  against  the  crowds, 


John  Maynard  Keynes  in  a  1908  watercolor  by  Gwe>i  Raverat 

"My  central  principle  of  investment,"  he  told  a  tiresome  banker,  "is  to  go  contrary  to  general  opinion. 
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A  Keynesian  asset  profile 

As  the  inset  chart  shows,  Maynard  Keynes  made  most  of  his 
fortune  in  the  1930s,  when  most  investors  were  losing  theirs.  The 
larger  chart  shows  that  both  Keynes'  personal  account  and  The 
Chest,  money  he  managed  for  his  old  college,  King's,  out- 
performed the  averages  by  a  wide  margin. 
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Source:  The  Collected  Writings  of  John  Maynard  Keynes,  vol-  XII 


including  the  supposedly  well-in- 
formed crowd. 

Keynes  did  not  even  begin  serious 
investing  until  he  was  36.  As  an  in- 
vestor he  was  entirely  self-taught. 

So,  if  it's  an  investment  guru  you 
are  looking  for,  consider  the  great  En- 
glish esthete,  economist  and  man  of 
affairs.  Thanks  to  a  newly  published 
volume  of  We  Collected  Writings  of  John 
Maynard  Keynes,  edited  by  Donald  E. 
Moggridge  (see  box,  p.  48),  it  is  possible 
for  the  first  time  to  understand 
Keynes'  financial  success  and  how  it 
was  achieved.  His  observations  have 
an  authenticity  that  make  them 
equally  applicable  to  the  stock  mar- 
kets of  the  1980s  as  to  those  of  the 
1930s  and  1940s.  Fashions  and  fads 
have  changed,  but  investing  psycholo- 
gy remains  remarkably  constant.  The 
traps  are  in  the  same  places.  So  are  the 
rewards. 

By  playing  the  markets  (mostly  the 
stock  and  bond  markets),  Keynes 
increased  his  net  assets  from  £16,315 
in  1919  to  over  £411,000  in  1945,  the 
year  before  he  died.  In  today's  pur- 
chasing power,  he  ended  with  the 
equivalent  of  around  $10  million, 
pretty  impressive  for  a  man  who  in- 
herited a  lot  of  culture  but  not  much 
money.  That's  an  annual  compound 
growth  rate  of  13%  in  an  era  when 
neither  the  London  nor  New  York 
stock  averages  doubled  and  when  in- 
flation was  virtually  nil. 

Look  at  the  chart  above.  The  inset 
line  represents  Lord  Keynes'  net  as- 
sets. It  shows  that  Keynes  accumulat- 
ed his  wealth  in  fits  and  starts,  piling 
up  assets  in  good  markets  and — he 
was  no  superman — giving  back  much 
of  the  pile  in  slumps.  Ten  steps  for- 
ward, five  steps  back. 

That  jagged  line  reflects  an  investor 
of  enormous  ego  and  iron  will.  Four  or 
five  securities,  Moggridge  tells  us, 
typically  made  up  half  of  Keynes' 
portfolio,  which  Keynes  typically 
turned  over  at  least  once  a  year.  As 
befits  a  man  convinced  of  his  judg- 
ment, Keynes'  portfolio  was,  until  a 
few  years  before  he  died,  leveraged  to 
the  hilt.  In  1929,  for  example,  when 
Keynes'  net  assets  reached  a  nadir  of 
£7,815,  his  margin  debt  came  to 
£14,000.  In  1936,  when  Keynes  was 
worth  over  £506,000,  debts  came  to 
nearly  £300,000.  This  combination  of 
enormous  leverage  and  concentrated 
share  ownership  meant  Keynes  fared 
far  less  well  than  the  broad  market 
averages  in  down  markets,  but  far,  far 
better  in  up  markets. 

Keynes  made  his  first  investments, 
£161  worth,  in  1905,  at  age  22.  But  it 
was  not  until  he  left  His  Majesty's 
Treasury  in  1919  that  he  became  a 


serious  player.  He  accumulated  his 
grubstake  capital  in  a  few  months, 
speculating  in  foreign  exchange.  But 
in  1920  the  currency  markets  went 
against  him  and  wiped  out  Keynes' 
assets  and  those  entrusted  him  by  his 
parents,  siblings  and  such  Blooms- 
bury  set  luminaries  as  Vanessa  Bell, 
Roger  Fry  and  Duncan  Grant. 

Undeterred,  Keynes  borrowed 
£5,000  from  financier  Sir  Ernest  Cas- 
sel,  took  an  advance  on  The  Economic 
Consequences  of  the  Peace  and  plunged 
deeper  into  the  same  positions  that 
had  wiped  him  out.  By  1922  his  net 
assets  had  rebounded  from  minus 
£8,587  (including  £6,750  in  "moral 
debts,"  the  diminished  capital  of  his 
family  and  friends  Keynes  felt  obliged 
to  make  good)  to  plus  £21,588. 

During  most  of  his  investment  ca- 
reer, Keynes  speculated  in  foreign  ex- 
change and  commodities.  As  Volume 
XII  of  The  Collected  Writings  shows, 
Keynes  had  a  firm  grasp  of  the  statis- 
tics covering  the  latter.  Nor  was  he 
above  trickery  when  pressed  (see  box). 
But  Keynes,  like  most  investors,  usu- 
ally lost  most  of  what  he  made  in  the 
currency  and  commodity  specula- 
tions. It  was  in  common  and  preferred 
stocks  and  bonds,  in  London  and  New 
York,  that  Keynes  made  his  money. 

How  did  Keynes  do  it?  By  his  very 
temperament  Keynes  was  a  con- 
trarian. He  was  an  intellectual  loner 
who  trusted  his  own  judgment  and 
scorned  the  herd's.  He  believed  that 
capital  markets  were  ultimately  effi- 
cient and  rational  but  that  from  time 
to  time  waves  of  irrationality  would 


create  opportunities  for  the  quick- 
witted few  who  were  courageous 
enough  to  defy  convention.  "My  cen- 
tral principle  of  investment,"  wrote 
Keynes  in  1944  to  a  tiresome  fellow 
money  manager  for  Keynes'  old 
school,  Eton,  "is  to  go  contrary  to 
general  opinion,  on  the  ground  that,  if 
everyone  is  agreed  about  its  merits, 
the  investment  is  inevitably  too  dear 
and  therefore  unattractive." 

Keynes'  greatest  investment  coups 
came  during  the  period  1929- 
1936,  when  he  multiplied  his  net 
worth  by  65  times.  This,  mind  you, 
right  smack  in  the  midst  of  the  worst 
depression  of  modern  times.  Keynes 
understood  that  the  fear  created  by 
the  economic  slump  had  grown  far 
out  of  proportion  to  the  slump  itself. 
Other  fortunes  were  made  at  this 
time — in  Wall  Street,  Floyd  Odium 
comes  quickly  to  mind — but  not 
many.  It  took  extraordinary  self-con- 
fidence to  shake  off  the  pervasive 
lethargy  that  followed  the  resounding 
crash  of  1929  and  the  subsequent  wor- 
ries that  the  capitalist  system  was 
doomed.  The  mob,  which  had  time 
only  for  optimism  in  the  late  1920s, 
had  time  only  for  gloom  in  the  1930s. 
Wrote  Keynes  in  February  1931  to  the 
board  members  of  the  National  Mutu- 
al Life  Assurance  Society,  of  which  he 
was  chairman  from  1921  to  1938: 

"Just  as  many  people  were  quite 
willing  in  the  boom,  not  only  to  value 
shares  on  the  basis  of  a  single  year's 
earnings,  but  to  assume  that  increases 
in  earnings  would  continue  geometri- 
cally, so  now  they  are  ready  to  esti- 
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mate  capital  values  on  today's  earn- 
ings and  to  assume  that  decreases  will 
continue  geometrically."  Keynes  un- 
derstood that  financial  markets  are 
manic-depressive.  He  would  not  have 
been  surprised  to  learn  that  oil  drill- 
ing stocks,  in  tremendous  demand  at 
huge  multiples  of  book  value  in  1980, 
would  go  begging  at  substantial  dis- 
counts from  book  in  1982. 

It  was  in  Wall  Street,  where  the 
gloom  was  thickest,  that  Keynes 
found  his  best  values.  By  1934  over 
20%  of  his  money  was  committed 
there.  The  Dow  industrials  were  un- 
der 100  during  most  of  that  year. 
Within  two  years  they  had  doubled. 

Like  a  small  number  of  other 
astute,  contrarian  investors, 
Keynes  was  especially  intrigued 
in  the  early  and  mid- 1930s  by 
the  preferred  shares  of  the  big 
utility  holding  companies. 
These  giant  pyramids  were  un- 
der a  death  sentence  from  the 
New  Deal;  they  had  been  shaken 
by  the  Insull  empire's  collapse 
and  by  that  magnate's  subse- 
quent flight  to  Greece.  Nobody 
wanted  the  stocks  even  though 
there  was  considerable  value  be- 
hind them.  Buying  such  shares 
in  1 934  was  like  buying  Chrysler 
at  3  in  1 982 :  cheap,  but  why  even 
bother?  Of  them  Keynes  wrote 
in  1933:  "They  are  now  hope- 
lessly out  of  favor  with  Ameri- 
can investors  and  heavily  de- 
pressed below  their  real  value." 
National  Power  &  Light,  long 
since  liquidated,  he  noted,  yield- 
ed 15%,  was  awash  in  cash, 
earned  5  times  its  preferred  divi- 
dend and  was  beginning  to  in- 
crease earnings  again.  How 
could  he  lose? 

What  about  the  inflation 
Franklin  Roosevelt  was  about  to  cre- 
ate? Keynes:  "I  am  at  a  loss  to  see  how 
the  inflationary  programme  of  the 
President  is  really  injurious  to  stocks 
of  this  character.  For  any  rise  of  prices 
which  he  engineers  will  necessarily 
increase  the  proportion  of  equity  cov- 
er behind  the  preferred  claim." 

But  Keynes  was  under  no  illusion, 
notice,  that  he  could  predict  the  near- 
term  course  of  the  economy  or  even 
the  near-term  course  of  earnings.  And 
he  recognized  that — then  as  now- 
most  investors  were  mesmerized  by 
the  near-term  to  the  virtual  exclusion 
of  the  long-term.  He  wrote  in  1940: 

"Very  few  American  investors  buy 
any  stock  for  the  sake  of  something 
which  is  going  to  happen  more  than 


six  months  hence,  even  though  its 
probability  is  exceedingly  high;  and  it 
is  out  of  taking  advantage  of  this  psy- 
chological peculiarity  of  theirs  that 
most. money  is  made." 

Visiting  Wall  Street  in  1931  (and 
again  in  1934),  he  was  amused  to  note 
that  ice  stocks — a  typical  consumer 
disposable-goods  industry  in  those 
days  before  air  conditioning — tended 
to  rise  in  early  summer  in  anticipa- 
tion of  rising  demand  for  the  product. 
Keynes  would  have  felt  at  home  this 
month  as  U.S.  defense  stocks  jumped 
on  news  of  Russia's  destruction  of  a 
South  Korean  airliner. 

Over  and  again  Keynes  reminds  his 
associates  that  stocks  fluctuate,  that 
serious  investors  must  roll  with  the 
fluctuations  and  not  panic — if,  to  take 


view, 


Bloomsbwy  luminaries  (clockwise  from  top 
left).  Virginia  Woolf,  Lytton  Strachey, 
Vanessa  Bell  and  Rogei'  Fry 
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a  fanciful  example,  a  cool  summer 
were  to  put  ice  shares  out  of  favor.  He 
noted:  "I  do  not  believe  that  selling  at 
very  low  prices  is  a  remedy  for  having 
failed  to  sell  at  high  ones." 

In  January  1928  Keynes  owned 
10,000  Austin  Motor  Car  shares  at  21 
shillings  ($5.09)  each.  Within  months 
Austin  had  dropped  to  12.  By  1929  it 
was  worth  5.  But  Keynes  refused  to 
sell — until  April  1930,  when  he  sold 
2,000  shares  at  35  shillings  each. 

The  worse  the  news,  the  better 
Keynes  liked  to  buy.  In  September 
1939  the  markets  were  reeling  from 
the  ultimate  in  bad  news:  world  war; 
the  Germans  had  attacked  Poland, 
whose  horse  cavalry  tried  vainly  to 
stop  invading  tanks.  How  long  before 
England  itself,  virtually  disarmed, 
would  fall?  A  long  night  was  about  to 


descend  over  Europe.  First,  a  terrible 
depression.  Now  the  ultimate  confla- 
gration. Capitalism,  even  civilization, 
looked  doomed.  But  Keynes  wrote: 
"Nine  times  out  of  ten  the  extremes 
of  misfortune  do  not  occur."  Charac- 
teristically, Keynes  informed  the  Pro- 
vincial Insurance  Co.'s  Francis  Scott 
that  he  wanted  to  reinvest  proceeds 
from  sales  on  the  relatively  buoyant 
New  York  market  in  the  fear-ridden 
London  market. 

"I  agree  with  you  that  [the  London 
market]  may  easily  go  lower,"  wrote 
Keynes.  "It  is  at  present  friend- 
less. .  .  .  The  result  is  that  the  very 
prime  industrials  which  have  usually 
looked  too  dear  can  now  be  got  to 
yield  7%  or  better.  Taking  a  long 
I  believe  we  ought  to  have 
them.  If  we  try  to  hit  the  bot- 
tom, we  shall  certainly  not  get 
them."  One  is  tempted  to  think 
that  Keynes  would  have  been 
buying  in  the  spring  of  1982, 
while  the  bottom-fishing  major- 
ity was  still  awaiting  the  selling 
climax  that  never  came.  Among 
Keynes'  specific  recommenda- 
tions were  British  electric  util- 
ity shares,  "which  are  being  val- 
ued on  the  basis  that  because 
people  will  be  cutting  their  use 
of  current  for  the  time  being 
they  will  do  so  permanently." 

It  was  like  1930-1936  all  over 
again.  From  1939  to  1945, 
Keynes'  net  assets  more  than 
doubled,  to  £411,238.  They 
probably  would  have  increased 
by  far  more  had  Keynes  not  cut 
back  sharply  on  his  margin  debt 
(after  1939,  it  averaged  less  than 
12%  of  net  assets,  vs.  over  100% 
in  the  early  1930s). 

In  Keynes'  day,  as  today,  it 
was  axiomatic  that  prudently 

  managed  portfolios  were  widely 

diversified  portfolios.  Safety,  as  it 
were,  lay  in  numbers.  Keynes  took  an 
exactly  opposite  approach.  A  few  se- 
curities often  accounted  for  half  of 
Keynes'  portfolio.  In  1931  shares  in 
Austin  Motor  and  British  Leyland  ac- 
counted for  nearly  two-thirds  of 
Keynes'  holdings. 

"You  won't  believe  me,  I  know," 
wrote  Keynes  in  1940  to  Francis  Scott, 
"but  it  is  out  of  these  big  units  of  the 
small  number  of  securities  about 
which  one  feels  absolutely  happy  that 
all  one's  profits  are  made.  ...  I  am 
sure  I  could  pick  out  six  of  my  pets, 
and  that  much  more  than  the  whole 
of  our  profit  would  have  been  made 
out  of  them.  .  .  .  Out  of  the  ordinary 
mixed  bag  of  investments  nobody 
ever  makes  anything." 

How  could  holding  relatively  few 
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Fujitsu,  Japans  largest  computer  company,  introduces 

its  Micro  16s  personal  business  computer.  The  Micro 

16s  combines  Fujitsu's  knowledge  of  semiconductor 

technology  and  die  step-by-step  quality  control  in 
manufacturing  that  s  made  Fujitsu  Japans  number 
one  computer  company 

You  11  find  the  Micro  16s  is  a  complete  system. 
Its  price  includes  the  CP/M-86  operating  system, 
SuperCalc2™ spreadsheet,  WordStar  word 
processing  program,  a  high  resolution  color 
monitor,  and  both  the  Z80AS  8-bit  and  the  8086 
16-bit  microprocessors. 

With  the  Micro  16s,  you  can  use  over  3,000  8-  and  16-bit  CP/ft 
software  programs  available  today.  In  addition,  MS™-DOS  and  the 
multi-tasking  Concurrent  CP/M™are  available  as  options. 

Micro  16s  performance  results  from  its  flexibility  of  design.Th 
Micro  16s  features  expansion  slots  that  allow  you  to  add  up  to  one 
megabyte  of  memory,  hard  disks,  and  local  area  networking.The 
design  flexibility  will  also  give  you  the  capability  to  add  the  advance 
16-  and  32-bit  microprocessors  of  tomorrow. 
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securities  possibly  be  less  risky  than 
holding  many?  The  answer,  argued 
Keynes,  was  simple.  A  cardinal  secret 
of  successful  investing  was  knowledge 
about  one's  investments.  Yet  how 
could  ordinary  mortals  know  very 
much  about  very  many  companies? 
According  to  Keynes,  they  couldn't. 

"I  am  quite  incapable,"  he  wrote, 
"of  having  •  adequate  knowledge  of 
more  than  a  very  limited  range  of  in- 
vestments. Time  and  opportunity  do 
not  allow  more.  Therefore,  as  the  in- 
vestable  sums  increase,  the  size  of  the 
unit  must  increase.  I  am  in  favor  of 
having  as  large  a  unit  as  market  condi- 
tions will  allow,  and,  apart  from  a 
small  group  of  securities,  this  general- 
ly means  a  smaller  unit  than  would  be 
made  necessary  by  the  size  of  the  in- 
vestable  fund." 

In  March  1938,  recovering  from  a 
heart  attack,  Keynes  prepared  an  in- 
vestment postmortem  for  his  friend 
Francis  Scott,  in  which  he  explained 
the  superior  results  of  The  Chest,  a 
fund  he  managed  for  his  old  Cam- 
bridge college,  King's  (see  chart,  p.  45). 
Keynes:  "To  carry  one's  eggs  in  a  great 
number  of  baskets,  without  having 
time  or  opportunity  to  discover  how 
many  have  holes  in  the  bottom,  is  the 


surest  way  of  increasing  risk  and  loss." 

Four  years  later,  in  January  1942, 
Keynes  was  again  defending  his  few- 
baskets  policy,  this  time  with  face- 
tious self-degradation: 

"My  Dear  Francis  (wrote  Keynes], 
Sorry  to  have  gone  too  large  in  Elder 
Dempster.  But,  finding  a  security 
which  was  good,  which  we  had  not 
got  and  of  which  a  large  block  could 
actually  be  purchased  ...  I  lost  my 
head.  I  was  also  suffering  from  my 
chronic  delusion  that  one  good  share 
is  safer  than  ten  bad  ones,  and  I  am 
always  forgetting  that  hardly  anyone 
else  shares  this  particular  delusion." 

Gleefully,  he  added:  "The  price  has, 
I  think,  now  gone  up  about  6d.,  so  you 
can  get  rid  of  any  surplus  without  loss 
that  you  would  like  to." 

Note  that  Keynes  did  not  confuse 
conservative  investing  with  timid  in- 
vesting. His  willingness  to  go  heavily 
on  margin  shows  this.  So  does  his 
preference  for  concentrating  on  a  few 
stocks.  He  believed  that  taking  appar- 
ent risks  was  the  best  way  of  avoiding 
losses.  Wrote  he:  "Another  important 
rule  is  the  avoidance  of  second-class 
safe  investments,  none  of  which  can 
go  up  and  a  few  of  which  are  sure  to  go 
down.  This  is  the  main  cause  of  the 
defeat  of  the  average  investor." 

Nor  did  Keynes  hold  to  another  pop- 
ular investment  theory  of  the  day:  that 


The  day  Keynes*  ships  came  sailing  home 


For  most  of  the  material  in  this 
article,  I  am  indebted  to  the 
newly  published  Economic  Articles 
and  Correspondence:  Investment  and 
Editorial,  which  is  volume  XII  of 
The  Collected  Writings  of  John  May- 
nard  Keynes  (Macmillan:  Cam- 
bridge University  Press  for  the 
Royal  Economic  Society;  1983, 
896pp.,  £22).  The  book  has  been 
beautifully  edited  by  Cambridge 
University's  Donald  E.  Moggridge. 

In  his  notes  to  the  volume,  Mog- 
gridge refers  to  the  famous  inci- 
dent in  1936  when  Keynes  was 
speculating  in  wheat.  He  had  gone 
long  enough  wheat  to  supply  En- 
gland for  a  month,  but  the  market 
was  falling  and  the  ships  bearing 
the  wheat  rounded  Ramsgate  and 
entered  the  Thames.  Keynes  trav- 
eled up  to  King's  College,  Cam- 
bridge, in  whose  chapel  Keynes 
planned  to  store  the  grain  if  he 
took  -  livery.  But  the  chapel  was 
too  small  by  half. 

Keynes  hit  upon  a  slightly 
treacherous,  but  highly  efficient, 


solution.  He  knew  he  was  under  no 
obligation  to  accept  "dirty"  car- 
goes. He  also  had  guessed  that  his 
wheat,  which  was  bound  from  the 
Argentine,  would  be  dirty.  And  he 
knew  that  London's  cargo  cleaning 
facilities  were  already  utilized.  As 
his  ships  docked,  he  demanded 
that  their  cargoes  be  inspected.  Re- 
ports Moggridge's  witness,  Ian 
Macpherson,  a  stockbroker  whose 
firm  handled  most  of  Keynes' 
transactions:  "As  usual,  Keynes 
was  absolutely  right  in  his  opinion: 
Every  cargo  had  to  be  cleaned;  it 
took  over  a  month  to  clear  the  po- 
sition,- I  understood  at  the  time 
with  no  loss  or  profit  to  him." 

However  many  unrealistic  ab- 
surdities his  followers  may  have 
inflicted  on  the  world,  no  matter 
how  wrong  so  many  of  his  assump- 
tions were,  Keynes  clearly  knew 
how  the  world  worked,  and  this,  as 
much  as  anything  else,  may  ex- 
plain how  quickly  and  easily  his 
ideas  became  accepted  and  respect- 
ed by  practical  men. — L.M. 


a  fixed  percentage  of  a  portfolio  should 
be  held  in  different  types  of  invest- 
ments— one-third  in  stocks,  one-third 
in  bonds,  one-third  in  real  estate,  for 
example.  Such  a  "strategy,"  scoffed 
Keynes,  was  the  opposite  of  a  strategy. 
It  simply  hobbled  an  investor. 

"The  whole  art  [of  investment]," 
wrote  Keynes  to  the  Provincial's 
Scott,  "is  to  vary  the  emphasis  and 
centre  of  gravity  of  one's  portfolio  ac- 
cording to  circumstances.  Subject  to  a 
minimum  in  government  securities 
and  a  maximum  in  ordinary  [i.e.,  com- 
mon] shares  I  would  strongly  urge  the 
desirability  of  the  greatest  possible 
flexibility." 

To  maximize  his  flexibility,  Keynes 
prized  liquidity.  The  fact  that  he 
could  always  get  out  of  a  quoted  stock 
made  stocks,  in  his  opinion,  far  supe- 
rior to  real  estate,  which  then,  even 
more  than  now,  was  thought  of  as  a 
can't-lose  type  of  investment.  Editor 
Moggridge  notes  that  throughout  the 
1920s  and  early  1930s  Keynes  liqui- 
dated real  estate— around  £200,000 
worth.  In  July  1945  Keynes  again 
wrote  Scott:  "I  should  say  that  we  are 
considerably  more  liquid  than  most 
insurance  companies,  since  we  have 
so  much  less  in  real  estate,  mortgages 
and  other  sticky  stuff." 

Keynes  did,  however,  recognize 
that  liquidity  exacted  a  psychological 
price  that  few  investors  are  able  to 
bear.  By  definition,  the  price  of  liquid 
assets  is  always  available:  Over  the 
morning  coffee  your  spirits  can  droop 
or  soar,  depending  on  how  yesterday's 
market  closed.  As  a  result  of  these 
readily  available  quotations,  said 
Keynes,  successful  equity  investing 
required  almost  superhuman  will- 
power. It  required  absolute  self-hon- 
esty. Here  is  how  Keynes  put  it  in  a 
1938  memorandum  to  the  Estates 
Committee  at  King's  College: 

"Some  Bursars  will  buy  without  a 
tremor  unquoted  and  unmarketable 
investments  in  real  estate  which,  if 
they  had  a  selling  quotation  for  imme- 
diate cash  available  at  each  Audit, 
would  turn  their  hair  gray.  The  fact 
that  you  do  not  know  how  much  its 
ready  money  quotation  fluctuates 
does  not,  as  is  commonly  supposed, 
make,  an  investment  a  safe  one." 
Keynes  added:  "[It]  is  true,  unfortu- 
nately, that  the  modern  organization  of 
the  capital  market  requires  for  the 
holder  of  quoted  equities  much  more 
nerve,  patience  and  fortitude  than  from 
the  holder  of  wealth  in  other  forms." 

Keynes'  success  makes  a  mockery 
of  the  practice,  followed  by  many 
Wall  Street  houses,  of  drawing  up  eco- 
nomic projections  and  then  drawing 
investment  conclusions  from  them. 
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A  few  years  ago.  when  this  ad  ran, 
1984  seemed  a  long  way  off.  But  ■ 
today,  uncollectable  claims  are  a  real 
issue.  A  reinsurance  failure  can  turn 
a  balance  sheet  into  an  Orwellian 
nightmare. 

For  companies  working  with 
General  Re,  however,  the  future  is 
more  secure.  General  Re  companies  > 
underwrite  virtually  all  lines  of 
property-casualty,  life,  accident  and 


health  coverages,  offering  creative 
financial  and  tax-planning  services 
in  both  domestic  and  international 
markets. 

Our  long-term  reinsurance 
experience  and  financial  resources 
are  unsurpassed  by  any  other 
domestic  reinsurer. 

But  if  it  seems  that  we  can  predict 
the  future/it's  only  because  we  have 
worked  hard  in  the  past. 


General 
Re 


America's  Largest  Reinsurer. 


General  Re  Corporation,  Greenwich.  Connecticut 

General  Reinsurance  Corporation.  North  Star  Reinsurance  Corporation.  North  Star  Syndicate.  Inc..  United  States  Aviation  Underwriters.  Inc..  Herbert  Clough  Inc..  General  Re  Services  Corporation. 
General  Reassurance  Corporation.  General  Reinsurance  Limited.  General  Reinsurance  Corporation  (Europe).  Reinsurance  Company  of  Australasia  Limited.  General  Re  Services  Ltd.. 

General  Reinsurance  Group  Servicios  Comerciales.  S.A..  Trident  Life  Assurance  Company  Limited.  Trident  General  Insurance  Company  Limited.  ©  1983  GRC 


Why  so  many  Mercedes-Benz  automobiles 

have  achieved  classic  resale  value— 
before  they  were  old  enough  to  be  classics. 


Each  of  the  Mercedes-Benz 
automobiles  in  the  picture 
at  left  has  been  shown  to  be 
actually  worth  more  money 
today  than  the  day  it  was  new. 

What  makes  this  fact 
astonishing  is  that  each  is  a 
production  model  and  far 
from  rare.  And  each  was  built 
in  1971— little  more  than  a 
decade  ago. 

Astonishing  consistency 

The  astonishingly  consistent 
|  Mercedes-Benz  legend  of  re- 
j  tained  value  is  thus  enhanced. 
A  legend  composed  not  just  of  a 
few  exotic  models,  so  rare  and 
so  old  that  their  value  could  be 
expected  to  rise  higher  as  the 
years  pass  by,  but  models  you 
can  see  on  the  streets  and  high- 
ways of  America  every  day- 
such  as  those  in  the  picture 
at  left. 

True,  the  most  money  ever 
paid  for  a  production  automo- 
bile was  paid  for  a  Mercedes- 
Benz-a  1936  500  K  Roadster, 
auctioned  in  1979  for  four  hun- 
dred thousand  dollars.  And  the 
experts  can  cite  numerous  other 
Mercedes-Benz  models  now 

[  worth  double,  triple,  quadruple 
their  original  selling  prices. 
But  these  same  experts  can 

|  attest  to  the  remarkable  overall 

I  record  compiled  by  all 
Mercedes-Benz  automobiles 

I  -sedans  as  well  as  coupes  and 

f  Clockwise  from  top:  300  SEL  6.3  Sedan, 

280 SL  Roadster,  280 SE  3.5  Coupe, 
!  280SE  3.5  Convertible,  250 CE  Coupe, 
(|  280 SE  Sedan. 

I  ©1983  Mercedes-Benz  N.A.,  Inc.,  Montvale,  N.J. 


roadsters,  diesels  alongside 
their  gasoline-powered  counter- 
parts; from  the  recent  past  as 
well  as  the  distant  past.  A  record 
that  is  perhaps  best  expressed  in 
one  simple  statement:  the 
Mercedes-Benz  name  is  so  cov- 
eted by  American  buyers  today 
that  after  the  first  three  years, 
the  entire  Mercedes-Benz  line  has 
been  shown  to  retain  an  average 
of  80  percent  of  original  value. 

Some  individual  models  from 
some  makers  might  possibly 
match  this  figure.  In  so  doing, 
they  only  underscore  the  point: 
the  Mercedes-Benz  legend  is  not 
based  on  some  cars,  but  on  the 
total  resale  performance  of  all 
models  in  the  line. 

Minimal  depreciation 

The  net  result  has  been  a 
series  of  automobiles  so  desir- 
able to  so  many  people  that  their 
value  has  refused  to  tumble- 
refused,  indeed,  to  more  than 
minimally  depreciate  as  the 
miles  and  years  have  gone  by. 

Perhaps  this  is  because 
there  have  never  been  quite 
enough  Mercedes-Benz 
automobiles  to  satisfy  America's 
demand. 

Perhaps  it  is  because 
their  value  has  never 
been  cheapened 


by  annual  model  changes,  or 
face-lifts,  or  marketing  artifice  of 
any  kind. 

Perhaps-as  the  engineers 
would  claim-it  is  simply  be- 
cause they  are  built  to  uncom- 
mon standards,  to  serve  their 
owners  uncommonly  well. 

A  crucial  measure 

Not  even  Mercedes-Benz 
knows  the  reason  to  an  absolute 
certainty.  And  not  even 
Mercedes-Benz  can  predict  the 
future  course  of  resale  value  in 
this  uncertain,  unpredictable 
world  of  ours. 

But  that  resale  value  stands  as 
a  crucial  measure  of  automotive 
worth  is  beyond  question.  And 
amid  the  welter  of  claims  and 
counterclaims  about  value 
retention  in  the  marketplace 
today,  the  lessons  of  Mercedes- 
Benz  resale  history- recent  resale 
history-  cannot  be  discounted 
by  any  automobile  buyer.  And 
they  should  not  be  ignored. 


Engineered  like  no  other 
car  in  the  world 


The  Money  Men 

This  might  be  called  "The  Henry  Kauf- 
man thinks,  therefore  .  . ."  school  of 
investing.  This  is,  essentially,  a  mar- 
ket-timing device.  Keynes,  though  an 
economist  by  trade  and  training,  soon 
learned  the  folly  of  market  timing 
based  on  economic  cycles — or  on  any- 
thing else  but  mass  psychology. 

In  his  earlier  investment  career 
Keynes  did  try  to  adopt  his  own  theo- 
ries to  investment  selection.  It  was  a 
bust.  He  tried  to  make  use  of  the 
cycles  that  resulted  from  what  in  The 
General  Theory  he  called  "liquidity 
preference."  In  essence,  liquidity  pref- 
erence simply  meant  that  as  interest 
rates  rose,  investors  would  become 
increasingly  nervous  holding  shares 
and  increasingly  interested  in  holding 
liquid  money.  The  reverse  would  hap- 
pen as  interest  rates  fell. 

Early  on  Keynes  believed  he  could 
predict  market  cycles,:  He  could  profit 
by  buying  a  few  good  shares  in  rising 
markets  and  selling  them  when  mar- 
kets fell.  Keynes  called  this  liquidity- 
prefcrence-based  investment  theory 
"credit  cycle  policy"  or  "credit  cy- 
cling." "By  credit  cycling,"  he  wrote, 
"I  mean  buying  and  selling  according 
as  you  think  shares  cheap  in  relation 
to  money."  In  1938  he  wrote  to  fellow 
Cambridge  economist  and  close 
friend  Richard  (now  Lord)  Kahn: 

"I  can  only  say  I  was  the  principal 
inventor  of  credit  cycle  investment 
and  have  seen  it  tried  by  five  different 
parties  acting  in  detail  on  distinctly 
different  lines  over  a  period  of  nearly 
20  years  .  .  .  and  I  have  not  seen  a  sin- 
gle case  of  a  success  being  made  of 
it.  .  .  .  Credit  cycling  means  in  prac- 
tice selling  market  leaders  on  a  falling 
market  and  buying  them  on  a  rising 
one,  and,  after  allowing  for  expenses 
and  loss  of  interest,  it  needs  phenom- 
enal skill  to  make  much  out  of  it." 
Skill  that  Keynes  recognized  he  and 
few,  if  any,  mortals  possess. 

Scarred  and,  in  a  sense,  humbled  by 
the  macroeconomic  unpredictability 
of  markets,  Keynes  confessed  it  was 
his  ability  to  pick  individual  stocks — a 
microeconomic  activity — that  ex- 
plained his  investment  success.  Rath- 
er than  try  to  predict  fluctuations  with 
liquidity  preference  and  credit  cycle 
theories,  he  would  simply  recognize 
that  stocks  and  markets  would  vacil- 
late between  extremes  of  optimism 
and  pessimism  and  try  to  profit  from 
these  swings.  Keynes:  "It  is  largely  the 
fluctuations  which  throw  up  the  bar- 
gains and  the  uncertainty  due  to  fluc- 
tuations which  prevents  other  people 
from  taking  advantage  of  them." 


Glowing  in  this  epiphany,  Keynes 
proceeded  to  distill  a  career's  worth  of 
investing  wisdom.  Keynes:  "I  believe 
now  that  successful  investment  de- 
pends on  three  principles: 

"(1)  a  careful  selection  of  a  few  in- 
vestments (or  a  few  types  of  invest- 
ment) having  regard  to  their  cheapness 
in  relation  to  their  probable  actual  and 
potential  intrinsic  value  over  a  period  of 
years  ahead  and  in  relation  to  alterna- 
tive investments  at  the  time; 

"(2)  a  steadfast  holding  of  these  in 
fairly  large  units  through  thick  and 
thin,  perhaps  for  several  years,  until 
either  they  have  fulfilled  their  prom- 
ise or  it  is  evident  that  they  were 
purchased  on  a  mistake; 

"(3)  a  balanced  investment  position, 
i.e.,  a  variety  of  risks  in  spite  of  indi- 
vidual holdings  being  large,  and  if  pos- 
sible opposed  risks  (e.g.,  a  holding  of 
gold  shares  amongst  other  equities, 


By  Roger  Neal 

T|he  allure  of  micro  (translate: 
personal)  computer  software  for 
Wall  Street  is  obvious.  The  in- 
dustry's retail  sales,  an  estimated  SI. 4 
billion  in  1983,  are  growing  40%  an- 
nually. At  that  rate  sales  could  hit  $7 
billion  in  1988.  That  makes  micro 
software  the  fastest-growing  segment 
of  the  computer  biz. 

Not  surprisingly,  several  software 
companies  are  expected  to  go  public 
soon.  One,  Cambridge,  Mass. -based 
Lotus  Development  Corp.,  has  al- 
ready filed  and  may  raise  up  to  $39 
million.  "The  market,"  says  Alex. 
Brown  &  Sons  partner  Alfred  Berke- 
ley, "is  clearly  interested  in  the 
growth  that's  available."  "Clearly  in- 
terested" is  an  understatement.  Lotus 
is  expected  to  come  out  at  something 


since  they  are  likely  to  move  in  oppo- 
site directions  when  there  are  general 
fluctuations)." 

Sounding  for  all  the  world  like  his 
contemporary,  the  great  Benjamin 
Craham,  Keynes  concluded:  "It  is  a 
mistake  to  sell  a  £1  note  for  15  shil- 
lings in  the  hope  of  buying  it  back  for 
12  shillings  6d.,  and  a  mistake  to  re- 
fuse to  buy  a  £1  note  for  15  shillings 
on  the  ground  that  it  cannot  really  be 
a  £1  note  (for  there  is  abundant  expe- 
rience that  £1  notes  can  be  bought  for 
15  shillings  at  a  time  when  they  are 
expected  by  many  people  to  fall  to  12 
shillings  6d.)."  Two  years  later  he 
wrote  Scott:  "I  am  still  convinced  that 
one  is  doing  a  fundamentally  sound 
thing,  that  is  to  say,  backing  intrinsic 
values,  enormously  in  excess  of  the 
market  price,  which  at  some  utterly 
unpredictable  date  will  in  due  course 
bring  the  ship  home."  ■ 


like  30  times  projected  1983  earnings. 

But  beware  of  the  lotus-eaters'  eu- 
phoria. Robert  Cummings,  partner  in 
charge  of  venture  capital  for  Robert- 
son, Colman  &  Stephens,  one  of  Lo- 
tus' underwriters,  warns:  "A  lot  of 
money  will  be  lost  on  low-quality 
software  stocks." 

What  does  the  determined  investor 
look  for  in  micro  software  stocks? 
Here's  a  quick  guide: 

1)  Accounting  practices.  Before  ex- 
amining the  bottom  line,  check  how 
software  development  costs  are  han- 
dled. Conservative  companies  ex- 
pense development  costs  immediate- 
ly. But  aggressive  companies  have 
tended  to  capitalize  their  costs,  writ- 
ing them  off  over  three  to  five  years. 
This  inflates  earnings.  For  Comserv,  a 
public  mainframe  software  company, 
development    was    capitalized  and 


Personal  computer  software  cofnpanies 
are  starting  to  queue  up  to  go  public.  What 
should  investors  look  for? 


Caution  for 
lotus-eaters 
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The  best 
commodity  trade 
in  history. 


Jack  thought  he'd  be  in  trouble  for 
trading  his  cow  for  beans.  But  his 
story  had  a  happy  ending. 

Drexel  Burnham  Lambert  can  t 
promise  you  overnight  successes 
like  Jack's. 

But  we  can  promise  you  an 
investment  strategy  tailored  to  your 
needs. 

That  could  give  you  an  edge  in 
today  's  market. 


Your  individual  Drexel  Burnham 
Lambert  investment  professional 
will  help  you  choose  from  the  whole 
world  of  investment  products  and 
services. 

And  help  you  reach  solutions  that 
match  your  objectives. 

Every  Drexel  Burnham  I.ambert 
investment  professional  has  direct 
access  to  our  research  analysts, 
traders,  and  top  professionals  in 


every  department. 

Which  means  your  transactions 
are  handled  quickly— with  a 
minimum  of  red  tape. 

You  see,  Drexel  Burnham  Lambert 
is  a  big  international  investment 
banking  and  securities  firm.  But  not 
too  big.  For  we  know  your  future 
determines  our  future. 

Drexel  Burnham  Lambert. 

Your  call  to  us  could  make  history. 


Drexel  Burnham  Lambert 

Your  bottom  tine  is  our  top  concern. 


60  Broad  Street,  New  York,  NY  HHMH  (21  J)  i80-6000.  Offices  in  [irinci/xd  /intim  ml  centers  worldwide.  Member  S//Y  Co/nrigbt.  Drexel  Kumham  Lambert  Int  orporated,  1983 


There's  something 

to  be  said 

for  a  man 

who  wears  gold. 

And  here's  where  they're  saying  it. 
Arizona 

Phoenix  Paul  Johnson  Jewelers 

Otto  Schmieder  &  Son,  Jewelers 

California 

Cupertino  Carter's  Jewelers 

Daly  City  Carter  s  Jewelers 

Garden  Grove  Discount  Fashion  Jewelry 

Huntington  Beach  .  Discount  Fashion  Jewelry 

Laguna  Hills  Discount  Fashion  Jewelry 

Orange  Discount  Fashion  Jewelry 

Redwood  City  Carter's  Jewelers 

San  Diego  Ed  Benjamin  &  Sons,  Inc. 

San  Francisco  Carter's  Jewelers 

San  Leandro  Carter's  Jewelers 

Santa  Clara  Carter's  Jewelers 

Florida 

Hialeah  Farah 

Illinois 

Oak  Park  Italian  Gold 

Massachusetts 

Boston  Frank  DePrisco  Jewelers 

Worcester  Diamond  Jewelers 

Michigan 

Dearborn  Silver  Brick  Road 

Missouri 

Kansas  City  Krigel's  Jewelers 

New  Jersey 

Clifton  &  all  stores  Corbo  Jewelers 

Monmouth  Mall  &  all  stores .  Littman  Jewelers 

Mercerville  Phil  Pratico  Jr.  Jewelers 

South  Plainfield  &  all  stores  Arthur's 

New  York 

New  York  City  Dragon  Jewelers 

Cross  County  Shopping  Ctr.  .  Corbo  Jewelers 

Ohio 

Kirtland  Steven  DiFranco,  Inc. 

Oregon 

Portland  Mainsail 

South  Carolina 

Columbia  Dem's  House  of  Diamonds 
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written  off  against  earnings  over  four 
to  six  years.  Had  it  expensed  develop- 
ment, Comscrv's  net  loss  for  the  lat- 
est six  months  would  have  been  $4 
million,  not  the  $2  million  it  report- 
ed. ^Last  April  the  SEC  declared  a 
moratorium  on  capitalizing  software 
development  until  the  Financial  Ac- 
counting Standards  Board  rules  on  the 
matter  next  year.) 

Earnings  may  also  be  inflated  if  a 
company  purchases  programs  from 
third-party  software  writers  and  am- 
ortizes part  of  that  cost  (nonasset  de- 
velopment costs)  as  goodwill  over  30 
or  more  years. 

2)  Product  line.  "You  want  as  prov- 
en a  product  as  you  can  get  and  a  well- 
thought-out  line  of  products,"  says 
Alex.  Brown  &  Sons'  Berkeley.  "One- 
hit"  companies  such  as  Stoneware 
and  Fox  &.  Geller  are  to  be  avoided. 
Why?  As  with  one-artist  record  com- 
panies or  one-author  book  publishers, 
a  single-program  software  company  is 
especially  vulnerable  to  market 
shifts.  The  life  of  a  program  is  short, 
generally  two  years  for  a  hit  program. 
One  hit  is  little  to  bank  on.  There  are 
exceptions.  Lotus  is  a  single  program 
company,  as  well.  But  its  program,  the 
bestselling  1-2-3,  is  one  of  the  first 
"integrated"  packages  (combining 
spreadsheet,  database  management 
and  graphing  capability).  Such  combi- 
nation packages  are  considered  by  the 
industry  to  be  the  current  direction  of 
software.  This  makes  Lotus  more  de- 
sirable, in  some  analysts'  eyes,  than 
other  one-product  companies. 

Generally,  however,  look  for  com- 
panies with  two  or  more  hits.  Names 
of  such  companies  include  Ashton- 
Tate and  Software  Publishing.  But 
even  a  solid  product  line  won't  elimi- 
nate all  risk.  VisiCorp,  creator  of  the 
very  successful  VisiCalc,  still  has  four 
programs  on  Softsel's  list  ranking  the 
top  35  business  programs.  But  Visi- 
Corp's  own  integrated  package,  Vi- 
siOn,  is  long  overdue.  The  delay  has 
to  be  costing  market  share. 

3)  Marketing.  As  shelves  become 
crowded,  marketing  is  becoming  criti- 
cal. "It's  a  soap  and  detergent  market- 
ing game,"  explains  Perry  Traquina, 
analyst  with  Wellington  Management 
Co.  Since  its  inception  in  1982,  Lotus 
has  devoted  only  7%  of  revenues  to  1- 
2-3's  development,  but  37%  for  mar- 
keting and  sales.  Competition  must 
boost  marketing  costs. 

4)  Distribution.  Because  shelves  are 
crowded,  companies  should  also  have 
multiple  channels  of  distribution. 
"There  are  just  not  enough  retail  out- 
lets," says  Chris  Yalonis  of  the  micro- 
computer market  research  firm  Cre- 
ative Strategies.  By  selling  to  both 


Lotus  Development's  1-2-3 
Fighting  for  retail  shelf  space. 


original  equipment  makers  (such  as 
IBM,  DEC  or  Televideo)  and  retail 
stores,  a  company  spreads  the  risk  of 
its  product  losing  shelf  space  to  a 
competitor. 

5)  Pricing.  Older  programs  are  now 
facing  stiff  competition,  and  price 
cutting  has  been  the  result.  Spread- 
sheet programs  similar  to  VisiCorp's 
VisiCalc,  which  fetches  $250,  are  sell- 
ing for  as  low  as  $50.  The  same  is 
happening  to  word  processing  pro- 
grams. Micropro's  Wordstar,  the  in- 
dustry leader,  is  priced  at  $495  but 
now  faces  competing  word  processing 
packages  selling  for  as  low  as  $60. 
Says  Nathan  Schulhof,  president  of 
Silicon  Valley  Systems:  "Software  is 
following  the  same  path  toward  price- 
cutting  that  hardware  has  taken." 
Since  he  halved  the  price  of  his 
"WordHandler"  word  processing  pro- 
gram in  August,  Schulhof  says  ship- 
ments have  increased  four  or  five 
times.  This  threatens  margins  for  es- 
tablished software  companies. 

Also  driving  down  prices  is  the 
practice  of  "bundling, "  by  which  large 
quantities  of  programs  are  sold  to 
computer  hardware  makers  at  a  dis- 
count of  70%  and  up  from  the  retail 
price.  The  hardware  makers  throw  in 
the  programs  so  that  buyers  of  their 
computers  can  have  some  software  in 
hand  when  they  get  their  hardware 
home.  Bundling  can  help  the  program 
makers'  market  share,  but  it  may  also 
destroy  profit  margins. 

All  told,  then,  intelligent  investors 
will  remember  that,  for  all  its  dreamy 
promise,  the  real-world  software  busi- 
ness is  no  lotus  land.  ■ 
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THERE'S  SOMETHING  TO  BE  SAID 
FOR  A  MAN  WHO  WEARS  GOLD. 

He  expects  and  demands  the  finest  things  life  has  to  offer.  To  him,  gold  is 
a  necessity  rather  than  a  luxury;  an  essential  part  of  his  wardrobe. 

Don't  you  agree? 


Imagine  a  boat 
mat  floats  on  land  when  it 
runs  out  of  water. 


i  speeds  over  the  sea  at  40  knots, 
oars  over  sand  dunes  and  bushes 
ur  feet  high.  Then  delivers  its 
irgo  right  where  it's  needed. 

he  boat  is  real.  It's  Textron's 
ACV-30,  from  Bell  Aerospace. 
Vre  building  it  for  the  United 
ates  Army. 

le  LACV-30  air-cushion  vehicle 
I  just  one  part  of  Textron's  aggres- 


sive product  development  program. 

Others  include  high-speed  con- 
struction tools  and  dual  writing 
systems  for  high-style  pens. 
Hands-off  aircraft  landing  systems 
and  fuel-efficient  commercial  lawn 
mowers.  Laser-hardened  aircraft 
fasteners  and  chain  saws  with  Safe- 
T-Tip  devices  to  prevent  kickback. 

Textron  is  a  diversified  manufactur- 


ing company  with  a  major  stake  in 
aerospace/electronics.  We've  built 
our  future  on  a  solid  present,  with 
significantly  improved  productivity 
and  a  strong  financial  position. 

Which  means  we're  well  equipped 
to  keep  turning  ideas  into  earnings 


TEXTRON 


Where  imagination 
becomes  reality 


1983  Textron  Inc 


Another  view  of  a  chemical  company.  Sequence  12 


ME 


N  TOGO 


)kC  &Mftto... 


Will  Rodzewich,  student,  talks  about  his  father,  chemist  with  Henkel's  Amchem  Products,  Inc.,  Ambler 

"Dad's  work  at  Henkel  taught  me  a 
lot  about  winning!' 


"  'A  winner  sees  an  answer  for  every 
problem,  a  loser  sees  a  problem  in  every 
answer.'  That's  what  my  football  coach 
always  told  us,  and  by  that  definition, 
my  dad  is  a  winner. 

As  a  chemist  in  Research  and  Development 
with  Amchem  Ptoducts,  a  division  of 
Henkel  Corporation,  dad  faces  a  lot  of 
situations  where  it  would  be  easy  to  lose. 
It's  his  job  to  come  up  with  products  that 
prepare  metal  to  accept  paint,  and  keep 
that  paint  on  through  the  worst  kind  of 
environmental  and  wear  circumstances. 
And  the  problem  is  compounded  by 
customer  plant  conditions,  and  the  state 
of  the  raw  metal,  and  many  other  factors. 
Whatever  kind  of  problem  it  may  be, 
dad  always  seems  to  come  up  with  the 
answer.  That's  why  dad  travels  so  much  - 
within  the  U.S.  and  in  foreign  countries 
as  well.  He  goes  to  customer  plants  all 


over  the  world  to  solve  their  metals 
treatment  problems. 

One  of  his  trips  was  to  a  Henkel  company 
in  Germany  which  had  been  licensed 
to  use  Amchem's  technology  more  than 
twenty-five  years  ago.  So  when  Henkel 
acquired  Amchem  in  1979,  dad  said,  'it's 
a  natural  combination'.  I  think  he  was 
right.  Since  acquisition  by  Henkel, 
Amchem  has  expanded  and  so  have  dad's 
responsibilities. 

Anyway  you  look  at  it,  my  dad's  a  winner, 
and  I  think  that  helped  me  work  harder 
at  being  a  winner  in  football, 
fe^k    And  it  surely  won't  hurt 

me  in  my  plans  to  become 
|0    a  mechanical  engineer." 


My  dad,  Ed  Rodzewich 


Henkel  Corporation,  Minneapolis, 
U.S.A.,  with  its  Amchem  Products 
Division,  is  one  of  more  than 
100  companies  of  the  Henkel  Group, 
situated  in  more  than  40  countries. 
Worldwide  sales  over  9  billion  DM. 
34,000  employees.  Headquarters 
Dusseldorf,  Federal  Republic  of 
Germany.  Product  range  includes 
laundry  products,  household  cleaners, 
cosmetics,  adhesives,  industrial 
cleaners,  oleochemicals,  auxiliary 
products  for  textile  and  leather 
industries.  Over  8,000  products  for  all 
walks  of  life. 


Chemistry  working  for  you. 


Taxing  Matters 


"There's  a  boom  in  tax  shelters,  "promoters proclaim 

However,  dear  readers,  thafs  part  of  their  game. 
In  a  manner  resembling  the  emperors  new  clothes, 
There  s  less  to  this  boom  than  the  naked  eye  shows. 


News 
from  the 
shelter  front 


By  Laura  Rohmann 


Y'  OU'VE  READ  ALL  ABOUT  how 
this  is  a  bumper  year  for  tax 
shelters.  You  may  even  have 
been  approached  by  a  salesman  en- 
couraging you  to  join  the  rush  of  folks 
eager  to  cut  their  tax  bills.  The  num- 
bers being  bandied  about  are  indeed 
impressive.  Some  $14  billion  worth  of 
publicly  registered  tax  shelters  are  be- 
ing offered  right  now,  and  the  indus- 
try racked  up  $4.8  billion  in  sales  dur- 
ing the  first  seven  months  of  this  year. 
That's  a  gain  of  some  75%  over 
1982. 

There  is,  however,  consid- 
erably less  to  this  boom 
than  meets  the  eye. 
A  large   portion  of 
what  gets  lumped 
into  these  glowing 
sales  figures  doesn't 
involve  conventional 
tax  shelters  at  all.  Much  of 
what   appears   to   be  growth 
shows  up  because  people  are  buying 
limited  partnerships  to  put  into  their 
IRAs  or  Keogh  plans. 

This  can  make  sense,  even  if  it  dis- 
torts the  statistics.  IRAs  and  Keoghs 
are  tax-exempt  to  begin  with,  and  so 
are  partnerships.  The  income  from 
them  simply  flows  through  to  the 
partners'  individual  tax  returns.  Re- 
sult: Put  a  partnership  asset  into  an 
IRA  and,  voila,  there's  no  tax  at  all. 

But  the  kinds  of  partnerships  that 
go  into  retirement  accounts  don't  in- 
volve the  high  writeoffs  or  flaky  busi- 
ness ventures  that  are  common 
among  tax  shelters.  Instead,  they  are 
usually  straightforward  high-yield  in- 
vestments like  commercial  real  estate 


or  producing  oil  wells.  "None  of  these 
income  deals  were  moving  in  1980," 
says  Robert  Stanger,  editor  of  the 
Stanger  Report,  a  tax  shelter  newslet- 
ter. "Now  they  account  for  nearly  half 
of  all  tax  shelters  sold  and  about  12% 
of  all  IRA  contributions." 

Draw  two  conclusions  here.  First,  if 
your  accountant  tells  you  to  buy  a  tax 
shelter  for  your  IRA,  he  isn't  necessar- 
ily crazy.  Second,  if  a  shelter  promoter 
tries  to  push  all  sorts  of  exotic  invest- 
ments on  you  and  claims  they  are  part 
of  a  nationwide  trend,  think  twice.  He 
may  be  on  the  wrong  bandwagon. 

Suddenly 
respectable 

Net-leasing  tax  shelters  are  a  nifty 
way  for  corporations  to  raise  cash  in- 
expensively and  give  limited  partners 
tax  breaks.  They  work  like  this:  A 
corporation  is  buying  or  building  a 
new  facility  but  can't  or  doesn't  want 
to  spend  its  cash.  So  a  limited  partner- 
ship arranges  to  buy  the  building  and 
lease  it  to  the  company.  The  limited 
partners  get  a  lease  income,  as  well  as 
interest  and  depreciation  deduc- 
tions. The  corporation,  which 
covers  all  operating  expense,  gets 
full  use  of  the  building  and  its  cash. 

Sounds  like  a  good  deal,  right? 
Continental  Insurance  and  Mellon 
Bank  thought  so.  Both  have  deals  to 
lease  new  corporate  headquarters 
from  private  placement  limited 
partnerships  with  offerings  of  tens 
of  millions  of  dollars.  "Net  leasing 
shelters  are  selling  like  hotcakes  right 
now,"  says  Warren  Shine,  chairman 
of  Ernst  &  Whinney's  tax  shelter  com- 
mittee. "I  can  give  you  a  handful  of 


examples  that  involve  a  billion  dol- 
lars in  property." 

But  net-leasing  arrangements  have 
been  possible  for  years.  Why  the  rush 
now?  "Traditional  thinking  said  sell- 
ing a  corporate  asset  was  one  step 
removed  from  a  bankruptcy,"  says 
William  Bush,  a  managing  director  at 
Blyth  Eastman  Paine  Webber.  "But 
when  safe  harbor  leasing  came  out  on 
equipment,  all  of  a  sudden  the  sale  of 
tax  benefits  was  legitimized.  In  fact, 
there's  a  school  of  thought  that  any- 
one who  didn't  take  advantage  of 
those  deals  was  almost  negligent." 

Accelerated  depreciation  and  better 
distribution  of  the  deals  also  made 
them  more  attractive,  says  Bush.  But 
mainly  it  was  a  matter  of  self-esteem 
and  appearances.  No  one  wants  to  feel 
like  Rodney  Dangerfield. 

Not  enough 
of  a  good  thing 

Congress  created  tax  incentives  for 
the  rehabilitation  of  historic  build- 
ings in  1976.  But  when  the  Economic 
Recovery  Tax  Act  of  1981 
increased  the  investment 
credit  to  25%,  it  looked  as 
though  rehabilitation  part- 
nerships would  soon  become 
one  of  the  more  popular  shel- 
ters around. 
There  has  been  a 
surge  in  activity.  Accord- 
ing to  the  National  Park 
Service,  there  were  only 
512  historic  rehabilitations 
that  qualified  for  the  credit  during 
1977  and  1978.  Total  value:  $140  mil- 
lion. By  1982  more  generous  deduc- 
tions had  helped  push  the  figure  to 
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Fifteenth  in  a  Series 


MOTOROLA  HAS  ALL 
THE  HARDWARE,  SOFTWARE 

AND  TALKWARE  TO 
REVOLUTIONIZE  THE  MOBILE 
TELEPHONE  CALL.  INTERESTED- 


oo  is  lNippon  lei.  oc  lei. 

The  new  cellular  technology  will  provide  dramatic  improvements  in  mobile 
telephone  service. 

Equipment  for  the  new  systems  is  being  installed  by  many  telephone  com- 
panies around  the  world;  One  of  the  most  comprehensive  installations  serves  the 
customers  of  Nippon  Telegraph  and  Telephone  Public  Corporation  in  Japan. 

And  in  their  latest  reviewing  procedure  for  new  mobile  telephone  equipment, 
only  one  non- Japanese  supplier  was  selected  to  qualify  for  field  test.  That  supplier 
is  Motorola. 

Motorola  is  the  only  source  ready  to  deliver  a  completely  integrated  cellular 
mobile/portable  phone  system,  anywhere.  It  includes  all  the  hardware,  software  and 
talk  ware  necessary  for  a  total  network. 

What  does  that  mean  to  American  busi- 
ness? It  could  mean  a  lot. 

When  Motorola  cellular  technology 
comes  to  your  area,  you'll  have  virtually  the 
same  quality  of  communication  between  your 
mobile  people  and  your  offices  anywhere  in 
the  world  as  you  now  have  between  fixed 
phone  installations. 

Moreover,  the  old  waiting  period  for  a 
free  channel  will  be  a  thing  of  the  past.  The 
frustration  of  incompleted  calls  will  be  vastly 
reduced.  And  the  service  capacity  of  the  new 
cellular  systems  will  be  significantly  greater. 

The  complete  Motorola  DYNA  T-A-C 
cellular  mobile/ portable  phone  system  has 
been  in  operational  test  since  1981  in  the 
Baltimore/ Washington  market.  Its  perform- 
ance has  lived  up  to  all  expectations. 

The  cellular  revolution  is  rapidly  becoming  a  fact,  worldwide.  And  by  building 
all  types  of  major  signaling  systems  in  all  major  frequency  bands,  Motorola  will 
play  a  major  role  in  supplying  these  new  systems. 

We've  put  many  years  of  careful,  creative  engineering  into  this  technology  and 
over  $100  million  in  direct  investment.  For  us,  the  cellular  revolution  is  an  eagle 
we've  nursed  and  nurtured  from  a  fledgling. 

Today  we  offer  our  cellular  hardware,  software  and  talkware  complete  with 
service,  installation  and  a  dedication  to  customer  satisfaction  that  never  expires. 

And  when  you  offer  all  that  to  any  customer,  nothing  gets  lost  in  the  translation. 

(M)  MOTOROLA  A  World  Leader  in  Electronics. 
Quality  and  productivity  through  employee  participation  in  management. 


HARDWARE  Electronic  exchanges, 
multi-channel  base  stations,  base  site 
controllers 
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SOFTWARE  Full  system  control  for 
sophisticated  billing  and  tariff 
requirements,  celTto-cell  handoff  of 
calls,  call  routing  and  automatic 
roamina 


TALKWARE  Motorola's 
DYNA  T-A-C  portable 
weighs  a  mere  28  ounces 
and  puts  all  the  features 
of  the  most  advanced  car 
telephone  m  the  palm  of 
vour  hand 
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Taxing  Matters 


$1.1  billion,  and  filings  for  fiscal  1983 
already  exceed  that  amount. 

Even  with  this  growth,  however, 
these  shelters  are  not  offered  publicly 
as  often  as  syndicators  had  hoped. 
Buildings  that  qualify  for  the  fat  de- 
ductions are  usually  small,  and  con- 
tractors often  keep  the  tax  credits 
themselves  rather  than  give  anyone 
else  a  piece  of  the  action.  When  a  deal 
is  really  good,  nobody  wants  to  share. 

Limited  Partners 
take  on  Japan,  Inc. 

There  has  been  a  lot  of  talk  lately 
about  relaxing  the  antitrust  laws,  re- 
moving exclusions  on  the  25%  re- 
search and  development  tax  credit 
and  encouraging  the  careful  forma- 
tion of  limited  partnerships  to  pay  for 
R&D  ventures  between  competing 
corporations.  The  idea  is  to  increase 
the  flow  of  research  funds  so  U.S. 
firms  are  better  equipped  to  face  for- 
eign competition.  But  some  tax  shel- 
ter experts  think  these  deals  will  be 
slow  in  coming — and  even  after  they 
get  here,  you  may  want  to  stay  away. 

The  intentions  are  good.  "On  aver- 
age it  takes  seven  to  ten  years  for  a 
product  idea  to  get  to  the  stage  of 
commercial  development,"  says  D. 
Bruce  Merrifield,  assistant  secretary 
of  commerce  for  productivity,  tech- 
nology and  innovation,  author  of  the 
Commerce  Department's  proposals  to 
promote  joint  R&D  ventures.  "Only  1 
out  of  20  projects  ever  produces  a 
positive  cash  flow.  That's  why  it's 
important  to  have  tax  incentives  to 
encourage  R&D." 

These,  however,  are  fairly  long  odds 
for  limited  partners.  True,  every  deal 
varies.  Joint  ventures  among  large  cor- 
porations, for  example,  could  probably 
be  considered  less  risky  than  startups. 
But,  says  Arnold  Rudoff,  publisher  of 
Limited  Partners  Letter,  "R&D  partner- 
ships certainly  don't  have  a  record  of 
success  to  date.  And  the  big  deals  can  be 
as  bad  as  the  small  ones." 

In  addition,  R&D  projects  are 
among  the  hardest  for  individuals  to 
evaluate.  Real  estate  or  oil  and  gas 
properties  can  be  compared  with 
similar  properties.  But  how  much 
should  a  research  project  cost?  How 
long  should  it  take  to  develop  and 
market  a  drug,  for  example?  "You 
have  no  basis  for  measurement,"  says 
Warren  Shine.  "When  it  comes  to  re- 
search and  development,  we're  all 
babes  in  the  woods." 

Moral:  Let  the  babes  in  these  woods 
beware. 


On  to  plan  C 

The  tax  shelter  industry  is  a  confusing 
one,  full  of  syndicators  weaving  and 
dodging  as  they  pursue  targeted  loop- 
holes. But  there's  one  principle  of  tax 
shelters  that  everyone  understands: 
People  who  buy  shelters  want  their 
tax  breaks  as  soon  as  possible. 

So  the  shelter  packagers  were  mere- 
ly doing  their  duty  when  they  created 
systems  for  accelerating  interest  de- 
ductions. Two  favorites  are  the  so- 
called  rule  of  78s  and  the  cash  basis/ 
accrual  basis  ploy.  But  now  a  new 
approach  may  be  necessary.  A  recent 
IRS  ruling  should  end  use  of  the  rule 
of  78s  for  shelters,  and  legislation  pro- 
posed by  Representative  Dan  Rosten- 
kowski  (D— 111.),  chairman  of  the 
House  Ways  &  Means  Committee, 
would  curb  the  accrual  shenanigans. 

Here's  what  is  at  stake.  In  most  real 
estate  deals,  much  of  the  tax  deduc- 
tion comes  from  charging  off  interest 
expenses  before  they  are  actually  paid 
out.  The  ability  to  use  accrual  is  criti- 
cal, and  the  rule  of  78s  is  a  generous 
mathematical  formula  that  lets  limit- 
ed partners  front-load  deductions. 
The  formula  creates  a  fraction  that, 
when  multiplied  by  the  total  interest 
payable  over  the  life  of  the  loan,  allo- 
cates more  interest  to  the  early  years. 
An  individual  with  a  30-year, 
$100,000  loan  at  12%,  for  example, 
can  use  this  technique  to  justify  a 
$17,575  interest  expense  deduc 
tion  in  the  first  year,  even 
though  he  actually  pays  only 
$12,000  in  interest. 

No  dice,  said  the  IRS  last  June. 
Interest  deductions  in  any  year 
must  be  limited  to  the  amount 
actually  incurred.  "The  rule  of 
78s  was  only  popular  with  the 
really  aggressive  programs,"  says 
William  Brennan,  publisher  of  the  tax 
shelter  newsletter  Brennan  Reports. 
"Most  of  the  creditable  programs 
wouldn't  touch  it  because  it  just 
didn't  seem  right." 

Cash  basis/accrual  basis  accounting 
is  a  variation  on  this  theme.  Consider 
the  example  of  limited  partners  pay- 
ing interest  on  a  ten-year  loan  from  a 
related  party.  The  controversial  tech- 
nique allows  limited  partners  to  oper- 
ate on  an  accrual  basis,  claiming  the 
tax  deductions  for  interest  expense 
throughout  the  loan's  ten-year  life, 
even  though  they  don't  actually  pay 
out  any  money  until  the  final  year. 
The  lender,  on  the  other  hand,  oper- 
ates on  a  cash  basis,  postponing  his 
tax  on  interest  income  until  year  ten. 
Result:  The  Treasury  allows  interest 
expense  deductions  but  receives  no 


equivalent  interest  income  revenues. 

Rostenkowski's  bill  would  force 
one  side  to  give  in.  But  the  loss  of  this 
method  won't  be  easy  to  take,  says 
Warren  Shine.  "The  largest  types  of 
syndications  we  have  been  seeing  are 
bedrocked  on  this  concept,"  he  says. 
Brennan  agrees:  "In  almost  any  real 
estate  deal  with  a  writeoff  in  excess  ot 
1-to-l,  the  limited  partners  are  accru- 
ing interest  expense." 

The  question  for  limited  partners 
becomes,  is  the  loan  from  a  related 
party?  Furthermore,  it  looks  as  if  the 
IRS  attack  on  78s  and  the  proposed 
limit  on  accrual  will  be  retroactive. 

So  it's  back  to  the  drawing  board  for 
promoters.  "It's  the  same  old  story, "  an 
IRS  spokesperson  says.  "People  dream 
up  new  loopholes  as  fast  as  Congress 
and  the  IRS  can  shut  them  down." 

Out  of  state, 
out  of  pocket? 

If  you  are  selling  tax  shelters,  it  pays 
to  stay  several  steps  ahead  of  the  regu- 
lators. Right  now  a  leading  example  of 
the  industry's  creativity  involves  new 
rules  for  Subchapter  S  corporations, 
instituted  late  last  year.  Among  other 
things,  the  rules  now  allow  these  cor- 
porations, which  pay  no  taxes  and 
whose  earnings  flow  through  directly 
to  shareholders,  to  have  an  unlimited 
amount  of  so-called  passive  income. 
Effectively,  this  means  Sub- 
chapter S  corporations  can  be 
holding  companies  for  per- 
sonal investment  portfolios. 

As  a  result,  it  may  be  possi- 
ble for  an  individual  to  avoid 
state  taxes  by  incorporating 
his  portfolio  under 
Subchapter  S.  By  estab- 
lishing a  residence  for 
the  corporation  in  a  state 
with  low  or  no  income 
taxes,  like  Florida  or  Texas, 
a  shelter  seeker  could  theoretically 
avoid  his  home  state's  taxes  on  inter- 
est, dividends  and  capital  gains. 

Of  course,  the  plan's  viability  will 
vary  depending  on  the  laws  of  the 
states  involved.  There  could  be  diffi- 
culty distributing  the  corporation's 
income  back  to  the  individual  as  a 
nonresident  shareholder.  Still,  the 
scheme  should  work  in  many  cases, 
according  to  a  tax  shelter  expert. 

High-tax  states,  however,  won't 
like  losing  those  tax  dollars,  and  the 
low-tax  states  won't  want  to  antago- 
nize their  high-tax  neighbors.  So  you 
can  be  sure  the  states  will  do  their 
best  to  beat  this  game.  Not  to  worry. 
By  the  time  the  paper  on  these  deals 
begins  to  yellow,  the  shelter  seekers 
should  be  on  to  the  next  trick.  ■ 
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We  can't  make 
people  think  alike. 
But  we  can 

help  them  think 
together. 


83  Wang  Laboratories,  Inc. 


Offices  in  different  countries  can  often 
act  like  they  live  in  different  worlds. 

They  manage  different  information 
differently. 

So  it's  only  natural  that  they  make  deci- 
sions differently. 

That's  where  Wang  can  help. 
Wang  has  the  technology  to  help  you 
manageandcommunicateall  kinds 
of  information:  words,  numbers,  \i 
images,  voice.  And  the  resources 
you  need  to  automate  your  offices 
in  83  countries  around  the  world. 

Our  people  understand  how  your  X&v 
people  work. 

And  they'll  be  by  your  side  to  make  sure 
everything  works  like  we  promised. 

We  know  we  can't  make  offices  think 
alike.  Butwecan  helpthemwork  better, 
simply  by  bringing  people  and  information 
closer  together. 

That's  what  separates  Wang  from  every- 
one else. 

For  a  presentation  on  Wang  office  auto- 
mation computers,  call  1-800-225-9264.  Or 
write  to  Wang  Laboratories,  Inc.,  Business 
Executive  Center,  One  Industrial  Avenue, 
Lowell,  MA  01851. 


WANG 


The  Office  Automation 
Computer  People. 


What  large  companie 
international  trad 


For  more  than  100  years  treasur- 
ers and  trade  managers  have 
come  to  The  Morgan  Bank  for 
superior  trade  services— docu- 
mentary and  standby  letters  of 
credit,  bankers  acceptances,  col- 
lections. Now  we've  streamlined 
the  way  these  services  are  deliv- 
ered to  make  them  even  more 
responsive  to  the  major  corpora- 
tions we  serve. 

Our  trade  services  specialists 
have  been  formed  into  small 
teams,  each  serving  clients  in 
one  geographic  area.  Here's  how 
this  benefits  you. 

Close  communication 
Every  time  you  bring  Morgan  a 
trade  transaction  you  work  with 
the  same  small  team.  Every 
phase  of  your  transaction  is  han- 
dled from  start  to  finish  by 
members  of  this  team.  You 
know  them  by  name,  and  they 
know  you.  This  close,  continu- 
ous communication  helps  us 
develop  a  deeper  understanding 
of  your  needs,  your  way  of  doing 
international  business. 

And  because  each  team  con- 
centrates on  a  single  area,  its 
specialists  work  daily  with  the 
trade  rules  and  requirements  in 
that  area.  The  result:  we  antici- 


pate and  prevent  problems,  ex- 
pedite your  transactions,  ensure 
complete  accuracy. 

Experience  and  knowhow 
Today,  computers  help  us  give 
you  this  speed  and  reliability 
But  no  machine  can  spot  dis- 
crepancies in  a  bill  of  lading  or 
inspection  certificate,  or  route  a 
transaction  in  a  more  timely  way. 
No  machine  can  replace  the 
skills  of  Morgan  people  in  exam- 
ining complex  trade  documents. 
Some  of  our  specialists  have  30 
years  of  experience. 

This  means  you  get  fast, 
knowledgeable  answers  to  ques- 
tions like  these: 

□  How  can  I  minimize  my  risks 
under  performance  guarantees? 

□  What  are  the  restrictions  on 


Morgan  officers  Ulrich  Gerlach  and  Hans-Georg 
Engel  are  trade  services  experts  in  Germany. 


using  bankers  acceptances  prior 
to  shipment  of  goods? 

□  When  is  it  to  my  advantage  to 
have  time  draft  credit  terms  in  a 
letter  of  credit  instead  of  deferred 
payment? 

□  Which  protects  me  better  as 
an  exporter— a  transferable  credit 
or  an  assignment  of  proceeds? 

There  are  more  benefits  to 
using  Morgan  trade  services. 
With  $60  billion  in  assets  and  $3 
billion  in  capital  we're  one  of  the 
world's  strongest  institutions. 
Backed  by  this  strength,  and  our 
reputation  for  quality  services, 
documents  with  Morgan's  name 
on  them  are  accepted  every- 
where without  question,  whether 
the  transaction  is  for  $50,000  or 
$50  million. 

Worldwide  resources 
Morgan's  New  York  specialists 
work  closely  with  trade  services 
experts  in  each  of  our  offices 
around  the  world,  and  with  the 
Morgan  banker  in  charge  of 
your  overall  relationship  with  us. 
Together  they  can  call  as  needed 
on  all  Morgan  resources,  includ- 
ing our  international  banking 
subsidiaries  in  key  U.S.  cities,  a 
global  network  of  correspondent 
banks,  and  our  advisors  on  ex- 


hould  know  about 
ervices  at  Morgan 


left.  Morgan  banker  Richard  Johnson  in  New  York  with  two  of  the  bank's  international  trade  services  officers,  Alfred  Koebel  and  Alexander  Kennedy. 
;nter,  at  one  of  the  automated  data  units  serving  trade  clients  are  Atwood  Collins,  who  heads  trade  services,  Maureen  Barrett,  Robert  Springett,  and 
well  Knauer  Right,  two  officers  of  Morgan's  Hong  Kong  office  David  Morris  heads  general  banking;  Kenneth  Sit's  responsibilities  include  trade  services. 


ort  finance,  cash  management, 

nd  foreign  exchange. 

;  A  service  for  multinationals 

|ind  out  more  about  how  trade 
brvices  at  Morgan  are  designed 


to  meet  a  multinational  com- 
pany's needs.  We'd  like  to  show 
you  our  teams  in  action.  Ask 
your  Morgan  account  officer,  or 
contact  Alexander  S.  Kennedy, 


Vice  President,  International 
Trade  Services,  Morgan  Guaranty 
Trust  Company,  23  Wall  Street, 
New  York,  NY  10015.  Telephone 

(212)  587-6710.  Member  FDIC 


The  Morgan  Bank 


II  can  sell  you  on  Merrill  Lynch,  then 

u  by  cant  a  fox  sell  you  on  Advest? 


The  upstart 
from  Hartford 


By  Paul  B.  Brown 


T|  he  real  test  for  Advest,  Inc., 
the  East  Coast  brokerage  house 
based  in  Hartford,  Conn.,  won  t 
come  until  next  year  or  later.  This 
year,  though  looks  super.  Advest  s 
revenues  should  reach  SI 25  million 
for  fiscal  1983,  up  60%  from  1982. 
Earnings  will  more  than  double,  and 
return  on  equity  should  hit 
30%,  up  from  18.4%.  For  the 
most  part  the  stock  market 
gets  the  credit.  The  surge  m 
trading  over  the  past  year  has 
generated  big  increases  in 
commissions  for  most  every- 
body m  the  business.  I 
Advest,  meanwhile,  has  ' 
also  grown  through  acquisi- 
tion. In  picking  up  seven 
small  brokerage  firms  in  less 
than  two  years.  Advest  has 
taken  on  business  that  now 
conmbutes  25%  of  its  sales 
and  22%  of  earnings.  The 
company  has  changed  its 
marketing,  too.  It  has 
stopped  trying  to  be  all 
things  to  all  customers  and  .\dies 
instead  has  targeted  one  set:  Pro  mis 
successful  and  independent 


rate-cutters.  That  hurt  Advest,  which 
has  a  larger  proportion  of  retail  busi- 
ness— 90% — than  most  brokers.  The 
firm  looked  to  Memll  Lynch,  the  big- 
gest retailer  of  them  all.  which  is  not 
entnely  dependent  on  retail  busmess, 
to  show  the  way.  "When  I  first  got 
here,  they  said,  Johnson,  just  watch 
what  Merrill  Lynch  is  domg  and  copy 
what    works    and    ignore  what 


ing  tender  loving  care. 


businessmen  and  professionals.  If  Ad- 
vest can  command  a  loyal  following 
of  those,  it  expects  to  survive  and 
prosper  even  when  the  stock  market 
turns  sour.  If  the  marketing  fails,  ex- 
pect Advest  to  go  the  way  of  Robinson 
Humphrey,  Rotan  Mosle  and  a  flock 
of  other  regional  brokerages  that  have 
been  grabbed  up  by  big  boys  such  as 
American  Express  and  Paine  Webber. 

Necessity,  not  choice,  dictated  the 
marketing  shift.  Ever  since  the  Secur- 
ities &  Exchange  Commission  forced 
the  securities  industry  to  forego  com- 
mission-fixing in  1975,  retail  custom- 
ers have  drifted  to  discounters  and 


doesn't,'  "  says  Judith  A.  Johnson,  Ad- 
vest's  senior  vice  president  for  mar- 
keting. But  the  entry  of  such  broker- 
age outsiders  as  Sears  and  Prudential 
into  the  busmess  forced  Merrill 
Lynch  to  change  as  well.  Unselective, 
mass  marketing,  Johnson  says, 
"doesn't  work  anymore.'  Now,  rather 
than  follow  Merrill  Lynch.  Advest  in- 
tends to  tackle  it — and  its  custom- 
ers^— head  on. 

Even  if  Advest  s  target  customers — 
principals  in  private  companies, 
which  have  sales  between  SI  million 
and  S20  million,  and  independent 
East  Coast  lawyers  and  accountants — 


are  dissatisfied  with  their  brokers, 
why  should  they  turn  to  Advest-  Sim- 
ple, says  Advest  Chairman  Anthony 
A.  LaCroix,  54,  once  a  pitcher  for  St. 
Louis  Cardinal  farm  teams.  Business- 
men and  professionals  who  sell  their 
own  goods  and  services  in  competi- 
tion with  bigger  firms  are  more  recep- 
tive to  a  pitch  from  a  smaller  broker 
age  that  promises  tender  loving  care. 

In  the  past  two  years  Advest  has 
spent  about  SI. 5  million  in  advertis- 
ing to  prove  that  thesis  and  is  willing 
to  spend  much  more.  Its  campaign  has 
produced  a  new  corporate  symbol,  a 
fox,  to  help  investor  recognition  and. 
perhaps,  compare  the  animal's  crafti- 
ness to  that  of  Merrill  Lynch 's  bull. 
Advest  also  has  spent  a  lot  on  semi- 
nars to  teach  its  brokers  solutions  to 
the  tax,  estate  and  retirement  prob- 
lems that  commonly  affect  busmess 
proprietors  and  professionals. 

There's  no  guarantee,  of  course, 
that  Advest  will  get  its  money's 
worth  from  these  programs.  There- 
fore, Advest  is  not  willing  to  abandon 
its  traditional  customers.  60%  of 
whom  earn  an  underwhelming 
S40.000  or  less  a  year.  The  firm  also 
mtends  to  hedge  with  a  charter  to  go 
mto  the  banking  busmess. 
That  might  smooth  the 
peaks  and  valleys  in  broker- 
age earnings,  and  it  would 
help  Advest  offer  such  ser- 
vices as  unsecured  and  sec- 
ond-mortgage lending. 

Then  there  is,  from  the  in- 
vestor's point  of  view,  the 
most  unsettling  hedge  of  all. 
Advest  msiders  have  been 
dumping  their  stock,  as  have 
msiders  at  many  brokerage 
firms.  Advest  officers  and  di- 
rectors this  year  have  sold 
nearly  160,000  shares,  about 
15%  of  their  holdings.  They 
still  control  about  20%  of  the 
outstanding  shares.  Of  the 
selling,  says  LaCroix .  one  of 
the    sellers,    "It  certainly 

  wasn't  because  of  lack  of 

confidence  in  the  company.  For  most 
of  us  Advest  stock  represents  our  only 
maior  investment.  That  is  not  pru- 
dent. It  was  rime  to  diversify. 

That  is  understandable.  Advest 
shares  have  leapt  to  S25,  from  S6  m 
the  past  IS  months.  Still,  why  diversi- 
fy right  out  of  a  sure  thing- 

Insiders,  contrary  to  popular  belief, 
often  make  serious  mistakes  when 
trading  m  their  companies'  stock.  But 
if  Advest  s  grab  for  market  doesn't 
work,  expect  it  to  wmd  up  as  part  of 
some  huge  financial  services  concern 
and.  possibly,  at  a  pnee  lower  than  its 
shares  have  recently  sold  for.  ■ 
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Which  "customized" 
techniques  tailor  strong 
appeals  to  different 
individuals. 


Why  employment 
contracts  are  now  more 
advantageous  to 
employers. 


-Why  successful  retention 
programs  start  long 
before  the  hiring  process. 


How  to  use  incentives, 
other  than  money  to 
encourage  loyalty 


ass* 


What  to  do  when  one  of 
your  best  employees 
quits. 


Why  one  of  the  most 
obvious  and  economical 
methods  of  keeping  good 
employees  is  often 
overlooked. 


Too  much  turnover  can  be  costly  and  dis- 
ruptive. 

Too  little  turnover  and  your  best  people 
can  get  frustrated  by  slow  advancement. 

This  valuable  booklet  will  help  you  hold  on 
to  your  best  employees.  It's  written  by  Robert 
Half,  the  author  of  How  to  Hire  Smart;  The 
Robert  Half  Way  to  Get  Hired  in  Today's  Job 
Market  ( Rawson- Wade/Bantam );  and  the  soon 
to  be  released,  Robert  Half  s  Success  Guide  for 
Accountants  (McGraw-Hill ). 

Robert  Half  founded  the  organization  that 
bears  his  name  — 35  years  ago.  Today  it's  the 
world's  largest  specialized  placement  service  for 
competent  financial,  accounting  and  data  proc- 
essing professionals  — with  80  independently 
owned  and  operated  offices  throughout  the 
United  States,  Canada  and  Great  Britain. 


How  to  reduce  long- 
range  payroll  costs  by 
spending  a  little  more  at 
the  right  time. 


This  booklet  could  help  protect  your  most 
valuable  resource.  Get  your  free  copy  by  con- 
tacting any  Robert  Half  office — or  mail  the  cou- 
pon below. 


Please  .send  me  your  booklet  "How  lb  Keep  Your  Best  People" 
(Mail  this  coupon  to  Robert  Half  International,  Inc., 
PO.  Box  4157  New  York.  NY  10163  ) 
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Lots  of  folks  used  to  sell  transit  ticketing 
systems.  Then  Cubic  Corp.  had  the  market 
to  itself.  Instead  of  fat  profits,  that  brought 
foreign  competition. 


Fare  feud 


Inserting  a  fare  card  in  Atlanta 
It  fails  once  every  3,900  times. 


By  John  A.  Byrne 


T|  his  is  a  story  about  compla- 
cency, about  what  happens 
when  you  pay  more  attention  to 
getting  new  business  than  serving  old 
customers.  The  companies  involved 
aren't  particularly  well  known,  and 
the  numbers  aren't  huge.  But  the  mor- 
al is  all-important. 

Step  back  to  the  Sixties.  Federal 
money  began  pouring  into  mass  tran- 
sit. Big  corporations  were  peddling 
automatic  fare  collection  systems, 
machines  that  magically  open  gates 
when  coins  drop  into  a  box  or  encoded 
cards  go  into  a  slot.  Litton  Industries 
was  an  early  competitor.  Then  came 
Control  Data,  GE  and  IBM. 

These  days  tiny  Cubic  Corp.  is  the 
only  major  domestic  manufacturer  of 
automatic  fare  collection  equipment. 
The  big  boys  got  out  years  ago,  when 
the  growth  didn't  materialize — and 
that  handed  Cubic  an  opportunity.  It 
could  gain  dominant  market  share, 
bring  in  fat  profits  and  develop  top 
technology. 


But  that  didn't  happen.  Instead,  the 
San  Diego-based  electronics  company 
stands  a  good  chance  of  losing  its  lead- 
ership position,  just  when  demand  is 
growing.  The  New  York  subway  con- 
version alone,  which  may  replace  the 
city's  antiquated  token  and  turnstile 
system  with  modern  gates  and  mag- 
netically encoded  fare  cards,  could  be 
worth  well  over  $100  million.  Other 
big  orders  are  likely  in  Los  Angeles, 
London,  Singapore  and  Toronto.  Total 
sales  could  reach  $600  million  be- 
tween now  and  1988.  Result:  Cubic's 
$295  million  annual  revenues  could 
double  by  then,  if  it  doesn't  lose  mar- 
ket share  and  if  it  could  handle  the 
business. 

Now  Cubic  makes  most  of  its  mon- 
ey selling  defense  electronics  systems 
and  elevator  products.  Less  than  10% 
of  the  company's  sales  are  in  fare  col- 
lection equipment.  Walter  J.  Zable, 
the  former  football  player  who  found- 
ed Cubic  in  1951 — and  now  owns 
31%  of  its  stock,  worth  $66  million — 
got  into  the  transit  business  over  a 
decade  ago.  To  limit  the  company's 
dependence  on  the  military,  Zable 
bought  Western  Data  Products,  a  tiny 
manufacturer  that  was  staffed  by  ex- 
Litton  engineers. 

Then  IBM  pulled  out  of  the  fare 
collection  market.  In  1972  Zable 
shrewdly  acquired  IBM's  fare  collec- 
tion technology  and  engineering 
drawings  at  fire  sale  prices.  Cubic  also 
agreed  to  complete  the  second  phase 
of  San  Francisco's  BART  system,  a  job 
IBM  had  declined  to  finish. 

Zable  soon  proved  he  could  out- 
maneuver  other  better-financed  com- 
petitors. After  Control  Data  Corp. 
won  a  development  contract  for 
Washington,  D.C.'s  Metro,  Cubic 
moved  in  to  land  the  final  $53  million 
contract  in  1975.  Three  years  later 
Cubic  won  another  key  victory  to 


supply  Atlanta's  rapid  rail  system. 

Despite  the  marketing  successes, 
Cubic's  equipment  seemed  particu- 
larly unreliable.  Fare  cards  jammed  in 
gates,  ticket  vending  machines  fre- 
quently broke  down  and  local  news- 
papers eagerly  chronicled  consumer 
frustrations.  At  one  point  Washing- 
ton's Metro  Board  chairman  called 
Cubic's  system  a  "$50  million  disas- 
ter," and  local  officials  advocated 
scrapping  it. 

Eventually,  Cubic  spent  $10  mil- 
lion in  order  to  improve  operating  effi- 
ciency in  Washington,  and  Zable  now 
claims  most  of  the  problems  there  are 
solved.  Others  would  disagree.  Nearly 
ten  years  after  Cubic  won  the  Metro 
contract,  nearly  15%  of  all  ticket 
vending  machines  are  out  of  service 
on  an  average  day,  and  officials  esti- 
mate they  lose  up  to  $1  million  annu- 
ally due  to  fare  evasion.  "I'm  not  a 
satisfied  customer,"  says  Joseph 
Greenway,  general  superintendent  of 
systems  maintenance. 

Things  are  even  worse  in  Atlanta. 
Initially,  gates  failed  at  least  once  in 
less  than  1,000  transactions.  That  dis- 
mal performance  occurred  despite  a 
contract  that  specified  a  failure  rate  of 
no  more  than  1  in  34,000  transac- 
tions. Currently  the  system  fails  ev- 
ery 3,900  transactions.  Edward  Gil- 
crease,  director  of  systems  engineer- 
ing for  the  city's  rapid  transit 
authority,  admits  that  early  require- 
ments were  "probably  unrealistic." 
But  he  is  still  unhappy  about  the  fre- 


Who  collects 
the  most  fares? 


The  market  for  automatic  fare 
collection  systems  isn't  big,  but 
it  could  grow  fast.  Here  are  the 
industry  leaders  worldwide. 


Value  of  systems  installed  (Smillions) 
0     20     40     60    80    100   120    140  160  180 


CGA  (France) 


Cubic  Corporation  (U.S.) 


Marubeni  (Japan! 


Crouzet  (France) 


Source:  f.W  Leas  a)  Assoc..  Bryn  Mawi.  Penna 
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quent  breakdowns. 

All  this  bad  publicity  hurts  Cubic, 
and  foreign  competitors  are  eager  to 
take  advantage  of  its  tarnished  image. 
Marubeni,  a  Japanese  trading  com- 
pany, is  moving  into  the  fare  collec- 
tion business  here,  and  French-based 
Crouzet  bid  unsuccessfully  on  recent 
projects  in  Miami  and  Baltimore. 

A  more  significant  challenge  comes 
from  Compagnie  Generale  d'Automa- 
tisme  (CGA)  and  its  90% -owned  U.S. 
subsidiary,  Alta  Technology,  Inc. 
CGA  recently  beat  out  Cubic  in  Cara- 
cas and — more  important — won  the 
second  phase  of  Hong  Kong's  system, 
where  Cubic  equipment  is  now  in 
place.  Cubic  maintains  it  lost  out  be- 
cause of  French  financing  subsidies. 

Back  home,  Cubic  has  also  lost 
recent  contracts  to  Alta  in  Baltimore 
and  Buffalo,  its  first  domestic  set- 
backs. Zable  didn't  take  either  situa- 
tion lightly.  In  both  cities  he  tried 
unsuccessfully  to  reverse  the  actions 
by  intensively  lobbying  legislators. 
"We  got  ourselves  caught  in  a  market- 
place fight,"  says  David  Wagner,  ad- 
ministrator of  the  Maryland  Mass 
Transit  Administration.  "For  about 
nine  months  after  Cubic  lost  the  con- 
tract, it  tried  to  overturn  the  award. 
That  cost  us  a  lot  of  time  and  money." 
Adds  Jack  Bayer,  who  administers  the 
Buffalo  contract:  "It  seems  to  me  that 
Cubic  spends  more  money  on  lobby- 
ing and  legal  fees  than  engineering." 

The  current  battleground  is  Miami, 
where  Cubic  won  a  $4.3  million  con- 
tract for  Metrorail  fare  collection 
equipment  last  October.  The  day  that 
bids  were  due,  Zable  filed  a  dumping 
complaint  against  Alta.  That  move, 
which  was  criticized  by  Alta  execu- 
tives as  a  stunt  to  influence  the  Mi- 
ami award,  was  dismissed  by  the  In- 
ternational Trade  Commission  after 
only  a  preliminary  investigation. 

Meanwhile,  Alta  began  to  fight 
back.  It  now  charges  that  Cubic 
gained  inside  information  and,  as  a 
result,  managed  to  underbid  by  less 
than  3%  in  Miami.  A  private  investi- 
gator has  confirmed  that  two  type- 
writers were  used,  leading  to  specula- 
tion that  figures  were  changed.  Jerry 
Ringer,  assistant  to  Zable,  pooh- 
poohs  the  charges.  "All  we  had  made 
was  a  typographical  error  that  was 
later  corrected,"  he  says.  "No  one  has 
taken  this  seriously." 

Perhaps  not.  But  what  municipal 
officials  do  take  seriously  is  the  fact 
that  during  the  years  Cubic  wasn't 
plagued  by  competitors  its  equipment 
was  plagued  with  problems.  The  way 
to  hold  on  to  a  market  is  to  leave  a 
trail  of  satisfied  customers,  not  a  pha- 
lanx of  protesters.  ■ 


COMPUTER  LITERACY 

in  53  minutes  -  on  Video  Tape! 


There's  a  revolutionary  new  way  to  learn  about  personal  computers  (to  become  Computer 
Literate) — personalized  learning  on  video  tape.  You  learn  at  your  own  pace,  in  the  comfort 
and  privacy  of  your  home  or  office,  and  in  less  than  an  hour.  It's  that  easy! 


LEARNING  CONCEPT:  INTRODUCTION 
TO  PERSONAL  COMPUTERS  (No.  425). 

You  learn  all  about  personal  computers — 
how  to  effectively  use  them  in  business  or 
your  home.  You  will  also  learn  about  spread- 
sheets, word  processing,  graphics  and  much 
more.  It  comes  with  a  Quick  Reference 
Guide  containing  a  comprehensive  glossary 
and  facts  on  programs  and  programming. 


LEARNING  CONCEPT:  THE  VISICALC 
PROGRAM  (No.  325). 

You  learn  VisiCalc  step-by-step  by  working 
along  with  the  video  tape.  You  get  the  ex- 
perience and  practice  you  need  to  make 
VisiCalc  work  for  your  own  unique  re- 
quirements. Comes  with  a  Quick  Reference 
Guide  with  reference  charts  and  summaries 
of  every  VisiCalc  command. 


LEARNING  CONCEPT  is  the 

perfect  way  for  you  to  become  com- 
puter literate.  The  video  tapes  are  pro- 
fessionally produced  to  the  highest  in- 
dustry standards  and  fit  all  popular 
video  tape  recorders.  Order  yours  to- 
day. .  , , 
As  featured  in 
Business  Week  Magazine. 
See  your  nearest  dealer 
or  send  coupon  to  order: 
Micro  Learning  Concepts,  Inc. 
380  Lexington  Ave. 
Suite  1208.  New  York, 
N.Y.  10017 
Tel:  212/687-0066 

'VisiCalc  is  a  trademark 

of  VisiCorp. 


yi~>,  nil. 


ung  Compan 


MICRO  LEARNING  CONCEPTS,  INC. 

380  Lexington  Avenue.  Suite  1208 

New  York,  N.Y.  10017    Tel:  212/687-0066 

Send  me  more  information. 
□  Send  (Quant  )  No.  425  Learning  Concept:  Introduc- 
tion to  Personal  Computers—  @  $99.95 

Send  (Quant  )  No.  325  Learning  Concept:  The 

VisiCalc  Program—®  $99  95 

Check  Format:  Beta  VHS  3/«"(add  $30) 

Please  add  $2.50  for  postage  and  handling.  Enclose  check  or 
money  order.  N.YS.  resident  add  sales  tax.  CO  D.  accepted. 
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How  The  Hartford  prott 

vWith  Spectrun 
most  packag 

lohn  Donahue,  Vice  President, 
Commercial  Lines  Underwriting, 
talks  to  retailers  about  The  Hartford's 
comprehensive  approach  to  business 
owner's  coverage. 

Q.  What  is  Spectrum?  And  why  have  over 
60,000  businesses  chosen  it  since  it  was  introduced 
in  1980? 

A.  Spectrum  is  The  Hartford's  revolutionary  business 
owner's  policy.  It  combines- in  one  convenient,  cost- 
effective  package-all  the  insurance  coverages  most 
small-  to  medium-sized  businesses  need. 


►wing  retail  businesses. 


ve've  covered  the  gaps 
dicies  leave  open/' 


ipectrum  is  perfect  for  all  kinds  of  retailers  with 
?s  up  to  one  million  dollars.  We're  talking  about 
gstores,  shoe  stores,  bakeries,  florists,  hardware 
■es-you  name  it.  Special  coverages  are  also  avail- 
e  for  service  operations  such  as  laundries  and  dry 
aners,  funeral  directors,  printers,  and  beauty  and 
ber  shops. 

.  Does  the  basic  Spectrum  package  offer 
lection  that  other  package  policies  don't? 

Absolutely.  I  don't  know  of  a  single  package 
:  comes  close  to  the  comprehensive  coverage 
:ctrum  offers.  For  example,  Spectrum  gives  you 
10,000  of  Fire  Legal  Liability,  or  three  to  six  times 
at  most  other  packages  give  you -if  they  give  you 
[■  at  all.  The  policy  also  includes  Personal  Injury 
nprehensive  General  Liability  and  other  coverages 

some  insurance  companies  offer  only  as  options, 
pectrum  has  broader  eligibility,  too.  It  can  provide 
tection  for  buildings  up  to  $2,500,000  and  con- 
s  up  to  $500,000.  That's  a  lot  more  than  similar 
kage  policies  will  cover-in  some  cases,  twice  as 
:h.  And  eligibility  is  not  limited  by  square-foot 
rictions. 

Does  Spectrum's  comprehensive  coverage 
an  I'll  be  paying  for  insurance  I  don't  want 
ieed? 

|  Often  it's  quite  the  opposite.  Most  package  poli- 
include  coverages  you  may  not  need,  but  have 
ay  for  anyway.  With  Spectrum,  many  of  those  cov- 
»es  are  optional.  They  include  Loss  of  Income, 
)loyee  Dishonesty,  and  Non-Owned  Auto/Hired 
If  you  don't  need  those  coverages,  you  don't 
for  them. 

pectrum  gives  you  other  options,  too.  It's  available 
named-peril  or  all-risks  basis.  And  it  offers  prop- 
deductibles  of  $500  or  $1,000,  and  three  liability 
ts:  $300,000,  $500,000,  or  $1,000,000.  Spectrum's 
)rella  option  provides  an  additional  $1,000,000 
ability  coverage. 


Q.  What  is  Spectrum's  Full  Value  Building 
Replacement  Option? 

A.  Spectrum  has  an  Inflation  Guard  feature  that 
automatically  adjusts  coverage  amounts  each  month 
in  line  with  construction  costs  in  different  parts  of  the 
country.  The  Full  Value  Building  Replacement  Option 
provides  extraordinary  additional  protection.  The 
Hartford  will  pay  you  what  it  actually  costs  to  replace 
your  building,  regardless  of  inflation  or  policy  limits. 
This  valuable  protection  gives  you  true  peace  of  mind 
for  just  a  token  additional  charge. 

Q.  Do  you  reduce  premiums  for  businesses  with 
loss-free  operations? 

A.  Definitely.  Under  our  current  Loss-Free  Credit 
Plan,  we'll  reduce  your  second-year  premium  by  five 
percent  if  your  first  year  is  loss  free.  After  that,  as  long 
as  our  present  plan  is  in  effect,  we'll  reduce  your  nor- 
mal renewal  premium  by  ten  percent  for  succeeding 
years  you  remain  loss  free. 

We  also  have  a  payment  plan  that  lets^-^- 
you  pay  premiums  in  three  installments  ( *ou*/§L***\ 
over  180  days-without  interest  or  install-^ 
ment  charges. 

Q.  How  can  I  find  out  more? 

A.  By  calling  an  independent  agent  who  represents 
The  Hartford. 

Don't  make  a  decision  on  business  owner's 
insurance  without  a  quote  from  an  independent 
agent  who  represents  The  Hartford. 

Spectrum  is  available  in  most  states. 


BUSINESS 
HOME 
AUTO 
LIFE 


Let  us  protect  your  world.  THE  HARTFORD 


The  Hartford  Insurance  Group,  Hartford,  Connecticut  06115. 


Profiles 


Will  the  public  ever  be  ready  for  Arthur 
Jones?  His  outrageous  talk?  His  707s?  His 
dreams  of  billions?  His  experiments  with 
alligators,  crocodiles,  people? 


A  one-man  show 


By  Laura  Rohmann 


Nautilus  inventor  Arthur  Jones  with  former  Mr.  America  Boyer  Coe 
Are  the  crocodiles  working  out,  too? 


Arthur  Jones,  the  inventor  of 
Nautilus  exercise  equipment, 
i  is  piloting  his  Cessna  Citation 
over  Louisiana  at  43,000  feet.  His  des- 
tination: Waco,  Tex.  "We're  going  to 
look  at  my  new  jets,"  fones  says  excit- 
edly. "I  just  bought  two  707s  from 
American  Airlines.  Wait  till  you  see 
how  big  they  are." 

What,  you  may  wonder,  is  Jones 
going  to  do  with  two  private  airliners? 
"Fly  doctors  to  Latin  America,"  he 
says,  as  if  that  should  have  been  obvi- 
ous. By  January,  Jones  intends  to 
launch  a  ten-year  experiment  of  ambi- 
tious proportion.  He  plans  to  hire  sev- 
eral hundred  Latin  Americans  to 
work  out  regularly  on  Nautilus  equip- 
ment. In  addition  to  small  salaries, 
they  will  get  food,  education,  recrea- 
tion and  medical  care.  Doctors  will 
monitor  the  exercisers  to  determine 
the  precise  nature  of  any  long-term 
health  benefits  of  the  Nautilus  regi- 
men. The  jets  will  be  used  to  fly  other 
physicians  from  the  U.S.  (who  will,  of 
course,  tour  the  experiment)  to  a 
Jones-financed  medical  education 
center  nearby.  Of  his  exercisers,  Jones 
says:  "It  will  be  near-utopia  for  them, 
because  most  of  these  people  would 
be  starving  peasants  otherwise." 

There  is,  of  course,  no  free  launch. 
The  cost  of  Jones'  project  will  match 
its  grandiosity.  The  current  estimate 
is  $9  million  a  year.  As  majority 
shareholder  of  privately  held  Nautilus 
Sports/Medical  Industries  Inc.,  Jones 
can  spend  that  kind  of  money  and 
answer  to  no  one,  with  the  possible 
exception  of  the  IRS.  He  has  become 
accustomed  to  doing  just  that. 

Jones  has  considered  taking  Nauti- 
lus public,  but  more  likely  he  will  do 
so  later  rather  than  sooner.  The  move 
could  put  quite  a  crimp  in  his  style. 
He  never  has  disclosed  Nautilus'  sales 
(estimated  at  over  S200  million  a  year) 
and  earnings.  "Why  should  I  give  my 
competitors  the  club  to  beat  me 
with?"  he  asks.  But  in  running  a  pub- 
lic company,  Jones  would  have  to  sur- 
render the  club.  Jones  might  even 
have  -to  think  twice  before  making 
some  of  his  outrageous  public  state- 
ments. Example:  "The  one  good  thing 
about  Communists  is  that  when  they 
take  over  a  country  the  first  thing 
they  do  is  kill  all  the  lawyers." 

Jones  has  become  rich  from  his  ma- 
chines. They  sell  for  an  average  of 
$2,400  each,  or  $35,000  for  a  set  of  15. 
They  hit  the  market  just  as  the  idea  of 
physical  fitness  set  millions  of  Ameri- 
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cans  to  pushing,  pulling  and  other- 
wise torturing  muscles  that  had  rarely 
wrestled  with  adversaries  more  de- 
manding than  power  steering  or  a 
beer-can  top.  To  professional  athletes 
and  amateur  converts  of  the  fitness 
persuasion,  Nautilus  has  become  the 
ultimate  gear  for  honing  the  body 
beautiful.  "Nautilus  is  in  a  class  by 
itself,"  says  the  manager  of  a  New 
York  health  club.  More  than  100,000 
Nautilus  machines  now  beckon  exer- 
cisers, creating  for  Jones  a  fortune  that 
exceeds  $125  million. 

lones  is  as  aware  as  anybody  else 
that  his  machines  could  go  the  way  of 
Lydia  Pinkham's  or  the  Hula-Hoop. 
And,  while  he  plans  to  introduce 
lightweight  home  versions  of  his  fit- 
ness center  machines  for  only  $400  or 
so  each,  he's  banking  heavily  on  es- 
tablishing Nautilus  in  the  medical 
market.  Soon  to  appear  are  electronic 
Nautilus  machines  priced  as  high  as 
$30,000.  Jones  expects  to  sell  them  to 
hospitals  and  clinics  for  rehabilitation 
and  testing  of  patients.  Computer- 
ized, the  machines  monitor  and  rec- 
ord patients'  physical  performance  at 
a  minimum  labor  cost. 

To  succeed,  Jones  must  establish 
Nautilus'  credibility  in  the  medical 
field  as  he  has  in  athletics.  Hence  his 
proposed  venture  in  Latin  America 
and  other  experiments.  If  working  out 
on  Nautilus  machines  can  ease  child- 
birth, say,  or  prevent  or  correct  bone- 
deteriorating  osteoporosis,  a  big  new 
market  opens  up.  Jones  has  especially 
high  hopes  for  a  leg-pumping  machine 
that,  he  says,  will  replace  jogging,  and 
a  machine  that  works  and  strengthens 
the  lower  back  muscles.  "If  I  can't 
make  $20  billion  on  that  back  ma- 
chine in  the  next  ten  years,"  he  says, 
"I  should  go  shoot  myself." 

That's  right,  he  says,  $20  billion.  Big 
numbers  for  a  man  who,  although 
both  his  parents  were  doctors, 
dropped  out  of  school  after  the  ninth 
grade  ("I  should  have  dropped  out  in 
the  sixth  grade,"  he  says).  By  1948 
Jones,  born  in  Arkansas,  found  him- 
self in  Tulsa,  living  at  the  YMCA  and 
working  out  with  barbells.  "I  ended 
up  with  the  arms  and  legs  of  a  gorilla 
on  the  body  of  a  spider  monkey,"  he 
says.  "I  figured  there  was  something 
wrong  v/ith  the  exercise  tool." 

Jones'  problem  was  in  part  genetic, 
but,  unaware,  he  set  out  to  build  a 
better  exerciser.  It  took  him  22  years. 
While  working  on  his  prototypes,  he 
made  a  living  importing  animals  from 
Africa  and  South  America  to  sell  to 
carnivals  and  circuses.  He  produced 
television  shows  about  his  exper- 
iences, such  as  Wild  Cargo  In  the  early 
1970s  he  finally  perfected  the  basic 


Nautilus  mechanism.  It  relies  on  ec- 
centrically shaped  cams  to  vary  the 
resistance  experienced  by  an  exerciser 
in  his  routine,  so  that  what  otherwise 
would  be  the  easiest  parts  of  a  routine 
demand  as  much  of  the  muscles  as  the 
hardest.  "It's  nothing  more  than  a 
thinking  man's  barbell,"  Jones  says. 
There  are  those — Jones  calls  them 
"idiots" — who  doubt  that  exercising 
on  Nautilus  machines  is  superior  to 
other  forms  of  exercise,  but  the  mar- 
ket clearly  loves  what  Jones  has  of- 
fered. Today  Nautilus  runs  three 
shifts  on  most  of  its  half-million 
square  feet  of  manufacturing  space. 

The  money  has  left  Jones  free  to 
indulge  his  interests.  He  spent  $70 
million  on  his  Nautilus  Television 
Network,  housed  in  Nautilus'  head- 
quarters in  Lake  Helen,  Fla.  Here  on 
the  lobby  wall  hangs  a  photo  of  Jones' 
21 -year-old  wife,  Terri,  holding  a  huge 
rattlesnake.  The  network  is  develop- 
ing such  programs  as  Beauty  Is  More 
Than  Skin  Deep.  Terri  stars  in  that  one. 
She  is  a  former  model  and  the  fifth  of 
Jones'  wives,  whose  ages  at  the  altar 
ranged  between  16  and  20.  Novelist 
Martin  Caidin,  who  wears  a  Kojak 
hairdo  and  a  handlebar  mustache, 
hosts  a  talk  show  with  some  of  Jones' 
gift  for  outrageous  hyperbole.  "Don't 
tell  me  a  book  is  controversial,"  said 
Caidin  to  John  McManus,  a  spokes- 
man for  the  John  Birch  Society.  "You 
can  make  a  book  say  any  damn  thing 
you  want.  You  know  that;  you're  a 
professional  word  monger."  Mostly, 
however,  the  network  produces  rather 
tame  demonstration  tapes  for  health 
and  medical  groups. 

Then  there  are  the  experiments. 
Some  are  conventional,  such  as  a 
Jones-financed  University  of  Florida 
study  of  whether  exercise  can  in- 
crease bone  mass.  Others  smack  of 
science  fiction.  Jones  is  doing  some- 
thing with  the  40  crocodiles  and  2 
alligators  he  keeps  at  corporate  head- 
quarters, but  won't  say  what.  He  says 
only,  "Some  of  our  research  is  so 
strange  we  don't  talk  about  it."  At 
home  he  breeds  rattlesnakes. 

How  Jones'  public  shareholders 
would  take  to  all  that,  if  Jones  did 
indeed  take  Nautilus  public,  remains 
to  be  seen.  After  all:  You  don't  buy  the 
company,  you  buy  the  management. 
Jones  himself  is  uncertain  about  going 
public.  "I  never  considered  it  until 
recently,"  he  says.  "But  we're  going  to 
explode.  Our  sales  are  going  to  go  up 
by  multiples  of  ten,  so  we  should 
strike  while  the  iron  is  hot.  But  I 
might  not  like  going  public."  One 
thing  is  clear:  Jones  has  never  an- 
swered to  anybody,  and  he's  unlikely 
to  play  to  a  shareholders'  mob.  ■ 


V,      °Nt>ON.  ENGLAND 


Own  a  bottle. 


It's  worth  the 
price  to  have  at  least  on* 
thing  in  your  life  that's 
absolutely  perfect. 


Tanqueray  Gin.  A  singular  experienc 
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ping  a  fortune  is  hard  enough  for  most 
entertainers.  Lawrence  Welk,  with  help 
from  his  son  Larry  and  Ted  Lennon,  has 
built  a  $25  million  business. 


"Wunnerful, 
wunnerful!" 


money  management.  But  mindful  of 
so  many  other  show  biz  folk  who  had 
been  taken  over  the  years  by  unscru- 
pulous "business  managers,"  Welk 
chose  Ted  Lennon,  uncle  of  the  Len- 
non Sisters,  part  of  his  "musical  fam- 
ily," to  handle  his  affairs.  Lennon 
built  the  foundation  for  Welk's  real 
estate  and  entertainment  mini-em- 
pire, which  is  now  overseen  by  Welk's 
son  and  company  president,  Larry. 


Profiles 


By  Roger  Neal 


HOLLYWOOD  IS  THE  LAND  of  the 
riches-to-rags  story.  A  young 
entertainer  shoots  from  a 
shared  apartment  and  fast  food  to  Bev- 
erly Hills  and  fast  cars,  only  to  plum- 
met again  the  minute  his  audience 
yawns.  Only  a  few  show  business  peo- 
ple possess  the  combination  of  talent, 
good  luck  and  the  old-fashioned  disci- 
pline to  hold  on  to  and  cap- 
italize on  their  peak-year 
incomes. 

Lawrence  Welk  is  one  of 
those  few. 

Welk's  show,  now  in  its 
28th  year,  last  year  pulled  in 
advertising  revenues  of 
$250,000  per  airing.  Welk's 
elderly  fans  flocked  to  the 
Lawrence  Welk  Village,  his 
resort  in  Escondido,  Calif., 
and  bought  up  Jim  Nabors' 
and  Welk's  Champagne  Mu- 
sic Maker's  albums  to  the 
tune  of  $7.5  million  in  1982. 
What's  more,  the  Welk 
name,  synonymous  for  de- 
cades with  ah-one  and  ah- 
two  Squaresville,  has  a  fresh 
identity  in  music  publishing. 
The  Welk  Group,  the  sev- 
enth-largest and  leading  in- 
dependent in  the  field,  owns 
the  rights  to  hits  by  such 
"now"  hotshots  as  Air  Sup- 
ply, Linda  Ronstadt  and  Rick 
Springfield  and  contributed 
$9  million  to  the  Welk  orga- 
nization's 1982  revenues  of 
$25  million. 

Things  could  have  been 
different.  When  his  televi- 
sion show  went  national  in 
1955  and  some  real  money 
started  rolling  in,  Welk  knew 
little  and  cared  less  about 


The  maestro  bronzed  at  Laurence  Welk  Village 
Turning  an  aging  audience  into  an  asset. 


Lennon,  a  modest  man  without  a 
college  education,  learned  by  doing, 
often  attending  night  school  to  brush 
up  on  business  basics.  He  chose  real 
estate  to  shelter  Welk's  cash,  develop- 
ing three  office  buildings  and  an  apart- 
ment complex  in  pricey  Santa  Moni- 
ca, including  the  stunning  stair-step, 
high-rise  Welk  organization  head- 
quarters overlooking  the  Pacific. 

Lennon's  biggest  challenge,  howev- 
er, came  in  the  early  Seventies  as 
Welk's  audience  was  growing  older 
and  younger  audiences  were  going 
elsewhere.  Lennon  took  note  and 
turned  Welk's  aging  audience  into  a 
considerable  asset  through  Lawrence 
Welk  Village,  a  900-acre  retirement 
community/resort  120  miles  south  of 
Los  Angeles.  Welk  himself  picked  the 
sunny,  dry  Escondido  location  in 
1964,  when  it  was  little  more  than  a 
100-space  trailer  park.  Today  the  park 
has  450  mobile  home  spaces,  a  golf 
course,  90-room  hotel,  restaurant, 
dinner  theater  and  shopping  arcade. 
The  grounds,  a  veritable  mecca  for 
Welk  believers,  abound  with  icons  to 
the  maestro's  success:  a  bronze  statue 
of  Welk,  piped-in  champagne 
music  and  the  Lawrence 
Welk  Museum,  home  of 
Welk's  7-foot  crystal  cham- 
pagne glass.  The  village, 
aimed  at  vacationers  and  per- 
manent residents,  benefits 
from  free  advertising  each 
week  on  the  Memories  with 
Laurence  Welk  TV  show. 
Welk  tapes  inserts  on  loca- 
tion at  the  park  for  his  old 
Saturday  night  programs, 
which  are  then  rebroadcast. 

People  under  60  may  not 
think  of  him  as  charismatic, 
but  nevertheless  the  Welk 
persona  has  been  an  invalu- 
able draw  for  the  retirement 
park.  (A  survey  found  that 
85%  of  his  viewers  find  him 
"believable.")  On  occasion, 
however,  the  image  has  been 
turned  against  him.  When 
Lennon  raised  village  trailer 
park  rents  42%  in  1977, 
bringing  them  up  to  the  sur- 
rounding market,  tenants 
took  it  straight  to  the  press — 
"Lawrence  the  rent  gouger." 
Lennon  toughed  out  the 
brouhaha  but  even  today 
holds  his  head  when  recall- 
ing the  uproar.  Since  that 
episode,  Welk  has  avoided 
residential  real  estate  devel- 
opment. "Fortunately,"  says 
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In  these  dark  times,  we  still  see  a 
bright  future  for  the  energy  industry 


Today,  many  of  the  suppliers  of  our  nation's  energy  have  been  left  to 
cope  single-handedly  with  the  problems  facing  their  industry.  But  the  energy 
situation  affects  all  of  us.  And  we  must  all  work  to  find  solutions.  That's  why 
Bank  of  America  is  as  committed  to  the  energy  industry  today  as  ever. 

And  we're  not  just  talking.  We're  lending  our  expertise.  Our  petroleum 
engineers  and  account  officers  are  working  together  to  evaluate  the  under- 
lying economic  feasibility  of  projects.  We're  providing  financial  advisory 
services  backed  with  the  comprehensive,  multinational  capabilities  that  inter- 
national businesses  need.  Our  record  as  a  lead  manager  has  made  us  a  major 
force  in  syndications.  And  our  leadership  position  in  banking  gives  us  the 
financial  commitment  capacity  and  flexibility  major  energy  programs  require. 

Without  question  the  challenges  are  great.  But  so  is  our  commitment 
to  meeting  them.  Contact  a  Bank  of  America  Energy  Account  Officer  in 
Houston,  New  York  or  Los  Angeles.  We're  putting  our  energy  into  the  energy 
industry  to  help  make  a  brighter  future  for  all  of  us. 

I   Look  to  the  Leader.™ 


BANKof  AMERICA 


Eastern's  service  to  Latin  America. 
From  the  very  beginning, 
Y      there's  no  end  to  it. 

El  Inter  Americano  represents  a  new  level  of  elegance  on 
Eastern  flights  between  North  America  and  Central  and  South 
America.  And  the  experience  begins  even  before  you  board  the 
plane.  Special  ticket  counter  positions  make  checking  in  easier  and 
;    quicker,  while  special  luggage  tags  make  sure  your  baggage  travels 
with  style. 

In  First  Class,  you'll  enjoy  the  finest  champagne  before  takeoff 
and  during  the  flight.  Once  airborne,  savor  premium  vodka  (or  your 
choice  of  other  fine  liquors)  and  Russian  caviar  on  dinner  flights. 
Then  hors  d'oeuvres  such  as  fresh,  chilled  lobster  medallions.  Followed 
by  any  one  of  three  entrees,  including  tender  chateaubriand.  Your  choice 
of  four  European  wines  complements  the  meal.  The  piece  de  resistance  is 
a  variety  of  luscious  desserts,  fresh  fruit,  cheese  and  an  extensive  selection  of 
fine  liqueurs. 

In  Coach,  local  dishes  will  be  featured,  as  well  as  classical  cuisine  such  as 
mignon  in  bordelaise  sauce  or  capon  madras.  Complimentary  splits  of  wines, 
or  white,  are  also  served.  Dessert  includes  Linzer  Tbrte  or  Montana  de 
Santos,  plus  fresh  fruit. 

In  First  Class  and  Coach,  passengers  enjoy  hot  towels,  and  stereo 
music  and  movies  in  both  Spanish  and  English. 

What's  more,  Eastern  makes  it  easy  to  take  advantage 
of  this  elegant  new  level  of  service.  Because  we  offer 

more  flights  to  all  the  Americas  than  any  other  airline. 
El  Inter  Americano  service — the  latest 
example  of  the  kind  of  dedication  to 
passenger  comfort  that,  for  the  past  four 
years  in  a  row,  has  made  Eastern 
America's  favorite  way  to  fly. 


©  1983  Eastern  Air  Lines,  Inc. 


EASTERN 

America's  favorite  way  to  fly 
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Gum  wrappers  and  dance  lessons 


Welk  on  the  balcony  of  his  Santa  Monica  office 

It  all  began  with  Honolulu  Fruit  Gum  wrappers. 

Lawrence  Welk  has  long  been  known  as  America's  dance  music 
I  maestro.  But  it  took  as  much  promotion  as  music  to  make  it  on  the 
midwestern  band  circuit  where  he  started  out  60  years  ago.  In  fact,  Welk 
never  took  a  lesson,  never  did  his  own  arranging  and  doesn't  rate  himself 
highly  as  a  musician. 

But  the  potential  of  the  dance  band  business  was  something  else  again. 
As  a  youngster  on  his  father's  farm  in  German-speaking  Strasburg,  N.D., 
Welk  did  chores  by  day  and  played  the  accordion  at  dances  at  night. 
Luring  diffident  farm  boys  to  dances  was  a  tough  job.  Welk  did  it  with 
introductions  to  pretty  girls  he  himself  had  met  at  his  last  performance. 
For  those  claiming  they  couldn't  dance,  Welk  offered  lessons.  "It's 
difficult  to  show  someone  a  good  time  if  he's  not  a  good  dancer,"  he  says. 

Once  he  became  an  established  bandleader,  there  was  still  an  obstacle  to 
nationwide  renown:  the  lack  of  a  commercial  sponsor.  So  Welk  became 
his  own  sponsor  by  buying  up  most  of  the  inventory  of  Honolulu  Fruit 
Gum  for  a  penny  a  package.  He  changed  the  band's  name  to  the  Honolulu 
Fruit  Orchestra  and  staged  beauty  contests  at  the  dances.  The  audience 
cast  their  votes  for  the  winner  on  the  backs  of  Honolulu  Fruit  Gum 
wrappers,  which  Welk  sold  at  5  cents  a  pack — a  400%  markup.  Soon  Welk 
had  19  advance  men  out  filling  demand  for  the  "ballots"  and  was  making 
more  money  off  the  gum  than  from  the  nightly  cover  charge. 

But  could  Welk's  matchmaking  approach  to  dances  compete  with 
today's  singles'  bars?  Welk  ponders  the  question  on  the  putting  green 
balcony  of  his  office  overlooking  the  Pacific.  He  sighs.  "I  doubt  it," 
he  says.— R.N. 


Welk  smoothly,  "I've  wanted  to  make 
people  dance  and  enjoy  themselves 
more  than  be  a  good  businessman." 

In  1980  the  Welk  organization  pur- 
chased Ranwood  Records,  which  tar- 
gets Welk  loyalists  as  a  market  by 
specializing  in  middle-of-the-road  art- 
ists such  as  Jim  Nabors,  Tennessee 
Ernie  Ford  and,  of  course,  Welk's  own 
Champagne  Music  Makers.  To  reach 
elderly  customers  who  don't  browse 
through  the  racks  at  record  stores, 
Ranwood  peddles  records  through  K 
mart-type  retailers,  late-night  televi- 
sion ads  and  mail  order,  for  a  total  of 
$2.5  million  in  1982  revenues. 

Welk's  older  audience,  asset  though 
it  is,  can't  live  forever.  Welk  himself 
is  80.  For  the  company  to  continue  to 
prosper,  it  must  look  to  the  future. 
That  was  Welk's  son  Larry's  intent 
when  he  joined  the  company  in  1980, 
after  20  years  in  the  recording  busi- 
ness with  Dot  and  Ranwood  Records. 
The  chosen  field:  music  publishing, 
which  contributed  35%  of  last  year's 
revenues. 

Today  the  younger  Welk,  43,  em- 
ploys a  staff  of  40  songwriters  to  turn 
out  pop  and  country-western  songs 
that  promotion  men  take  to  recording 
artists.  Welk's  publishing  business  is 
also  aggressively  strengthening  its 
back  list,  purchasing  old  songs  in  lots 
called  catalogs  and  adding  them  to  a 
collection  that  now  numbers  20,000 
tunes.  Every  time  a  Welk-owned  song 
is  broadcast,  played  in  concert  or  cut 
as  a  record,  Welk's  publishing  oper- 
ation earns  a  royalty,  usually  of  a  few 
pennies.  Last  year  these  added  up  to 
almost  $9  million. 

Welk's  in-house  songwriters  turned 
out  32  top- 100  country-western  songs 
(more  than  any  other  publishing  out- 
fit), while  the  operation  fared  well  with 
old  catalogs  as  well.  The  catalog  trick: 
convince  a  hot  pop  artist  to  rerecord  an 
oldie  but  goodie,  as  Linda  Ronstadt  did 
last  year  with  Welk-owned  "Hurts  So 
Bad."  When  Ronstadt  sent  it  back  up 
the  charts,  royalties  from  that  song 
alone  paid  for  purchase  of  an  entire 
catalog  of  800  songs.  Among  other 
Welk  holdings:  "Showboat"  and  the 
rest  of  Jerome  Kern's  music,  which  is 
likely  to  enjoy  a  revival  in  1985,  the 
centennial  of  Kern's  birth. 

Under  the  younger  Welk's  direction, 
the  Welk  organization  is  planning  fur- 
ther expansion  at  Escondido  and  in 
music  publishing.  It  will  also  enter 
new  areas  such  as  television  produc- 
tion. What  is  the  elder  Welk's  reaction? 
"Because  I  surround  myself  with  peo- 
ple that  can  do  the  things  I  cannot  do, 
I'm  enjoying  my  success,  and  I  don't 
have  to  work  at  it  too  much  anymore," 
says  Welk  with  a  smile.  ■ 
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Language  has  never  been  a  barrier  to  Daewoo. 

In  just  16  years,  we've  become  a  leading  multinational 
company  with  $3.35  billion  in  sales.  Because  from  the 
beginning,  we've  dedicated  ourselves  to  developing  the  talent, 
ideas  and  energy  of  our  people .  So  now,  when  a  company 
needs  the  help  of  experts,  we're  able  to  offer  them  what  they're 
looking  for. 

I 'm  proud  to  be  Chairman  of  a  company  with  that  kind  of 
reputation.  If  the  contributions  we've  been  making  to  industry 
haven't  already  come  to  your  attention,  read  the  following 
pages.  They'll  tell  you  more  about  our  recent  ventures. 

You'll  see  how  Daewoo  people  have  earned  the  confidence 
of  a  wide  range  of  companies  around  the  world.  Because  whether 
you  speak  Korean,  English  or  any  other  language,  one  fact  is 
understood.  Good  people  make  good  partners. 


» 
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Woo-Choong 
Chairman 
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Daewoo  International  {America)  Corp.  (212)  909-8200 


BECAUSE  GOOD  PEOPLE  MAKE  GOOD  PARTNERS. 


cton  Dickinson  is  being  squeezed  from 
all  directions — by  the  competition,  by  tech- 
nology and  by  its  own  long-term  strategy. 


Time  of  troubles 


By  Richard  Phalon 


SUFFERING  MAY  OR  MAY  NOT  be 
good  for  the  soul;  the  question 
is  whether  it's  good  for  a  com- 
pany. Over  the  last  five  years,  both 
Becton  Dickinson  and  Co.,  and  Wes- 
ley (Jack)  Howe,  its  CEO,  have  had 
their  share.  Howe  has  had  to: 


•  Modernize  a  family-dominated 
company  riddled  with  cronyism. 

•  Depose  Fairleigh  S.  Dickinson  Jr., 
son  of  founder  Fairleigh  S.  Dickinson 
Sr.,  as  chairman  in  1977. 

•  Beat  off  a  bid  for  control  by  the 
Sun  Co. 

Along  the  way,  of  course,  Howe 
also  had  to  run  the  business — well, 


Former  Chief  Operating  Officer  Marvin  Asnes  and  Jack  Howe,  CEO 
A  new  career for  Asnes;  for  Howe,  ennobling  pain? 


from  all  appearances.  Sales  at  the  Pa- 
ramus,  N.J. -based  health  care  firm 
rose  from  $682  million  in  1978  to  $1.1 
billion  last  year,  earnings  from  $2.78 
to  $3.63  a  share.  BD  broadened  its 
position  as  the  world's  number  one 
producer  of  syringes  and  needles  and 
pushed  into  promising  growth  areas 
in  the  diagnostic  and  immunological 
products  that  account  for  a  major  por- 
tion of  sales. 

But  look  behind  those  figures,  and 
things  aren't  so  rosy.  BD's  growth  rate 
fell  during  that  period,  from  around 
13.5%  to  an  outright  negative,  and  its 
operating  margins,  from  17.2%  to 
13.1%  of  sales,  while  those  of  com- 
petitors like  Baxter  Travenol  Labora- 
tories, Inc.  and  American  Hospital 
Supply  Corp.  got  fatter  and  fatter. 

By  June  BD's  second  quarter  point- 
ed up  what  was  by  then  a  chronic 
malaise:  sales  up  4.2%,  earnings 
down  1 7% .  In  the  third  quarter,  Howe 
bit  the  bullet  with  $75  million  in  pre- 
tax writeoffs.  It  was  partly  offset  by  a 
$43  million  pretax  gain,  but  that  came 
on  the  sale  of  BD's  equity  in  a  promis- 
ing little  ($13.9  million  revenues) 
British  contract  research  organiza- 
tion, Huntingdon  Research  Centre. 

About  $52  million  of  the  writeoff 
reflects  the  licking  Howe  expects  to 
take  on  the  sale  of  two  deficit-ridden 
companies  acquired  in  1977  and  1979 
for  a  total  of  $44  million  in  BD  stock. 
They  are  Drake  Willock,  which 
makes  kidney  dialysis  machines,  and 
Telemed  Cardio-Pulmonary  Systems, 
which  provides  computerized  analy- 
ses of  cardiograms.  Some  of  the  re- 
maining $23  million  written  off  repre- 
sents a  big  disappointment  in  what 
Howe  had  hoped  to  be  a  major  product 
line — a  series  of  automated  immuno- 
assay instruments  that  proved  costly 
to  manufacture  and  not  up  to  techno- 
logical snuff.  BD  also  took  a  bath  on 
heavy  cost  overruns  and  production 
foul-ups  in  a  plant  built  for  its  com- 
puter keyboard  operations. 

BD  was,  in  some  areas,  far  worse  off 
than  he  knew,  Howe  concedes.  There 
were  "errors  of  judgment  and  manage- 
ment failures,"  he  says — inevitable, 
perhaps,  given  the  stresses  of  BD's 
recent  history  and  the  difficulties  of 
diversifying  out  of  slow-growth  ma- 
ture product  lines  into  fast-moving 
new  technology. 

The  $40  million  written  off  against 
Telemed  and  Drake  Willock  shows 
how  easy  it  is  to  get  overrun.  Tele- 
med's  cardiogram  analyses  moved  to 
doctors  over  increasingly  expensive 
telephone  lines  and  were  tied  to  the 
high  fixed  cost  of  a  computerized  cen- 
tral station.  Along  came  the  micro- 
chip  and  miniaturization,  making 
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When  Oleg  Cassini  needs  shirts 
Daewoo  gives  him  the  shirt  off  its  back 

Top  American  designer  Oleg  Cassini  knows  where 
to  take  his  top  American  designs. 

To  Daewoo,  where  J:W.  Lee  inspects  Oleg's  shirts 
as  if  his  own  name  was  on  the  label.  Six  complete  in 
spections — fabric,  cutting,  material,  process,  finishing 
and  final  appearance  are  not  enough  for  Lee.  So  right 
before  shipment,  he  takes  a  representative  sample  from 
each  lot.  If  it  doesn 't  meet  quality  standards,  the  entire 
shipment  is  rejected. 

According  to  Oleg,  Lee  and  his  staff  do  an  excep- 
tional job,  although  they  handle  nearly  200,000  shirts 
a  day.  All  over  the  world,  when 
I  companies  look  for  good  partners, 
they  look  for  good  people. 

They  find  them  at  Daewoo. 

Daewoo  International  (America)  Corp. 
(212)  909-8200 


DAEWOO 

BECAUSE  GOOD  PEOPLE  MAKE  GOOD  PARTNERS. 


What  are  you  going  to  do 
when  you  can't  charge  anymore 
for  your  products  ? 


If  you  pass  on  too  many  cost  in- 
creases, it  won't  take  too  long  be- 
fore your  customers  will  pass  up 
what  you're  trying  to  sell. 

If  you  don't  pass  on  cost  in- 
creases, you  start  losing  money. 

It's  a  tough  problem.  But  fortu- 
nately, there's  a  good  way  to  solve 
it.  With  a  Bodine  assembly  ma- 
chine. 

A  Bodine  machine  is  designed  to 
increase  your  productivity  by  au- 
tomating the  one  place  where  you 
can  probably  save  the  most-your 
small  parts  assembly  operation. 
The  fact  is,  a  Bodine  machine  just 
may  be  able  to  cut  the  cost  of  small 
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parts  assembly  by  95%  or  more. 

At  the  same  time,  it  can  cut  war- 
ranty and  liability  costs.  Because  a 
Bodine  machine  can  provide  100% 
inspection  and  verification  of  all 
parts. 

The  result  is  a  higher  quality 
product  at  lower  cost.  If  that 
sounds  like  the  kind  of  thing  you'd 
like  to  hear,  call  Frank  Riley,  our 
Vice  President.  He'll  tell  you  even 
more.  The  Bodine  Corporation,  317 
Mountain  Grove  St., 
Bridgeport, 
CT  06605. 
(203)  334-3107. 


Mine 


possible  lower-cost  instrumentation 
packaged  on  a  cart  that  could  easily  be 
moved  around  a  hospital. 

Similarly,  Drake  Willock  renal  ma- 
chinery is  tied  to  in-hospital  care  and 
is  being  preempted  by  the  evolution  of 
cheaper  competing  dialysis  systems 
that  a  patient  can  administer  to  him- 
self at  home.  Such  miscues  make  Wall 
Street  analysts  like  L.F.  Rothschild, 
Unterberg,  Towbin's  Jeffrey  D.  Ashen- 
berg  think  that  BD  "has  simply  not 
done  a  good  job  of  keeping  itself  at  the 
leading  edge  of  technological  change." 
The  Street  agrees:  In  the  past  few 
weeks  the  stock  was  at  40,  down  from 
a  high  of  54  Vi  as  recently  as  1981. 

Howe  is  putting  more  money  into 
research  and  development — not  easy, 
because  an  ambitious  expansion  pro- 
gram is  still  a  big  drain  on  earnings. 
Over  the  last  three  years  BD  has  in- 
vested a  sizable  $380  million  in  new 
plant,  about  half  in  Europe  and  Latin 


Much  of  the  company's  new 
plant  is  still  plagued  with 
startup  costs  and  operating 
well  below  capacity.  The 
pain  has  been  intensified 
by  the  cost  of  setting  up 
new  selling  organizations 
to  go  with  the  new  capacity. 


America,  where  Howe  intends  to 
make  BD  a  major  force. 

Much  of  the  new  plant,  though,  is 
still  plagued  with  startup  costs  and 
operating  well  below  capacity.  The 
pain  has  been  intensified  by  the  cost 
of  setting  up  new  selling  organiza- 
tions to  go  with  the  new  capacity. 
Like  most  U.S.  producers  with  foreign 
connections,  BD  has  also  been  hurt  by 
the  strong  dollar. 

There  has  been  an  upset  in  the  per- 
sonal chemistry  at  BD,  too — the  re- 
tirement of  Jack  Howe's  chief  operat- 
ing officer  and  good  friend,  Marvin 
Asnes,  from  both  the  company  and 
the  board.  Separate  talks  with  both 
men  suggest  no  disagreement  over 
tactics  or  strategy.  Asnes  has  just 
turned  55 — "the  big  double  nickel," 
as  Howe  puts  it.  He  says  Asnes  has 
been  planning  a  second  career  of  some 
sort  for  years.  Assertive  and  articu- 
late, Asnes  is  a  detail  man,  and  Howe 
leaves  no  doubt  that  he  will  be  sorely 
missed. 

It's  a  time  of  trouble  for  BD,  all 
right.  A  lot  depends- on  how  the  for- 
eign strategy  works,  and  that  may  not 
be  clear  for  another  two  years  or  so. 
Until  then,  Jack  Howe  and  Becton 
Dickinson  may  be  in  for  more  suffer- 
ing, ennobling  or  not.  ■ 
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When  ARCO,  operator  of  the  eastern  half  of  Alaska's 
Prudhoc  Bay  field,  found  that  a  special  offshore  facility 
would  be  needed  to  increase  the  field  recovery,  it  was  cru- 
cial they  find  a  company  that  could  not  only  build  it  for 
them  —  but  assure  delivery  by  August.  Any  later,  and  the 
Bering  Strait  would  become  impassable  for  another  year.' 

That's  when  ARCO  asked  Daewoo  to  build  them  a 
first-of-a-kind  Seawater  Treating  Plant.  And  it  was 

Daewoo's  S.  J.  Lee,  project  director,  who 
made  sure  the  plant  was  completed  and  on 
its  way  on  time. 

S.  J.  Lee  is  just  one  example  of  the  ex- 
ceptional dedication  you'll  find  at  Daewoo, 
and  one  of  the  reasons  why  we're  becoming  a  favorite 
teammate  of  businesses  around  the  world. 
Because  no  matter  what  field  you're  in,  good  people  make 
good  partners. 

Daewoo  International  (America)  Cofp.  (212)  909-8200 

■ 


km  think  all  government  companies  are 
dike,  look  at  Venezuela.  Politicians  run 
one,  businessmen  another.  Now  guess  who 
makes  the  cash.  And  guess  who  blows  it. 

Caracas 
on  the  rocks 


Drilling  rig  on  Lake  Maracaibo 

The  money  gushed  in,  but  what  did  it  buy? 


By  Harold  Seneker 

Caracas  spreads  modern,  vig- 
orous and  dramatic  down  the 
floor  of  a  10-mile  lush  green 
valley,  but  what  arrests  the  eye  are 
the  slums  that  climb  the  high  ground. 
They  are  jerry-built  shacks  thrown  up 
"beyond  the  asphalt,"  as  the  locals 
put  it,  from  scavenged  cinder  block, 
wood  and  tin.  A  million  people,  per- 
haps a  million  and  a  half,  live  in  these 
"ranchos." 

Other  capitals  in  Latin  America 
support  huge  shantytowns,  too,  and 
have  for  generations  now.  Poor  people 
generally  have  chosen  poverty  amid 
the  excitement  and  opportunity  of  the 
city  over  poverty  in  the  countryside. 
But  Venezuela  was  supposed  to  be 
different  from  the  rest  of  Latin  Amer- 
ica. Richer  even  than  Mexico  in  oil, 
far  more  comfortable  than  Argentina 
with  democratic  politics,  less  radica- 
lized than  Chile,  and  bigger  than  most 
of  the  rest,  Venezuela  was  given  a 
good  chance  of  breaking  the  Latin 
American  mold. 

Instead,  things  have  gone  dreadfully 
wrong.  Venezuela's  economy  has 
been  stagnant  for  years.  Inflation  per- 
sists at  20% .  Oil  exports  have  shrunk 
by  15%.  The  finance  minister  and 
central  bankers  commute  frantically 
between  Caracas  and  New  York;  half 
the  country's  $32  billion  in  foreign 
debt  comes  due  soon.  Lines  of  Vene- 
zuelans buying  dollars,  at  triple  last 
year's  prices,  stretch  around  the 
block.  And  the  country's  political  sta- 
bility will  be  tested  again  soon.  A  new 
president  is  to  be  elected  on  Dec.  4. 

A  sort  of  economic  schizophrenia 
has  worked  its  way  on  Venezuela.  The 
country  has  simultaneously  pursued 
two  models  of  growth,  one  statist  and 
politically  constituted,  the  other  rela- 
tively businesslike  and  rationally  effi- 
cient. The  oil  holding  company,  Pe- 
troleos  de  Venezuela,  S.A.  (PDVSA), 
has  taken  the  course  of  businesslike 
development.  The  Corporacion  Vene- 
zolana  de  Guayana  (CVG),  the  other 
major  state-owned  holding  company, 
builder  of  much  of  the  country's  non- 
petroleum  industry,  has  taken  the  po- 
liticized course. 

For  the  view  from  PDVSA,  talk 
with  William  Padron,  an  up-and-com- 
ing engineer  working  for  the  company 
at  Amuay,  the  world's  third-largest 
refinery,  and  one  of  the  most  modern, 
near  Lake  Maracaibo.  Over  a  Polar 
beer  at  Luigi's,  the  best  restaurant  in 
town,  Padron  tells  you  this:  "Thirty 
thousand  people  run  this  country — 
the  thirty  thousand  who  work  at 
PDVSA.  Oh,  not  directly,  but  we 
make  all  the  money  the  country  runs 
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ten  P&H  needs  cranes,  Daewoo  gears  up. 

When  P&H — Harnischfeger  International — needed  a 
pany  that  could  build  them  36  state-of-the-art  mobile 
es,  Daewoo  got  the  job.  There  were  other  companies  that 
d  have  handled  the  contract,  but  P&H  wanted  the  people 
ewoo. 

People  like  J. P.  Kim,  head  foreman  for  the  P&H  project. 
In  3  years  of  building  cranes,  not  one 
has  come  back  for  repair.  Why? 
Kim  not  only  conducts  a  rigorous 
sequence  of  inspections  during 
struction,  he  sacrifices  time 
o  monitor  crane  performance  on  location, 
lat's  on  top  of  his  56-hour  workweek. 

At  Daewoo,  remarkable  commitment 
akes  our  people  our  greatest  resource, 
ad  we're  meeting  the  needs  of  a  wide 
nge  of  businesses  around  the 
>rld —  because  good  people  make 
tod  partners. 

lewoo  International 
merica)  Corp.  (212)  909-8200 


on,  All  the  other  industries,  the  state 
industries,  they  lose  the  money  we 
make  for  them."  He  pauses.  "It's  fun- 
ny. Venezuela  is  a  capitalistic  coun- 
try. Everyone  is  interested  in  busi- 
ness. But  all  the  big  industries  are 
state-owned.  They  all  lose  money." 

PDVSA  is  the  world's  ninth-biggest 
oil  company  in  sales  ($19.62  billion  in 
1981).  On  that,  after  taxes  of  78%,  it 
netted  a  margin  of  15.4%.  It  is  debt- 
free.  Its  big  Amuay  refinery,  90% 
computer-controlled,  could  run  with 
only  40  employees,  if  necessary,  at 
least  for  a  week  or  so.  The  refinery 
strives  to  meet  U.S.  environmental 
standards.  Venezuela's  high-sulfur  oil 
makes  it  tough,  yet  the  piles  of  bright 
yellow  stuff  lying  about,  taken  from 
the  refinery's  crude,  are  pure  enough 
for  a  small  but  profit- 
able sideline. 

Padron  takes  a  lot  of 
pride  in  his  company. 
"We  are  running  our 
own  operation  at 
PDVSA,  without  for- 
eign advice,"  he  says, 
"and  we  are  running  an 
efficient  operation.  We 
know  we  are  good. 
Amuay,  for  instance,  is 
one  of  the  most  effi- 
cient refineries  in  the 
world.  We  are  on  a  par 
with  Rotterdam."  Ask 
him  what  he  thinks  of 
having  PDVSA  run  by  a 
politician's  appointee, 
and  you  get  a  quick, 
sharp  reply  echoed  by 
nearly  everyone  else  in 

the  huge  company:  "A   

disaster." 

A  lot  of  the  money  that  Padron  and 
his  colleagues  helped  make  at  PDVSA 
has  poured  into  an  area  at  the  junction 
of  the  Orinoco  and  Caroni  rivers  in 
Venezuela's  wild  interior.  Here,  CVG, 
the  other  holding  company,  has  been 
building  the  giant  Guri  hydroelectric 
dam.  It  was  started  20  years  ago  and  is 
now  80%  complete.  Guri  was  sup- 
posed to  provide  the  energy  to  diversi- 
fy Venezuela's  oil  economy.  Its  con- 
struction turned  two  sleepy  river 
towns — Puerto  Ordaz  and  San  Felix — 
into  booming  Ciudad  Guayana.  But 
the  logic  of  Guri  was  public-sector 
economists'  logic,  not  businessmen's. 
"Import  substitution"  and  "resource 
allocation"  were  buzzwords,  while 
private  profit  was  and  remains  a  sus- 
pect notion.  Because  Venezuela  had 
iron  ore  and  imported  steel,  the  pre- 
vailing logic  held,  a  bigger  steel  in- 
dustry should  be  built.  Build  an  alu- 
minum industry,  too.  Lots  of  new 
union  jobs  for  a  country  whose  labor 


force  is  largely  union-organized. 

The  country's  fallow  or  ill-used 
farmland,  meanwhile,  was  neglected. 
It  was  not  spectacular.  It  was  not  in- 
dustrial. It  was  not  union.  It  harbored 
few  votes.  Today,  the  Guayana  area's 
unemployment  rate  is  20%,  and  the 
dam  has  fallen  four  years  behind 
schedule.  The  aluminum  industry  has 
been  losing  money,  the  steel  mills  are 
operating  at -45%  capacity  and  dump- 
ing their  product  abroad.  SIDOR,  the 
big  government  steel  company,  ran  up 
a  loss  in  1981  equivalent  to  56%  of  its 
revenues.  In  1982  it  racked  up  another 
huge  loss. 

Gross,  even  grotesque,  miscalcula- 
tion of  demand  for  the  Orinoco's  steel 
only  partly  explains  the  waste.  Pass 
by  the  eerie,  echoing  mills  with  no 


Truck  carrying  iron  ore  near  the  Orinoco 

Making  the  Guinness  book  of  records  isn't  making  money 


one  in  them  except  small  crews  of  six 
or  so  maintaining  the  equipment; 
look  at  one  that  is  operating.  The  con- 
trol room  overlooking  a  functioning 
electric  furnace  is  supposed  to  be  air- 
conditioned;  the  air-conditioning  is 
broken  (which  is  bad  for  the  electron- 
ic equipment).  No  two  clocks  on  the 
various  walls  tell  the  same  time;  the 
broken  ones  go  unrepaired.  The  em- 
ployees one  sees  work,  but  lethargi- 
cally. "And  the  pity  of  it  is,"  says  an 
executive  in  the  oil  company,  "they 
cannot  even  produce  steel  of  the  kind 
and  quality  we  need  for  drilling." 

There's  more.  Listen  to  Armando 
Mazzei,  an  executive  at  a  big  neigh- 
boring alumina  plant  in  Guayana:  "SI- 
DOR  has  a  social  role  here.  When  a 
water  pipe  breaks  in  Guayana,  people 
do  not  call  the  water  authority  to  fix 
it,  because  they  won't,  or  the  govern- 
ment, because  they  won't  either. 
They  call  SIDOR,  and  SIDOR  fixes  it, 
because  they  think  that  if  they  don't, 
no  one  else  will." 


There  is  an  explanation  for  the  use- 
less capacity,  too.  "SIDOR  is  a  politi- 
cal mistake,"  comments  Mazzei.  "In 
Venezuela  we  do  not  look  at  econom- 
ics. We  look  at  the  Guinness  Book  of 
World  Records."  In  Caracas  they  had 
predictions  that  Venezuela — internal- 
ly— would  be  using  15  million  tons  in 
1985.  Current  consumption  is  around 
1.2  million  tons  per  year. 

General  Rafael  Alfonzo  Ravard, 
president  of  PDVSA  since  it  was  cre- 
ated from  14  oil  companies  national- 
ized in  1975,  has  some  pointed  ideas 
on  how  to  run  a  big  company.  "We 
have  a  notion  here  of  being  nonpoliti- 
cal,"  he  says.  "We  do  not  want  hun- 
dreds of  people  to  go  out  of  the  com- 
pany every  time  there  is  a  change  of 
government.  The  position  of  presi- 
dent should  not  be  a 
political  reward."  Now 
64,  retired  from  the 
Venezuelan  army  engi- 
neers, the  General,  as 
he  is  widely  known, 
clearly  has  to  fear  for 
the  future  of  his  cre- 
ation, PDVSA.  He  has 
already  had  to  blow  the 
whistle  on  a  marketing 
scandal  involving 
middle-level  execu- 
tives. Now  the  outgo- 
ing administration  in 
Caracas  has  appointed 
Humberto  Calderon 
Berti,  the  cabinet's  en- 
ergy minister,  to  re- 
place Alfonzo  as  presi- 
dent of  the  company 
for  two  years.  Calderon 
is  an  acknowledged  oil 
expert.  He  is  also  a  politician. 

"You  see,"  Alfonzo  argues,  "a  man- 
ager has  his  geologists,  his  technical 
people.  It  takes  many  years  to  develop 
that  certain  trust  between  them,  so 
his  subordinates  know  how  good  he 
is,  how  he  will  behave,  what  to  ex- 
pect— you  do  not  just  throw  that 
away.  If  you  separate  them,  you  break 
that  bond  of  trust  between  them,  and 
it  will  take  many,  many  years  to  re- 
place it." 

Alfonzo's  PDVSA  has  already  been 
systematically  milked.  In  1980  the 
government  began  running  up  large 
deficits,  at  the  same  time  clamping 
lids  on  interest  rates,  in  an  effort  to 
stimulate  the  economy.  Desperate 
private  businesses  that  were  denied 
local  credit  borrowed  abroad  to  keep 
going,  in  hard  currencies,  and  the 
state  companies  followed  suit.  SIDOR 
alone  took  down  $1  billion  from  for- 
eign banks.  When  they  weren't  al- 
lowed to  borrow  long  term,  they  bor- 
rowed  short   term.   With  no  real 
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Caracas  line:  Lusinehi,  off  the  board 


enezuela's  Dec.  4  election  to 
replace  President  Luis  Herrera 
Campi'ns  (v/ho  by  law  cannot  suc- 
ceed himself)  is  looking  one-sided. 
The  top  contenders: 

•  Rafael  Caldera.  A  former  presi- 
dent and  the  elder  statesman  of 
COPEI,  Herrera's  party.  Tradition- 
ally moderate,  COPEI  is  still  a  firm 
advocate  of  public  sector  control  of 
basic  industries.  Caldera  is  count- 
ing on  his  own  past  popularity  to 
overcome  his  association  with 
Herrera. 

•  Jaime  Lusincbi.  In  all  the  polls, 
by  far  the  top  contender.  Leader  of 
the  main  opposition,  Accion  De- 
mocratica  (known  as  AD),  Lusin- 
ehi has  both  business  and,  more 
important,  union  support. 

•  Teodoro  Petkqff.  A  very  dark 
horse:  The  leader  of  MAS,  a  Com- 
munist Party  splinter  group,  Pet- 
koff  has  turned  up  third  in  recent 
electoral  polls. 

Since  1958,  when  military  dicta- 
tor Marcos  Perez  Jimenez  was 
ousted  by  an  army  and  civilian 
coup,  Venezuela  has  peacefully 
elected  five  presidents: 

•  Romulo  Betancourt  (1959-64). 
An  active  opponent  of  Jimenez, 
Betancourt  set  out  to  modernize 
industry  and  agriculture,  wipe 
out  illiteracy  and  expand  health 
facilities.  (Died  1981.) 

•  Raul  Leoni  (1964-69).  A  founder 


President  Luis  Herrera  Camptns 
Did  he  consider  the  view? 

of  AD,  with  a  strong  union  power 
base,  Leoni  continued  Betan- 
court's  programs  amid  a  period  of 
relative  prosperity. 

•  Rafael  Caldera  (1969-74).  The 
first  COPEI  president,  Caldera  re- 
newed.relations  with  Cuba. 

•  Carlos  Andres  Perez  (1974-79). 
The  AD  president  who  national- 
ized the  country's  oil  and  iron  in- 
dustries in  1975. 

•  Luis  Herrera  Camptns  (1979-84). 
An  increasingly  unpopular  COPEI 
statesman,  he  is  widely  perceived 
as  having  floundered  on  economic 
issues. — Jill  Andresky 


growth  occurring,  private  businesses 
began  to  fail.  To  preserve  employ- 
ment, the  central  and  state  govern- 
ments took  over  many  of  them.  SI- 
DOR  got  an  infusion  of  state  capital. 

The  first  determined  run  on  the  bo- 
livar came  early  in  1982,  reportedly 
led  by  Citibank.  The  BCV — Banco 
Central  de  Venezuela — marshaled  the 
country's  foreign  reserves  and  fought 
it  off.  But  it  could  not  fend  off  another 
run  at  the  end  of  the  year. 

The  BCV  took  control  of  govern- 
ment-owned companies'  hard-curren- 
cy deposits  in  September,  replacing 
them  with  bolivars,  and  assumed  re- 
sponsibility for  the  hard-currency 
debt,  for  which  it  accepted  payment 
from  the  debtors  in  bolivars.  It  pegged 
these  transactions  at  the  traditional 
rate  of  4.3  to  the  dollar,  but  fixed 
another  rate  for  tourists  and  visitors 
(lately  9.5)  and  let  the  foreign  ex- 
change rate  float.  The  free  rate  shot 
up,  at  one  point  to  15. 

A  very  neat  trick.  The  burden  of  the 
devaluation  on  debtors  like  SIDOR, 


which  helped  cause  it,  was  neatly  cut 
by  more  than  two-thirds  in  terms  of 
the  current  exchange  rate.  But  holders 
of  hard-currency  deposits,  such  as 
PDVSA,  found  their  assets  suddenly 
reduced  in  value  by  nearly  two-thirds. 
PDVSA,  in  fact,  was  the  biggest  loser 
of  all,  with  at  least  $4.9  billion  in 
hard-currency  deposits  that  became 
bolivars  at  the  old  rate  of  4.3.  Then 
$1.7  billion  of  its  deposits  were  forci- 
bly invested  in  government  bonds  by 
the  central  bank  at  15%,  an  interest 
rate  below  the  prevailing  inflation 
rate.  So  PDVSA  has  an  investment 
that  is  shrinking  at  least  5%  a  year — 
and  must  pay  a  nearly  80%  income 
tax  on  the  interest  besides.  "We'll 
never  see  that  money  again,"  Padron 
says  over  his  empty  beer  glass  at  Lui- 
gi's.  His  mood  is  morose.  "The  oil 
minister  is  a  political  man.  The  head 
of  this  company  must  be  an  operating 
man,  from  inside  the  company.  He 
must."  The  room  is  silent. 

Now  the  government  is  negotiating 
with  overseas  banks  to  refinance  the 


short-term  debt — $16  billion  is  com- 
ing due  in  the  next  18  months — and 
with  the  IMF  for  a  little  something 
extra  to  tide  it  over.  Meanwhile,  it  is 
meeting  with  the  other  major  creditor 
nations  in  Latin  America.  (Venezuela, 
it  might  be  remembered,  was  one  of 
the  cofounders,  with  Kuwait,  of 
OPEC  in  1962.)  There  is  much  talk 
now  of  the  truly  vast  reserves,  bigger 
than  Saudi  Arabia's,  of  very  heavy 
crude  in  the  Faja — an  oil-rich  district 
being  developed  well  upstream  of 
Guayana — and  little  said  of  its  practi- 
cal exploitability  in  the  near  future, 
which  is  very  modest.  The  General 
speaks  of  100,000  to  150,000  barrels 
per  day  of  production  during  this  de- 
cade— compared  with  depressed  pro- 
duction of  2. 1  million  barrels  now  and 
existing  capacity  to  pump  2.8  million 
barrels. 

The  debt  crisis  will  be  handled  one 
way  or  another.  It  is  not  easy  to  repos- 
sess a  country,  and  the  oil  in  the 
ground  is  there.  Venezuela  is  prepar- 
ing for  the  obvious  long-term  an- 
swer— ever  more  oil  exports.  While 
Venezuela  is  observing  OPEC  produc- 
tion restrictions  for  the  time  being, 
PDVSA  is  quietly  considering  an  in- 
terest in  a  refinery  in  Aruba  and  is 
buying  into  one  in  West  Germany, 
and  is  finding  natural  gas  to  offer  as  a 
domestic  substitute  for  oil  that  could 
be  exported  instead.  OPEC  ministers 
should  not  take  Venezuelan  compli- 
ance on  production  quotas  for  granted 
in  the  future. 

Meanwhile,  as  the  election  draws 
near,  the  effect  of  devaluation — stun- 
ning price  increases  in  or  growing 
shortages  of  imported  goods — must 
soon  begin  hitting  the  citizenry.  And 
remember,  Venezuela  imports  more 
than  half  its  food. 

That  will  be  a  fundamental  prob- 
lem for  the  successor  (see  box)  to 
President  Luis  Herrera  Campins  to 
contemplate.  On  one  hand,  he  must 
take  into  account  the  traditional  Ven- 
ezuelan suspicion  of  businessmen  and 
the  profit  motive.  If  he  wants  to  re- 
place Calderon  as  head  of  PDVSA  in 
the  next  two  years,  he  must  change 
statutes  governing  the  oil  company. 
On  the  other  hand,  he  will  have  the 
view  from  the  presidential  palace. 
From  .the  second-story  windows,  he 
will  be  able  to  look  down  one  of  the 
broad,  hectic  avenues  of  Caracas,  now 
jammed  with  traffic  and  shops,  to  the 
hill  at  the  end  of  the  street.  There  he 
will  see  the  ranchos  rising  shack  upon 
shack,  row  upon  row,  phalanx  upon 
phalanx,  up  the  hillside,  like  camps  of 
a  besieging  army.  Perhaps  he  will  de- 
cide that  business  is  too  important  to 
entrust  to  politicians.  ■ 
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What  makes  your  employees  exceptional 
is  what  makes  our  employees  exceptional. 


5** 


They  begin  with  the  best  education. 

Take  Chung-Hyun  Nam,  Vice  President  of  Daewoo 
Engineering.  He  has  a  Ph.D.  in  Civil  Engineering  from 
the  University  of  Wisconsin. 

And  Young-Kook  Kang,  Managing  Director  of 
Daewoo  Heavy  Industries.  He  has  a  Ph.D.  in  Electrical 
Engineering  from  Columbia  University. 

And  Keh-Sik  Min,  Managing  Director  of  Daewoo 
Shipbuilding,  earned  a  Ph.D.  in  Naval  Architecture  and 
Marine  Engineering  at  MIT. 

The  list  continues.  It's  one  reason  Daewoo  continues 
to  grow.  There  are  70,000  good  people  at  Daewoo.  Get  to 
know  a  few,  and  you  could  discover  what  a  lot  of  American 
companies  have  already. 

Daewoo  International  (America)  Corp.  (212)  909-8200 


y  cedes  450,  the  Golden  Spirit  aint.  But 
Paul  Zimmer  it  has  made  a  lot  of  fun 
and  a  pile  of  money. 


The  egomobile 


By  Anne  Bagamery 


IET  US  NOW  KICK  THE  TIRES  Oil  Zim- 
_mer  Corp.'s  Golden  Spirit.  It  is 
■  no  ordinary  automobile.  Its  fi- 
berglass body,  some  say,  can  shatter 
on  impact  and  the  wheels  can  fall  off 
without  warning.  The  trim  is  gold- 
plated.  The  Golden  Spirit's  ride,  ac- 
cording to  one  car  owner,  is  bumpy 
and  noisy.  Better  you  don't  inquire 


into  the  gasoline  mileage.  Price? 
$62,500,  the  sticker  reads.  Depreci- 
ation? The  Golden  Spirit  loses 
$20,000  the  minute  you  drive  it  off 
the  lot. 

Oh,  and  one  other  thing:  The  Gold- 
en Spirit  is  a  huge  success. 

Why  this  is  so  has  to  do  with  the 
coming  of  male  middle  age  in  the 
monied  classes  of  middle  America. 
Whatever  its  technical  shortcomings 


from  the  standpoint  of  perfectionists  at 
Nissan  or  Daimler-Benz  or  even  Gen- 
eral Motors,  the  Golden  Spirit  speaks 
of  individuality.  For  American  males, 
at  least,  choice  of  cars  no  less  than 
clothes  amounts  to  a  public  expression 
of  self-image.  And  for  those  who 
choose  not  to  go  ignored,  an  auto- 
mobile that  attracts  attention  remains 
a  necessity.  Thus  has  it  always  been. 

Nobody  is  more  aware  of  the  quirk 
than  Paul  H.  Zimmer,  manufacturer 
of  the  Golden  Spirit.  Zimmer  in  1976 
was  just  another  self-made  business- 
man in  midlife  crisis.  His  15-year-old 
company,  in  Pompano  Beach,  Fla., 
had  weathered  some  tough  years  to 
become  a  profitable  maker  (with  sales 
of  $45  million  a  year)  of  mobile  homes 
and  souped-up  vans.  Zimmer's  19% 
stock  interest  in  the  firm  was  worth 
about  $5  million,  making  him  a  rea- 
sonably rich  man  by  southern  Florida 
standards.  But  Zimmer  had  been  di- 
vorced from  his  wife  of  22  years  and, 
at  47,  a  bit  at  sea,  was  seeking  a  little 
spice  in  life.  For  one  reared,  as  Zim- 
mer was,  in  Detroit,  it  was  only  natu- 
ral to  buy  a  new  car.  Zimmer's  choice 
was  a  $22,000  Excalibur  roadster.  "I 
was  absolutely  amazed  at  the  reac- 
tion," he  says.  "From  a  9-year-old  boy 


Zimmer  Corp.  Chairman  Paul  Zimmer  with  the  $62,500  Golden  Spirit 

Teak,  running  boards,  24-karat-gold-plated  trim,  a  V8  engine — and  instant  individuality. 
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The  1982  Mew  \brk  City  Marathon, '"co-sponsored  by  Manufacturers  Hanover 


The  marketplace  only  accepts 
achievement. 

Manufacturers  Hanover  succeeds. 

Quality,  loyalty,  consistency. 

Three  values  that  clearly  show  themselves  in  Alberto 
Salazar's  victory  in  the  1982  New  York  Marathon. 

Quality  of  performance  to  break  away  from  the  pack 
and  be  one  of  the  best. 

Loyalty  of  spirit  to  commit  to  endless  training  and  men- 
tal preparation. 

Consistency  of  winning,  not  once  or  twice,  but  three 
consecutive  times.  Winning  in  spite  of  increasingly  strong 
competition  each  year. 

These  same  core  values,  witnessed  by  millions  of  our 
neighbors  as  they  experienced  this  extraordinary  event,  have 
enabled  Manufacturers  Hanover  to  emerge  as  a  $64  billion 
diversified  financial  services  organization,  worldwide. 
To  compete  demands  daily  acceptance  of  the  challenges 
in  the  marketplace.  And  rising  to  accept  those  challenges. 
Consider  the  source. 

MANUFACTURERS  HANOVER 

The  financial  source.Worldwide. 

Member  FD1C 


Rockwell  International  know-how: 
It  goes  into  the  Space  Shuttle. 
It's  in  everything  we  do. 


Rockwell  International  is  NASA's  prime 
contractor  for  the  Space  Shuttle  Orbiters  and  their 
Rocketdyne  main  engines,  and  we're  one  of  the 
principal  contractors  for  the  Space  Transportation 


System's  launch  and  landing  operations. 

Only  a  company  with  the  know-how  to  combine 
advanced  technology  with  outstanding  engineering 
and  management  skills  can  successfully  meet  the 


uiijjicccuciilcu  ^iicuici igca  ui  marking  apace  nigin, 

routine.  That  know-how  goes  into  our  aerospace 
business  and  into  everything  we  do  at  Rockwell. 

In  electronics:  where  virtually  every  airliner  in 
the  free  world  relies  on  one  or  more  of  our  Collins 
avionics  systems  for  navigation,  communications, 
instrumentation  or  flight  control. 

In  the  automotive  industry:  where  we  are 
addressing  our  customers'  operating  need  for  lower 
cost  per  mile  through  the  application  of  state-of- 
the-art  technology  in  such  areas  as  materials, 
manufacturing  and  quality  control  processes  and 
innovative  systems  designs. 


in  gc/ici tit  ihuwoh  to.   wiicic  duvaiicciiicin-a  aucn 

as  electronic  press  controls  and  total  production 
systems  have  made  our  Goss  presses  a  world  leader 
in  offset  newspaper  printing. 

We're  a  $7.4  billion  company  where  science 
gets  down  to  business  in  four  diverse  areas.  And  that 
diversity  has  helped  us  achieve  seven  consecutive 
years  of  record  earnings  and  impressive  growth. 

If  you  are  interested  in  any  of  the  products 
of  Rockwell  International  or  want  to  learn 
more  about  us,  write:  Rockwell  International, 
Department  815R-18,  600  Grant  Street, 
Pittsburgh,  Pennsylvania.  15219. 


* 


■ 


■ 

- 
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Rockwell  International 


4  ...where  science  gets  down  to  business 


Aerospace/Electronics 
Automotive/General  Industries* 


to  a  great-grcat-grand- 
mother,  it  was  always  the 
same:  'Beautiful!'  'Oh, 
wow!'  Thumbs  up.  I  sold 
that  car,  but  before  I  sold 
it  I  said  to  myself,  'God, 
we  can  do  that.'  " 

So  it  was  that,  in  1980, 
Zimmer  Corp.  got  into 
the  business  of  egomobil- 
lty  with  the  Golden  Spirit. 
A  touring  car  on  a 
stretched  Mustang  chas- 
sis, complete  with  teak 
running  boards  and  24- 
karat-gold-platcd  trim, 
the  Spirit  moves  on  a  V8 
engine.  Hardly  the  kind  of 
guzzler  to  introduce  at  a 
time  when  memories  of 
long  gas-station  lines 
were  still  fresh  in  the 
minds  of  American  mo- 
torists, and  when  a  reces- 
sion was  in  the  making. 
But  the  first  edition  of  144 
Spirits  sold  out  in  a  few 
months.  That  generated 
around  $4  million  to  $6 
million  in  revenues  for 
Zimmer  Corp.  at  a  time 
when  few  people  were 
buying  its  mobile  homes 
and  vans. 

The  Spirit  has  trans- 
formed the  company. 
Zimmer  still  makes  mo- 
bile homes,  but  they  con- 
tribute 69%  of  sales  and 
only  33%  of  the  firm's  net 

income.  Zimmer  is  mak-   

ing  fancier  motor  homes;  the  com- 
pany recently  spent  more  than  $1.5 
million  to  design  a  flashy  $105,000 
job  called  the  Astron.  But  for  Paul 
Zimmer,  the  excitement,  enhanced 
by  the  money  to  be  made,  lies  in  auto- 
mobiles. Zimmer  won't  tell  how  prof- 
itable the  car  is,  except  to  say  the 
Spirit  contributes  9%  of  Zimmer 
Corp.'s  total  revenues  (or  $11  million 
of  $123  million  in  1982).  But  Robert 
Wallach,  an  automobile  industry  con- 
sultant specializing  in  sports  and  spe- 
cialty cars,  estimates  that  Zimmer 
spends  about  $25,000  to  build  a  Golden 
Spirit  that  sells  to  dealers  for  around 
$36,000 — a  manufacturers'  margin  of 
32% .  That  works  out  to  revenues  of  $9 
million  on  Zimmer's  1982  production 
of  300-plus  cars. 

This  year  Zimmer  is  building  two 
cars  a  workday,  or  500  for  the  year.  If 
they  sell  out,  the  Golden  Spirit  will 
add  another  $14  million  to  $18  mil- 
lion in  revenues.  This  fall  Zimmer 
will  turn  out  a  jet-black  Golden  Spirit 
limousine  priced  at  $85,000.  "It's 
strictly  for  snob  appeal,  for  those  who 


/./miner  in 
"No  effort 


bis  Pompano  Beach  office 

is  expended  without  profit  as  a  primary  goal. 


have  been  accustomed  to  going  to  the 
theater  or  dinner  in  a  standard  limou- 
sine," Zimmer  says,  "but  it's  a  little 
more  of  an  ego  trip." 

Zimmer  clearly  has  managed  to 
have  fun  in  his  business  without  ever 
forgetting  one  of  his  favorite  axioms: 
"No  effort  is  expended  without  the 
profit  motive  as  one  of  the  primary 
goals."  Sitting  in  his  handsome  office, 
its  walls  covered  with  photographs  of 
the  Spirit  and  of  Rosina,  Zimmer's 
beautiful  young  third  wife,  he  waxes 
philosophic  on  the  subject:  "To  be 
profitable  is  like  working  against  the 
law  of  gravity.  It's  not  normal  or  natu- 
ral. You  have  to  expend  efficient  ener- 
gy and  control,  and  you  have  to  disci- 
pline yourself  so  that  you  have  some- 
thing left  as  a  profit  in  addition  to  the 
experience.  And  that  doesn't  come 
naturally.  It  comes  through  effort, 
concerted  effort." 

Zimmer's  concerted  effort  in  the 
automotive  business  has  consumed 
33  of  his  54  years.  Son  of  a  Detroit 
boat  and  auto  parts  maker,  Zimmer 
dropped  out  of  Florida  Southern  Col- 


lege in  1949  to  start  a  mo- 
bile-home business  with 
his  brother.  The  Zimmers 
got  off  to  a  fast  start,  but 
after  1 1  years  the  business 
began  to  sour.  Inattention 
to  financial  details  and  in- 
ventory control,  Paul 
says,  caused  the  trouble. 
"You  don't  appreciate 
these  formulas  until  you 
see  how  they  work,"  he 
says.  He  quit  the  business 
to  team  up  with  another 
partner,  who  became  his 
mentor.  Working  for 
someone  else,  Zimmer 
says,  taught  him  the  man- 
agement and  financial  dis- 
cipline he  needed.  In 
1964,  when  his  partner 
got  out  of  the  business, 
Zimmer  took  the  mobile- 
home  subsidiary  public. 

Zimmer  developed  his 
strategy  quickly.  He  con- 
centrated on  what  then 
was  the  high  end  of  the 
mobile-home  market — 
the  $12,000  to  $15,000 
price  range — and  bought 
as  many  prefabricated 
parts  as  possible.  That 
failed  to  insulate  him  ful- 
ly from  interest  rate  in- 
creases, which  punished 
mobile-home  buyers  espe- 
cially, but  it  did  help  keep 
down  Zimmer's  own  bor- 
rowing and  cost  of  capital. 
Today  the  company's 
long-term  debt  amounts  to  only  8%  of 
its  capital.  Relatively  unburdened 
with  debt,  Zimmer  was  free  to  spend 
money  on  better  design  and  engineer- 
ing, using  newer  fiberglass  and  plastics 
technologies.  Meanwhile,  with  plain 
old-fashioned  good-buddy  salesman- 
ship, Zimmer  recruited  1,200  mobile- 
home  and  recreational-vehicle  dealers. 
The  Golden  Spirit  dealers  now  number 
75,  up  from  20  in  1980. 

So  far  as  anybody  who  follows  the 
company  can  tell,  things  are  still 
moving  Zimmer's  way.  Sales  of  recre- 
ational vehicles  rose  35%  in  the  first 
quarter  of  1983  as  the  economy  recov- 
ered and  gas  prices  came  down.  And 
the  mobile-home  industry  seems 
ready  for  its  oft-predicted  renaissance, 
now  that  banks  are  starting  to  offer 
easier  mortgage  terms  and  zoning 
boards  have  upgraded  standards  for 
mobile-home  parks. 

As  for  Paul  Zimmer,  he  has  reduced 
his  Zimmer  Corp.  holdings  to  15%, 
but  at  current  prices  those  691,000 
shares  are  worth  around  $13  million. 
Sure  enough,  the  Spirit  is  Golden.  ■ 
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Morton  Thiokol,  Inc. 

The  Chemistry  is  Working. 
Earnings  up  22%  in  First  Year  of  Merger. 


Morton  Thiokol's  earnings  for 
the  fiscal  year  ended  June  30, 
1983  were  $5.15  per  share,  up  22 
percent  over  a  year  ago. 

These  increased  earnings  include 
the  results  of  combined  opera- 
tions since  the  merger  of  Morton- 
Norwich  and  Thiokol  early  in 
fiscal  1983. 

The  numbers  confirm  the  vitality 
of  the  merger  and  the  strength  of 
the  four  significant  growth  areas 
in  which  we  are  leaders: 

^   Specialty  Chemicals.  We  are 

major  producers  of  a  large 
variety  of  specialty  chemicals  such 
as  high  performance  adhesives  and 
coatings,  electronic  chemicals  and 
other  products  for  which  demand 
is  growing.  In  many  categories, 
we  enjoy  over  50-percent  market 
share. 


JJM  High  Technology  Propulsion 
Ws  Systems  for  such  programs  as 
the  Space  Shuttle,  Trident,  Castor 
and  the  STAR  series,  as  well  as 
ordnance. 

^J™^  Household  Products.  Morton 
Thiokol  is  a  leading  producer 
of  specialized  products  such  as  Yes, 
Fantastik,  Spray  'n  Wash  and  K2r. 

(JS  Salt.  Morton  Thiokol  is  the  larg- 
y\\est  salt  company  in  the  world. 

Fiscal  1984  will  be  the  first  full  year 
in  which  our  results  will  reflect 
the  merger  and  will  show  sales 
approaching  $2  billion  and  earnings 
growth  of  at  least  15  percent.  With 
leadership  positions  in  the  indus- 
tries we  serve  and  a  strong  financial 
base,  the  pace  continues.  Morton 
Thiokol  is  poised  for  impressive 
growth. 

The  chemistry  is  working. 


Morton  Thiokol,  Inc. 

110  North  Wacker  Drive,  Chicago,  Illinois  60606 


Traded:  NYSE 
Ticker  Symbol:  MTI 
Stock  Table  Listing:  Morton 


Forget  electronic  games.  Coming  down  the 
pike  is  a  way  to  play  the  stock  market  via 
computer — if  it  can  fly  on  Wall  Street. 


What's  in  it  for 
your  broker? 


By  Richard  L.  Stern 


Y-  ou  are  an  active  stock  mar- 
ket player,  idly  gazing  into  the 
mirror  while  shaving.  Suddenly, 
inspiration.  "Oils,"  you  whisper.  "Eu- 
reka. That's  the  play."  You  like,  say, 
Unocal.  "Buy  now,"  says  that  voice 
ringing  in  your  head.  You  rush  to  the 
phone  and  call  your  broker,  who  gives 
you  a  price.  "Buy,"  you  yell,  "a  thou- 
sand shares."  But  the  oils  are  already 
moving.  By  the  time  the  broker  gets 
that  order  to  the  floor  of  the  New 
York  Stock  Exchange  and  it  is  walked 
to  the  proper  specialist  for  execution, 
you  end  up  missing  your  price. 
There's  a  little  firm  called  Instinet 
that's  proposing  another  way. 

Back  up  a  minute  to  your  razor  and 
mirror.  "Oils,"  you  whisper.  "Buy 
now,"  says  the  inner  voice.  You  rush, 
not  to  your  phone,  but  to  your  home 
computer  connected  to  it.  You  dial  a 
number  and  are  into  the  Instinet  net- 
work. You  type  out  instructions  for 
the  bid  and  ask  about  Unocal.  The 
computer  screen  flashes:  32%  to  323/s 
(a  recent  real-life  spread  from  a  Pacific 
Stock  Exchange  specialist,  who  guar- 
antees his  prices  are  at  least  as  good  as 
any  marketmaker  in  the  country,  in- 
cluding the  New  York  Stock  Ex- 
change). You  type  "Buy  1,000  shares 
of  Unocal"  and  hit  the  transmit  key. 
Within  seconds  the  screen  flashes: 
"Bought  1,000  shares  Unocal  at  32%." 
Seconds  later  a  small  printer  sitting 
next  to  the  keyboard  types  out  the 
written  confirmation. 

Fantasy?  The  equipment  and  con- 
nection to  the  Pacific  Stock  Exchange 
are  real,  although  the  hookup  to  a 
nonprofessional  stock  market  player 
is  only  in  its  pilot  phase.  But  this 
scenario  has  so  captured  the  imagina- 
tion of  investors  that  dizzying  fantasy 
already  has  been  built  into  the  stock 


price  of  Instinet.  It  recently  was  sell- 
ing for  32%.  A  year  ago  it  was  2Vz.  Its 
revenues  last  year  were  $3.4  million 
and  earnings  a  mere  SI 7,381,  or  2 
cents  a  share.  So  the  current  stock 
price — forget  the  P/E — is  an  incredi- 
ble 10  times  revenues.  For  the  first  six 
months  of  this  year,  moreover,  In- 
stinet has  lost  money:  7  cents  a  share. 

Instinet  is  not  new.  It  was  intro- 
duced  14  years  ago  by  high-tech 


Bill  Lupien,  president  of  Instinet 
Is  the  world  ready  for  him? 

dreamers  who  envisioned  a  computer- 
ized market  system  to  compete 
against  the  monolithic — and  very  re- 
sistant— New  York  Stock  Exchange. 

Instinet's  original  concept  was  to 
link  by  computer  the  major  institu- 
tions— banks,  mutual  funds  and  in- 
surance companies.  A  mutual  fund, 
for  instance,  that  wants  to  sell  10,000 
shares  of  AT&T  to  a  bank  that  wants 
to  buy.  No  intervening  specialist.  No 
delay.  Instinet  got  a  commission  and 
revenues  from  the  equipment  rentals. 
Fine  for  big  customers,  but  not  for  the 
NYSE  or  the  big  brokers.  Instinet  was 
competing  against  both.  Instinet  lost 


money  through  1980. 

Enter,  last  February,  Bill  Lupien, 
the  new  president  of  Instinet,  who 
with  some  partners  injected  $5  mil- 
lion of  badly  needed  capital  in  return 
for  slightly  more  than  a  20%  interest. 
Lupien,  who  is  part  owner  of  a  large 
specialist  firm  on  the  Pacific  Stock 
Exchange  dealing  in  80  stocks,  says, 
"We  decided  to  turn  the  company's 
thrust  around  by  180  degrees."  The 
new  concept:  wholesale  the  system 
through  brokers  who  in  turn  can  rent 
it  to  their  own  customers — perhaps 
for  as  little  as  $  1 00  to  $  1 50  per  month. 
For  a  large  enough  customer,  a  broker 
might  even  give  it  away  for  the  com- 
missions. The  huge  drop  in  the  price 
of  computer  hardware,  says  Lupien, 
makes  this  possible.  And  with  the 
wholesaling  concept,  the  brokers 
would  still  get  commissions  when 
customers  used  the  machines.  Mar- 
ketmakers  on  exchange  floors  also 
would  be  added  to  the  system.  Thus, 
customers  could  deal  directly  with 
specialists — or  with  other  customers 
if  their  bid  was  better. 

Getting  the  relatively  small  PSE 
was  not  easy  for  Lupien,  but  he  did  it. 
The  NYSE?  There's  little  doubt  that's 
an  enormous  fight.  Right  now  most 
orders  for  listed  stocks  from  major 
brokerage  firms  automatically  are 
shuttled  to  the  Big  Board  exclusively. 
There's  little  point  in  the  New  York 
Stock  Exchange's  competing  in  an 
open  auction  against  other  market- 
makers  off  the  exchange,  and  maybe 
even  against  some  large  customers. 

There's  also  little  advantage  for  ma- 
jor brokerage  firms,  The  retail  selling 
systems  of  the  large  brokerage  firms 
like  Merrill  Lynch  are  built  around 
registered  representatives'  commis- 
sions and  their  personal  contacts  with 
customers.  Think  of  the  howls  from  a 
sales  force  if  a  customer  were  given 
the  ability  to  circumvent  them  and 
trade  directly,  even  if  they  got  the 
commission. 

Lupien  acknowledges  the  problems 
but  believes  there  are  solutions.  He 
can  approach  discount  brokers,  for  in- 
stance, where  buys  and  sells  are  han- 
dled by  order  clerks.  Instinet,  says  Lu- 
pien, would  cut  their  costs.  It  is  al- 
ready used  by  a  number  of  discount 
brokers,  including  Mellon  Bank's,  but 
it  has  not  yet  been  hooked  up  to  cus- 
tomers. So  Lupien  can  also  hope  that 
other  banks  and  insurance  companies 
that  have  come  into  the  brokerage 
business  might  give  him  a  try. 

All  well  and  good.  You  know  in 
your  heart  that  Instinet  should  suc- 
ceed, probably  deserves  to  succeed. 
Maybe  someday  it  actually  will.  But 
what  a  long  shot  at  32V2.  ■ 
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When  it  comes  to  office  copiers,  Pitney  Bowes  has  a  heavy  lineup  of  artillery.  From 
economy  desk-top  models  for  even  the  smallest  business,  to  full-feature  consoles  for 
the  biggest  business.  And  we  stand  behind  them  with  our  own  nationwide  sales  and 
service  organization.  For  a  free  demonstration  of  any  Pitney  Bowes  copier,  just  call  toll 
free  anytime  (except  Alaska  and  Hawaii)  800-621-5199  (in  Illinois  800-972-5855).  Or, 
write  Pitney  Bowes,  1 720Crosby  Street,  Stamford,  Connecticut  06926. 

HP  Pitney  Bowes  Copiers 

Over  600  sales  and  service  points  throughout  the  U.S.  and  Canada  Mailing  Systems,  Copiers,  Word  Processing,  Dictating  Systems, 

Facsimile  Systems,  Business  Forms  and  Office  Supplies. 
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There  seems  to  be  a  bit  of  a  disagreement 
over  Amdahl  Cotp.  Its  delay  in  bringing 
out  a  new  computer  is  either  "important" 
or  "totally  unimportant." 


No  risk, 
no  reward 


By  Anne  8a game ry 


Y1  ou  would  think  that  by  now 
Wall  Street  would  have  stopped 
treating  Amdahl  Corp.  like  a 
brilliant  child  with  a  behavior  prob- 
lem. Yet  how  else  to  explain  the  reac- 
tion to  this  summer's  announcement 
that  Amdahl,  a  computer  maker  with 
estimated  1983  sales  of  $700  million, 
would  delay  introduction  of  its  new 
5880  model  because  of  a  backup  in  the 
research  and  development  lab? 

Along  with  other  computer  and 
technology  stocks,  Amdahl's  shares 
had  been  sliding  in  price  since  early 
July.  By  the  time  the  price  stopped 
free-falling  after  the  announcement, 
the  shares,  at  17%,  had  lost  nearly 
34%  of  their  value. 

Depending  on  whom  you  talk  to, 
that  sharp  drop  was  either:  1)  an  over- 
reaction  by  panicky  securities  ana- 
lysts and  investors,  or  2)  justifiably 
reflective  of  the  damage  that  ship- 
ment delays  might  work  on  Amdahl. 

Amdahl's  problems  have  always 
seemed  as  formidable  as  its  promise. 
Gene  Amdahl,  a  talented  engineer 
from  International  Business  Ma- 
chines, founded  the  company  in  1971 
to  build  high-performance,  low-price 
central  processing  units  to  run  on  IBM 
software.  That  meant  Amdahl  has  al- 
ways had  to  play  catch-up  with  IBM, 
outmuscling  IBM's  sales  force  to  sell 
hardware  that  would  employ  IBM  pro- 
gramming. Thanks  to  liberal  spending 
for  research  and  development  and  to 
management's  success  at  coaxing 
money  from  banks  and  institutional 
investors  such  as  Fujitsu  (owner  of 
31%  of  Amdahl's  shares)  and  Heizer 
Corp.  (owner  of  20%),  Amdahl  man- 
aged to  pull  off  one  product  coup  after 
another  in  the  succeeding  years. 

The  580  series  of  mainframe  central 
processors,  which  now  has  caused  all 


the  consternation,  promised  the  latest 
coup.  Amdahl  introduced  the  5860 
model  in  the  line  earlier  this  year. 
Amdahl  has  also  introduced  a  storage 
device,  the  6280  disk.  Development 
costs  of  both  items  helped  depress 
Amdahl's  1982  earnings  to  just  above 
break-even,  but  in  1983's  first  quarter 
the  company  more  than  made  up  the 
ground.  The  5860,  offering  better  per- 


Amdahl  Chairman  Eugene  White 
Other  things  up  his  sleeve. 

formance  than  the  comparable  IBM 
product,  has  been  a  sellout.  The  disk 
has  had  moderate  success.  Amdahl's 
earnings  were  up  92%  from  1982's 
first  quarter,  and  Amdahl  stock 
surged  to  a  four-year  high  (adjusted  for 
splits)  of  297s  by  midsummer. 

But  there  were  rumors  that  the  next 
580  series  model,  the  5880 — essen- 
tially two  5860s  linked  together  for 
greater  processing  capacity— was  hav- 
ing engineering  problems.  When  Am- 
dahl announced  to  the  public  in  Au- 


gust that  the  5880  was  being  pushed 
to  a  back  burner  to  speed  develop- 
ment of  other  products,  Wall  Street's 
disappointment — in  some  quarters,  at 
least — was  palpable. 

"Any  delay  is  important,"  says  John 
McManus,  a  securities  analyst  at  Bear 
Stearns.  "If  Amdahl  can't  ship  big  ma- 
chines on  time,  they  lose  credibility 
in  a  marketplace  dominated  by  IBM — 
and  they  can't  afford  that." 

But  Peter  Labe  of  Smith  Barney 
pooh-poohs  the  very  idea.  "The  5880 
is  a  totally  unimportant  machine, 
compared  with  what  else  they've 
got,"  he  says.  "If  they  told  me  it 
would  be  delayed  until  1990,  it 
wouldn't  bother  me." 

In  all  probability,  the  truth  lies 
somewhere  in  between.  The  market 
for  large  central  processors  and  pe- 
ripheral gear  remains  volatile.  A  com- 
pany like  Amdahl  may  ship  only  200 
machines  in  a  good  year,  but  at  a  cost 
of  $1  million-plus,  the  earnings  lever- 
age is  large.  Because  of  Amdahl's  part- 
ly competitive,  partly  parasitic  rela- 
tionship with  IBM,  Amdahl's  earn- 
ings volatility  is  even  higher  than 
most.  It  must  wait  until  IBM  delivers 
a  new  machine  before  it  can  fully  de- 
velop a  competitor  that  still  must 
reach  the  market  fast  enough  to 
snatch  sales  from  IBM.  And  then  Am- 
dahl has  to  live  with  the  possibility, 
real  or  perceived,  that  Fujitsu  will  one 
day  walk  away  from  its  partnership 
position  and  enter  the  U.S.  market- 
place as  a  competitor. 

Eugene  White,  Amdahl's  chairman 
and  former  deputy  to  Gene  Amdahl 
(who  left  in  1979  to  form  another 
computer  company),  is  a  bit  bored 
with  all  this  analysis.  "We've  got  a  lot 
more  up  our  sleeve  than  this  one 
box,"  he  says.  And,  in  fact,  he  has: 
Amdahl  has  spent  30%  of  its  SI 50 
million-a-year  R&D  budget  to  bring 
out  new  disk  drives  like  the  6280  and 
networking  devices  to  broaden  Am- 
dahl's product  mix.  One  reason  the 
5880  was  delayed,  he  adds,  is  that 
Amdahl  is  stepping  up  production  of 
another  580-series  computer,  the 
5870 — two  closely  linked  5860s,  like 
the  5880,  but  with  a  shared  memory. 
"Wre  perceive  greater  demand  in  the 
marketplace  for  the  5870,"  he  says. 
"It's  just  good  business  to  bring  that 
box  out  first." 

If  White  has  judged  the  computer 
market  correctly,  the  stock  market's 
anguish  over  Amdahl  should  be  direct- 
ed elsewhere.  Probably  it  won't  be;  the 
market  loves  to  emote.  In  any  case, 
Amdahl  may  at  times  seem  to  teeter  on 
the  brink,  but  it  has  always  wound  up 
on  solid  ground.  Remember:  Without 
risk  there  is  no  reward.  ■ 
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This  announcement  is  neither  an  offer  to  sell  nor  a  solicitation  of  an 
offer  to  buy  these  securities  The  offer  is  made  only  by  the  Prospectus 


August  26,  1983 

4,000,000  Shares 


CORPORATION 

Common  Stock 

($4.45  par  value  per  share) 


Price  $23.25  Per  Share 


Copies  of  the  Prospectus  may  be  obtained  in  any  State  in  which  this 
announcement  is  circulated  only  from  such  of  the  undersigned 
as  may  legally  offer  these  securities  in  such  State 


Salomon  Brothers  Inc  Goldman,  Sachs  &  Co. 

Bear,  Stearns  &  Co.  The  First  Boston  Corporation  A.  G.  Becker  Paribas 

Incorporated 

Blyth  Eastman  Paine  Webber  Alex.  Brown  &  Sons  Dillon,  Read  &  Co.  Inc. 

Incorporated 

Donaldson,  Lufkin  &  Jenrette  Drexel  Burnham  Lambert  Hambrecht  &  Quist 

Securities  Corporation  Incorporated  Incorporated 

E.  F.  Hutton  &  Company  Inc.  Kidder,  Peabody  &  Co.  Lazard  Freres  &  Co. 

Incorporated 

Lehman  Brothers  Kuhn  Loeb  Merrill  Lynch  Capital  Markets  Prudential-Bache 

Incorporated  Securities 

L.  F.  Rothschild,  Unterberg,  Towbin  Shearson/American  Express  Inc. 

Smith  Barney,  Harris  Upham  &  Co.  UBS  Securities  Inc. 

Incorporated 

Wertheim  &  Co.,  Inc.  Dean  Witter  Reynolds  Inc. 

A.  G.  Edwards  &  Sons,  Inc.  Oppenheimer  &  Co.,  Inc.     Thomson  McKinnon  Securities  Inc. 

ABD  Securities  Corporation  Advest,  Inc.            Arnhold  and  S.  Bleichroeder,  Inc. 

Atlantic  Capital  Basle  Securities  Corporation                      Cowen  &  Co. 

Corporation 

Dominion  Securities  Ames  Inc.  F.  Eberstadt  &  Co.,  Inc.  Eppler,  Guerin  &  Turner,  Inc. 
EuroPartners  Securities  Corporation         First  Southwest  Company         Robert  Fleming 

Incorporated 

Howard,  Weil,  Labouisse,  Friedrichs   Kleinwort,  Benson   Ladenburg,  Thalmann  &  Co.  Inc. 

Incorporated  Incorporated 

Moseley,  Hallgarten,  Estabrook  &  Weeden  Inc.  Rauscher  Pierce  Refsnes,  Inc. 

Rotan  Mosle  Inc.                 Rothschild  Inc.  Tucker,  Anthony  &  R.  L.  Day,  Inc. 

Underwood,  Neuhaus  &  Co.  Wood  Gundy  Incorporated 

Incorporated 


Who  we  are 
and  where  we're  going. 


"Introductions  are 
in  order.  Shortly,  Bell  Atlantic" 
will  step  forward  as  a  brand 
new  company,  born  out  of  the 
AT&T  divestiture,  and  made 
up  of  Beli  of  Pennsylvania,  the 
C&P  Telephone  Companies 
(serving  the  District  of  Columbia, 
Maryland,  Virginia  and  West 
Virginia),  Diamond  State  Tele- 
phone (serving  Delaware),  and 
New  Jersey  Bell. 

"I'm  Tom  Bolger,  and 
my  job  as  CEO  of  Bell  Atlantic 
will  be  to  move  our  newly 
organized  corporation  into  the 
forefront  of  American  business 
overnight. 

"Ambitious?  Perhaps, 
but  I  want  to  impress  upon 
you  that  we  are  not  going  to  be 
born  prematurely.  We're  going 
to  be  healthy  and  rosy-cheeked 
on  day  one. 

"We  start  out  with 
$17  billion  in  assets,  an  $8  billion 


revenue  stream,  and  more 
than  80,000  experienced, 
dedicated  employees  of  the 
phone  companies. 

"An  organization 
of  this  size  needs  exceptionally 
strong  senior  managers.  I'm 
happy  to  say  we  have  them. 
Dynamic,  experienced,  with 
an  entrepreneurial  spirit 
eager  for  the  opportunities 
that  lie  ahead  or  us. 

"We  start  with  built-in 
cost  efficiencies  that  should 
make  us  price-  and  earnings- 
competitive— efficiencies  built 
into  our  consolidated  corpo- 
rate structure^  the  streamlined 
operations  of  our  combined 
telephone  companies,  and  our 
highly  developed  primary 
service  area.  Because  we've 
always  employed  the  most 
advanced  technology,  we  have 
the  next  generation  of  equip- 
ment and  facilities  substan- 
tially in  place  today.  We're 
ready  to  handle  the  growing 


needs  of  our  marketplace 
without  major  capital  expense. 
We  can  and  will  grow  profitably. 

"Where  are  we  going? 
We're  going  to  take  107  years 
worth  of  telephone  heritage 
and  know-how,  and  move  more 
strongly  into  the  Age  of 
Information— the  Age  of  the 
80's  and  beyond. 

"Our  mission  is  to  pro- 
vide our  customers  with  high 
value  communications  services 
and  systems,  the  integration  of 
those  systems,  and  the  equip- 
ment that  is  exactly  right  for 
both  residential  and  business 
needs.  We're  going  to  be  market- 
driven  in  a  business  we  know 
very  well.  (Being  good  at  it 
gives  us  a  leading  edge  that 
we  don't  intend  to  lose.)  And 
we're  going  to  be  examining 
opportunities  for  diversification— 
new  ventures  that  fit  our  key 
strengths  and  strategies. 


"Our  business  will  have  three  prin- 
cipal goals: 

•  to  be  the  preferred  source  of  com- 
munications solutions  for  customers  in  our  region, 
and  other  selected  markets; 

•  to  afford  our  employees  the  opportunity 
for  personal  growth  and  reward  ; 

•  and  to  offer  competitive  returns  to 
every  one  of  our  owners. 

"Although  simple 
in  language,  our  mission  is 
far  reaching  in  its  challenge. 
I  speak  for  all  of  us  at 
Bell  Atlantic  when  I  say 
we  enthusiastically  accept 
the  challenge.  We're 
excited  about  the 
future  and  confident 


of  our  success." 


Thomas  E.  Bolger 
Chief  Executive  Officer 
Bell  Atlantic  Corporation 


\  Diamond  State  Telephone,  New  Jersey  Bell. 
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Numbers  Game 


Edited  by  Richard  Greene 


Can  you  count  a  subsidiary's  earnings  as 
your  own  while  ignoring  its  debt?  The 
answer  starts  lots  of  arguments. 


The  best  of 
both  worlds 


By  Anne  McGrath 


OVER  THE  LAST  SEVERAL  YEARS,  a 
number  of  large  corporations 
have  become  ever  more  reliant 
on  their  own  finance  subsidiaries.  No 
wonder.  With  interest  rates  fluctuat- 
ing wildly,  the  ability  to  provide  cred- 
it to  customers  can  guarantee  many 
a  sale. 

That's  why  most  finance  af- 
filiates were  set  up.  As  a  by- 
product, of  course,  these  credit 
organizations  can  provide  a 
large  chunk  of  corporate  earn- 
ings— and  their  recent  growth 
has  often  raised  profit  contribu- 
tions accordingly.  But  this  poses 
problems  for  investors  and  ac- 
countants. Current  reporting 
rules  create  considerable  confu- 
sion about  how  to  deal  with 
these  subsidiaries. 

Should  a  corporation  consoli- 
date a  finance  sub's  balance- 
sheet  with  its  own?  Or  should 
its  assets  and  liabilities  be  rel- 
egated to  a  footnote?  The  an- 
swers to  these  questions  can 
have  a  dramatic  impact  on  fi- 
nancial statements. 

You  might  think  that  the  ac- 
counting rule  makers  wouldn't  ap- 
prove of  corporate  books  that  don't 
consolidate  such  huge  numbers.  Ac- 
cording to  doctrine  that  predates  the 
Financial  Accounting  Standards 
Board,  however,  it  "may  be  prefer- 
able" for  a  parent  company  to  issue 
separate  statements  for  subsidiaries 
engaged  in  significantly  different  op- 
erations. But  when  it  comes  to  earn- 
ings, the  situation  is  different:  Corpo- 
ris are  usually  required  to  add  in 
rcentage  of  a  subsidiary's  profits 


equal  to  their  percentage  ownership 
of  that  subsidiary. 

Result:  A  company  can  show  a  lot 
of  income  from  its  subsidiary  without 
showing  a  speck  of  debt.  Don't  misun- 
derstand. Nobody  is  breaking  any 
rules  here,  and  there  are  those  who 
argue  that  consolidating  subsidiaries 
would  be  even  more  misleading  than 
not  consolidating  them.  But  an  inves- 


tor who  wants  to  know  what's  really 
going  on  should  make  it  his  business 
to  investigate  the  finance  sub  as  well 
as  its  parent. 

The  problems  arise  from  the  nature 
of  finance  subsidiaries.  Since  the  typi- 
cal credit  sub  exists  primarily  to  fi- 
nance the  operations  of  the  parent — 
most  commonly  by  extending  credit  to 
customers  and  dealers — it  is  usually 
much  more  highly  leveraged  than  a 
manufacturing  company  or  a  retailer 
could  ever  afford  to  be.  So,  nonconsoli- 


dationists  claim  that  separating  the 
subsidiary's  assets  and  liabilities  from 
the  parent's  makes  for  a  clearer  picture 
of  the  parent's  financial  status.  The 
greater  the  breakdown,  the  more  mean- 
ingful the  information,  particularly  if 
the  subsidiary  does  more  than  merely 
finance  transactions  for  its  parent. 

There's  a  certain  logic  here.  The 
funds  GE  has  tied  up  in  its  credit  arm, 
for  example,  are  entirely  different  from 
the  cash  in  corporate  bank  accounts. 
"Some  say  it  doesn't  make  sense  to  add 
all  the  numbers  together,"  explains 
Robert  McLendon  of  Arthur  Young, 
"particularly  when  the  sub  is  an  inde- 
pendent borrower.  The  people  lending 
want  to  look  at  the  company  they're 
lending  to.  If  they're  lending  to  the 
parent  company,  they  want  to  look  at  it 
independent  of  any  subsidiaries  that 
are  borrowing  elsewhere  and  whose 
assets  may  also  be  restricted." 

This  argument,  however,  is  less  val- 
id for  so-called  captive  subs,  like 
those  at  Ford  and  General  Motors, 
whose  primary  purpose  is  to  finance 
sales  for  the  parent.  Such  captive 
subs — which  make  up  a  good  number 
of  the  largest  financing  arms — would 
find  it  difficult  making  the  argument 
that  their  business  is  in  any  real 
way  independent  from  that  of 
their  parents. 

By  contrast,  noncaptive  subs 
such  as  Borg-Warner  Accep- 
tance Corp.,  General  Electric 
Credit  Corp.  and  Westinghouse 
Credit  Corp.  are  aggressive 
lenders  in  other  areas.  Obvious- 
ly, it  makes  less  sense  to  con- 
solidate these  more  venture- 
some subsidiaries;  their  ties  to  a 
parent's  business  are  usually  far 
looser. 

Even  though  the  reasons  for 
keeping  any  subsidiary  off  the 
balance  sheet  may  be  pure, 
there  is  clearly  the  side  effect  of 
showing  less  debt.  Harvey 
Moskowitz,  national  director  of 
accounting  and  auditing  at  Seid- 
man  &  Seidman,  points  out  that 
removing  large  amounts  of  debt  can 
present  a  more  favorable  impression 
of  debt-to-equity  ratios,  working-cap- 
ital ratios  and  the  returns  on  assets 
invested  in  the  business. 

Naturally,  an  astute  investor  can 
find  the  numbers  he  wants  by  looking 
carefully  through  the  annual  report. 
When  a  firm  opts  not  to  consolidate  a 
subsidiary  in  its  financial  statement, 
it  must  provide  summarized  informa- 
tion on  the  sub's  assets,  liabilities  and 
operating  results  if  they  are  material 
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The  Bankers  Trust  Company  philosophy: 


Excellence  is  achieved  only  through  consistency  and  innovation. 
And  subtlety. 


Certain  kinds  of  excellence  can  only 
be  achieved  by  people  inspired  by  a 
common  purpose  to  work  together  as  one. 
People  sparked  with  rare  determination. 
People  with  skill  and  finesse.  And  an 
underlying  respect  for  subtlety. 

Not  long  ago,  Renault  came  to  Bankers 
Trust  with  some  very  special  foreign 
currency  needs:  fixed-rate  offshore 
Japanese  yen.  What  we  provided  was  the 
international  reach  and  experience  to 
execute  an  extremely  complicated  multi- 
nation  currency  swap. 


Guided  by  an  experienced  relationship 
manager,  Bankers  Trust  currency  swap 
experts,  money  market  professionals  and 
corporate  trust  specialists  from  several 
continents  worked  together  with  skill, 
diligence  and  subtlety  to  fit  together  the 
needs  of  Renault  with  those  of  a 
Japanese  financial  institution  and  a  major 
Latin  American  borrower. 

It  is  their  extraordinary  performance 
into  which  our  philosophy  translates. 
Performance  which  makes  us  stand  out 
in  our  industry.  And  the  kind  of 


performance  which  helps  make  our 
clients  first  in  theirs. 


BankersTrust 
Company 

Worldwide 
An  international  banking  network  in 

over  35  countries. 
280  Park  Avenue,  New  York,  N.Y.  10017 

Member  FDIC  ©  Bankers  Trust  Company. 


ONE  COMPANY  HAS  CREATED 
THE  ONLY  FLYING  ELECTRONIC  WARRIORS 

IN  THE  FREE  WORLD. 

THE  COMPANY  IS  GRUMMAN. 


Two  of  the  most  sophisticated  military 
aircraft  in  the  skies  today  are  armed  not  with 
missiles  but  with  electrons. 

They're  both  built  by  Grumman.  The  carrier- 
based  EA-6B  for  the  Navy  and  Marine  Corps; 
the  EF-111  for  the  Air  Force.  In  each  case,  their 
primary  mission  is  to  provide  the  electronic  coun- 
termeasures  that  can  blind  an  enemy  to  the 
movements  of  surface  fleets  and  airborne  strike 
forces. 

The  way  these  aircraft  do  it  is  with  tactical 
jamming  systems.  Highly  powerful  systems  that 
can  disrupt  hostile  early  warning  radar,  commun- 
ications, and  radar-controlled  weapons.  Con- 
stantly updated  systems  that  can  provide  coverage 
throughout  the  entire  spectrum  of  tactical  mis- 
sions and  radar  suppression  requirements. 

Providing  electronic  warriors  with  capabili- 
ties like  these  requires  a  host  of  technologies.  Com- 
ing soon:  an  electronic  countermeasures  system 
for  an  Army  helicopter,  as  well  as  an  aircraft  that 
flies  on  a  wing  that  sweeps  forward  instead  of 
back.  So  whether  it's  keeping  today's  aircraft 
preeminent  or  making  tomorrow's  unmatched,  we 
have  the  technology  for  the  job  at  hand. 


THE  TECHNOLOGY  FOR  THE  JOB  AT  HAND 
GRUMMAN 


Numbers  Game 


to  the  company  as  a  whole.  But  how 
many  investors  read  an  annual  report, 
much  less  the  footnotes? 

A  couple  of  examples  highlight  the 
potential  problems:  The  J.C.  Penney 
Co.,  for  example,  does  not  consolidate 
its  captive  sub — the  J.C.  Penney  Fi- 
nancial Corp. — when  it  tallies  its  bal- 
ance sheet.  But  income  from  the  sub 
does  appear  on  the  company's  income 
statement  as  a  reduction  of  interest 
expense,  and  Penney's  investment  in 
Penney  Financial  shows  up  on  the 
balance  sheet  with  investments  and 
advances  to  its  three  unconsolidated 
subsidiaries. 

So,  although  Penney's  long-term 
debt  last  year  seemed  to  be  only  $1.4 
billion — 42%  of  stockholders'  equi- 
ty— if  you  add  in  its  finance  sub,  long- 
term  debt  leaps  by  $815  million.  Pres- 
to, it's  now  68%  of  equity. 

Paull  Hubbard,  treasurer  of  J.C. 
Penney  and  chairman  of  its  finance 
sub,  doesn't  think  he  is  misleading 
investors.  "In  the  financial  review 
part  of  our  annual  report,"  Hubbard 
says,  "we  try  to  put  the  figures  togeth- 
er and  explain  them  in  such  a  way 
that  the  impact  of  both  the  parent  and 
the  subsidiary  on  interest  expense  and 
leverage  are  clear." 

Maybe  so.  But  Howard  Hassler,  Al- 


lied Stores  Corp.'s  se- 
nior vice  president  for 
finance,  feels  different- 
ly. "We  consolidate  Al- 
lied Stores  Credit  Corp. 
in  our  financial  state- 
ments because  we  be- 
lieve this  is  better  fi- 
nancial reporting,"  he 
says.  The  Credit  Corp. 
last  year  accounted  for 
14%  of  the  parent's 
debt  and  liabilities  and 
for  10%  of  its  earnings. 

Differences  of  opin- 
ion like  this  are  what 
keep  the  accounting 
rule  makers  busy.  Not 
surprisingly,  the  FASB 
is  investigating  the 
general  issue  of  con- 
solidation, paying  par- 
ticular attention  to  fi- 
nance subsidiaries.  At 
the  same  time,  Stan- 
dard &  Poor's  is  refin- 
ing a  rating  method 
that  treats  every  firm 
with  "significant"  re- 
ceivables as  if  it  had  a 
captive  finance  sub.  Under  the  new 
system,  the  rating  service  fully  con- 
solidates the  two  operations  and  then 
analyzes  them  separately  before  con- 
clusions are  drawn.  "We  feel  there's 
an  integral  relationship  between  the 


The  iceberg  comet h 


Investors  who  really  want  to  understand  com- 
panies with  unconsolidated  finance  subsidiar- 
ies have  to  look  past  the  parents'  balance 
sheets  or  risk  missing  out  on  important  infor- 
mation. Huge  liabilities  and  assets,  which  are 
frequently  tucked  away  in  subsidiaries'  finan- 
cial reports,  can  throw  off  standard  ratios  like 
debt-to-equity  and  return  on  assets.  Below,  a 
look  at  the  liabilities  of  ten  major  unconsoli- 
dated credit  subsidiaries. 


-Liabilities  (bit)  - 


corporate 

finance 

Company 

parent1 

subsidiary1 

Borg-Warner4 

$  1.1 

$  2.42 

Chrysler 

5.3 

2.9 

Deere 

3.5 

1.7s 

Ford  Motor 

15.9 

14.3 

General  Electric4 

11.4 

11.5 

General  Motors 

23.1 

40.2 

International  Harvester 

3.7 

3.4 

JC  Penney 

3.5 

1.5 

Montgomery  Ward 

2.4 

2.6 

Westinghouse  Electric4 

5.2 

2.3 

'Excludes  intercompany  debt,  where  disclosed,  includes  two  fi- 
nance subsidiaries.  'Includes  other  subsidiaries,  financial  sub- 
sidiaries, while  wholly  owned,  are  not  captive. 


captive  and  its  parent,  and  that  their 
risk  of  going  bankrupt  is  equal,"  says 
Miles  Federman  of  S&P's. 

That's  probably  correct.  But  today's 
accounting  conventions  make  it  easy 
for  investors  to  miss  half  the  picture. 


A practical  joke  that  children  often 
enjoy  involves  planting  a  purse 
with  a  cord  attached  to  it  in  the 
middle  of  the  sidewalk.  When  an 
unsuspecting  passerby  reaches  for  the 


Not  funny 

purse — yank — it  moves  away. 

You  would  hardly  expect  Congress 
and  the  IRS  to  try  such  a  ploy.  But  it's 
exactly  what  they  have  done.  About 
18  months  ago  the  folks  in  Washing- 
ton took  some  steps  which  were  in- 
tended to  make  it  easier  for  small  and 
medium-size  companies  to  use  LIFO 
accounting.  By  valuing  goods  sold  at 
current  rather  than  original  cost,  this 
cuts  taxes  and  increases  cash  flow. 

The  inducement,  however,  is  a  bit 
like  the  purse  in  the  practical  joke, 
and  the  expected  flood  of  conversions 
just  hasn't  materialized.  "Few  compa- 
nies have  found  the  new  'simplified' 
approach  advantageous,"  explains 
Lawrence  Portnoy,  a  partner  at  Price 
Waterhouse.  Of  course,  the  pressure 
on  companies  to  switch  to  LIFO  has 
lessened  with  the  inflation  rate.  But 
there's  more  at  work. 

Here's  the  story:  The  IRS  lessened 
the  complicated  record-keeping  asso- 
ciated with  LIFO  by  allowing  compa- 
nies to  use  government-prepared  in- 
flation indexes  instead  of  calculating 
their  own  inflation  rates  for  inven- 
tory. This  was  supposed  to  save  the 
companies  time  and  money,  which  it 


costs  them  to  keep  track  of  specific 
price  levels  for  their  inventory. 

But — yank — the  IRS  allowed  com- 
panies (except  those  with  under  $2 
million  sales)  to  use  only  80%  of  the 
government-prepared  figure  in  mak- 
ing LIFO  calculations.  That  means 
they  get  only  80%  of  the  cash  flow 
benefit.  "It's  the  penalty  for  making 
life  easier,"  says  Ernst  &  Whinney's 
Steve  Leifer  with  a  sigh. 

No  doubt,  the  IRS  has  taken  steps 
in  the  last  several  years  to  make  the 
transition  to  LIFO  simpler  in  some 
ways.  For  example,  financial  officers, 
who  are  jittery  because  LIFO  usually 
lowers  reported  earnings,  have  been 
allowed  since  1981  to  explain,  in  the 
annual  report,  what  the  generally  bet- 
ter-looking results  for  other  inventory 
methods  would  have  been. 

Nonetheless,  many  accountants  are 
more  than  eager  to  collect  fees  for 
helping  convert  to  LIFO.  And  a 
number  of  them  are  disappointed  to 
find  that  few  companies  are  rushing 
to  make  the  change.  After  all,  says 
James  DeLoach  of  Arthur  Andersen, 
"80%  of  a  benefit  is  better  than  noth- 
ing at  all." — Laura  Saunders 
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INSURE. 


In  today's  world  of  high  risk,  your  corporate  insurance  program  should  be  absolutely 
inspirational.''  That  calls  for  Frank  B.  Hall,  The  Protection  Connection'."  We  bring  21st  Century 
insurance  and  risk  management  technology  to  significant  corporations,  both  large  and  small, 
throughout  the  global  business  community.  Put  the  power  of  The  Protection  Connection'" 
behind  you  now,  before  things  start  to  crumble.  We're  the  creative 
force  in  our  industry,  thine  own  link  to  financial  security. 

FRANK  B.  HALL&  CQ  m^n"e?"P°"'v 


The  Protection  Connection  is  a  trademark  and  service  mark  of  Hallways  Advertising.  Inc.  Copyright  C  Hallways  Advertising.  Inc..  1983.  All  rights  reserved.  ,.; 


•s  wee  Chairman  Avery  Husn, 
son,  and  Bill  Bricker,  Chairman 


The 

conventional 
wisdom  said, 
'Global  oil  glut... 
trim  your  sails.' 
Diamond  Shamrock 
responded  with 
$161  million  for 
five  offshore 
Alaska  leases." 


W.  H.  Bricker 


On  October  13,  1982  Diamond 
Shamrock  successfully  bid  $161 
million  for  exploratory  leases  off 
Alaska's  north  slope.  With  the 
price  of  oil  down,  why  did 
Diamond  Shamrock  make  the 
largest  exploration  commitment 
of  its  history? 

1.  Pretty  obviously,  Diamond 
Shamrock  believes  there  is  oil  in 


the  Harrison  Bay  structure  under 
the  Beaufort  Sea.  If  oil  is  found, 
we  believe  it  could  be  a  reservoir 
so  huge  it  would  increase  our 
domestic  reserves  many  times 
over.  And,  despite  the  fact  it  is 
buried  a  mile  and  a  half  under 
the  arctic  ice,  our  cost  per  barrel 
will  be  remarkably  low.  That 
judgment  is  shared  by  our- 


partners  and  the  geological 
community. 

2.  We  see  a  bright  future  for 
oil.  In  the  U.S.  alone,  demand  for 
energy  is  expected  to  increase 
15%  by  1990  .  .  .  and  only  com- 
panies that  explore  for  signifi- 
cant new  reserves  today  will  be 
ready  to  meet  that  demand. 

3.  The  timing  was  right. 


Diamond  Shamrock  had  the 
resourcefulness  .  . .  and  the 
financial  resources  .  .  .  to  signifi- 
cantly and  successfully  partici- 
pate in  the  third  largest  lease 
sale  ever. 

We  have  found  that,  from  time 
to  time,  the  unconventional 
action  can  generate  the  uncom- 
mon profit.  Write  Director  of  Com- 


munications, Suite  3255,  for  the 
booklet  "The  Beaufort  Sea 
Story."  And  for  all  the  facts  on 
Diamond  Shamrock.  Entrepre- 
neurial. Big  enough  to  make  an 
impact.  And,  when  genuine 
opportunity  knocks,  pretty 
darned  resourceful. 


Diamond  Shamrock 

The  resourceful  company. 

Diamond  Shamrock  Corporation, 
Dallas,  Texas  75201 


The  Up  &  Comers 


In  business  school,  Chairman  Carl  Pehlke 
of  Texscan  studied  marketing.  But  he 
learned  it  only  in  the  real  world,  and  then 
by  making  mistakes. 


Poor  no  more 


By  Toni  Hack 


Ax  last.  Texscan  Corp.  Chair- 
man Carl  Pehlke  has  slipped 
b  off  his  old  Seiko  and  snapped 
on  a  solid-gold  Rolex.  Mrs.  Pehlke 
now  wears  diamond  earrings.  Several 
other  Texscan  executives  have  be- 
come millionaires,  and  Texscan  itself 


now  deals  with  the  big  boys  in  elec- 
tronics. Four  months  ago  it  laid  out 
$15  million  for  General  Telephone  &. 
Electronics'  loss-ridden  cable  TV 
equipment  business.  All  of  that  is 
nearly  enough  to  make  Pehlke  forget 
the  cost:  18  years  of  hard  and  often 
fruitless  work,  during  which  he  lost 
two-thirds  of  his  stomach — to  ulcers 


induced  by  worry.  Slouching  on  a 
couch  in  Texscan's  Phoenix  office, 
Pehlke  says,  "We  were  beat  up  so 
long,  you  can't  imagine." 

Yet  Texscan  has  succeeded  in  one 
of  the  toughest  businesses  around:  ca- 
ble television  equipment.  The  finan- 
cial strength  of  the  customers,  opera- 
tors of  cable  systems,  has  failed  to  live 
up  to  expectations.  Cable  technology 
changes  fast.  That  has  taken  its  toll  of 
equipment  makers,  many  of  whom 
have  suffered  from  some  combination 
of  price  pressures,  shrinking  orders 
and  new-product  flops.  Texscan,  how- 
ever, in  the  fiscal  year  ended  Apr.  30, 
posted  a  year-to-year  gain  of  31%,  to 
89  cents  a  share,  in  earnings;  in  1977, 
its  first  big  year  in  the  cable  business, 
the  company  earned  just  5  cents  a 
share.  Net  profit  margins  have  wi- 
dened since,  from  1.6%  to  10.4%,  up 
there  with  Apple  Computer's. 

There's  a  good  reason  Texscan  has 
avoided  the  pitfalls  of  cable.  Pehlke,  a 
University  of  Chicago  M.B.A.  in  mar- 
keting, made  plenty  of  costly  mis- 
takes, but  he  learned  plenty  from 
them.  Texscan  was  in  trouble  the  day 
it  was  born  in  1965.  Pehlke  and  fames 


r exscan  Corp.  Chairman  Carl  Pehlke 

'*W«  were  beat  up  so  long,  you  can't  imagine. 
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To  all  those  businessmen 
who  like  to  gripe  about  Ma  Bell 
but  still  can't  cut  the  cord. 


Some  businessmen  seem  to 
enjoy  complaining  about  Ma  Bell.  But 
they  can't  cut  the  cord  either.  It's  time 
businessmen  took  Ma  Bell  off  the 
hook.  And  called  us. 

We're  Executone?  the  nation's 
i  largest  independent  designer  and 

marketer  of  business  telephone  sys- 
j;  terns.  We're  the  only  strictly-business 

business  phone  company  that's  in  all 
j:  50  states. 

We  install  little  systems  to  big 
ones.  And  we've  been  helping  com- 
panies of  all  kinds  and  sizes  for  more 
than  45  years. 

Ibday,  we  have  230  indepen- 
dent locations  where  you  can  get  an 
objective  appraisal  and  recommenda- 
tion about  your  whole  phone  system. 

Let  Executone  show  you  how 
to  get  more  business  phone  for 
your  money. 


Call  us  or  send  in  the  coupon 
right  now.  You  do  want  to  stop  com- 
plaining, don't  you??? 

800-645-1111 

Executone  inc. 

The  Nationwide  Business  Phone  Company  SM 

A  CONTIL  COMPANY 


I  Ok,  Executone.  Show  me  how  to 
|  save  money  and  own  a  better 
j  business  telephone  system. 

□  Please  send  descriptive 
brochure. 

□  Have  representative  phone  for 
appointment. 

Name  

j  Phone  #  

Firm  

No.  of  Phones  

Street  

City  State  Zip.  

I  MAIL  TO:  Executone  inc. 

Two  Jericho  Plaza 
Jericho,  N.Y  1 1753  f-93 

Executone®  is  a  registered  trademark  of  Executone  inc 


y  Up  &  Comers 

i  ,  _  1 

A  Luksch,  now  executive  vice  presi- 
dent, had  quit  a  tiny  electronics  com- 
pany when,  Pehlke  says,  the  boss  re- 
neged on  a  pledge  of  stock  ownership. 
Banking  on  a  loan  to  come  from  a 
small-business  investment  corpora- 
tion, Pehlke  hired  25  employees  to 
begin  designing  radio-frequency  test 
equipment,  such  as  oscilloscopes  and 
sweep  generators.  His  former  employ- 
er sued,  and  the  SBIC  backed  away. 
(Much  later,  the  suit  was  settled.) 
Panicked,  Pehlke  lined  up  a  "sugar 
daddy,"  as  he  calls  the  local  restau- 
rant owner,  to  carry  payroll,  in  return 
for  stock  warrants,  for  a  few  months. 

But  more  money  was  desperately 
needed.  As  a  last  resort,  because  no 
underwriter  would  touch  him,  Pehlke 
managed  a  do-it-yourself  underwrit- 
ing under  Regulation  A  of  the  Securi- 
ties Act,  which  permits  a  simple  and 
inexpensive  registration  of  shares  to 
raise  capital,  then  limited  to  $300,000 
an  offering.  Pehlke  enlisted  local 
stockbrokers  to  push  the  shares  of  his 
troubled  venture.  That  money,  too, 
went  quickly.  To  clinch  a  few  fast 
sales  of  sweep  generators,  Pehlke  took 
handmade  prototypes  to  the  first 
trade  show  on  the  calendar — in  Ger- 
many. "We  should  have  waited," 
Pehlke  says,  "but  we  were  so  desper- 
ate for  orders  that  we  did  it.  It  was  the 
mistake  of  our  lives."  German  engi- 
neers examined  the  innards  of  Tex- 
scan's  equipment  and  found,  to  their 
horror,  no  spiffy  production-line  mod- 
els, but  boxes  of  messy  soldering  and 
tangled  jumper  wires.  Sales  were 
scant.  "It  was  almost  our  downfall  in 
Europe,"  Pehlke  says. 

From  that  experience  Pehlke  ham- 
mered out  two  iron  rules:  Raise  mon- 
ey before  you  need  it,  and  never  take 
an  untested  product  to  market.  In  July 
1980  the  price  of  Texscan's  stock, 
now  traded  on  the  Amex,  began  a  long 
rise.  In  November  it  was  still  climb- 
ing, so  Texscan  sold  $9  million  worth 
of  shares  in  a  public  offering.  When, 
six  months  later,  the  price  was  still 
rising,  Pehlke  went  back  to  the  mar- 
ket for  $12  million.  Most  of  the  new 
cash  he  merely  banked.  Texscan's  in- 
terest income  amounted  to  28%  of  its 
pretax  income  in  fiscal  1982.  And 
Pehlke  had  a  fair  amount  of  cash  on 
hand  when  acquisitions  came  his 
way.  In  1982  he  bought  a  manufactur- 
er of  converters,  which  translate  cable 
signals  into  TV  receiver  signals,  and 
slowly  developed  addressability,  per- 
mitting the  cable  operator  to  change  a 
customer's  channels  without  sending 
a  serviceman  to  the  customer's  home. 


In  the  market  for  addressable  convert- 
ers, competitors,  notably  Oak  Indus- 
tries and  Scientific-Atlanta,  have  suf- 
fered from  hastily  introducing  prod- 
ucts with  faults.  But  Texscan  waited 
until  it  got  the  bugs  out  and  will  ship 
its  first  order  next  month. 

Pehlke's  nerviest  acquisition  was 
GTE-Sylvania's  cable  equipment  line, 
which  roughly  doubled  Texscan's 
sales,  from  $55  million,  and  rounded 
out  its  offerings  in  amplifiers  and  con- 
verters. That  acquisition  did  leave 
Texscan  with  a  lot  of  debt,  so  in  }une 
the  company  sold  $40  million  in  con- 
vertible debentures,  of  which  it  kept 
$24  million  in  cash.  Long-term  debt 
now  accounts  for  49%  of  capital.  Con- 
sidering the  state  of  the  cable  equip- 
ment business,  that's  a  big  load.  The 
business  has  already  seen  some  hard 
times,  and  it  is  unlikely  to  get  much 
easier.  Construction  of  new  cable  sys- 
tems, on  which  operators  spend 
around  $20,000  a  mile,  has  probably 
already  peaked  and  will  begin  to  fall 
off  steeply  in  the  mid-1980s.  Opera- 
tors will  continue  to  improve  old  sys- 
tems but  will  spend  less  than  $4,000  a 
mile  on  them.  "It's  a  shook-up  market 
out  there,"  notes  analyst  Kenneth  Lu- 
cas of  Moseley,  Hallgarten,  Estabrook 
&  Weeden.  Moreover,  in  selling  se- 
curities when  it  wasn't  absolutely 
necessary,  Pehlke  has  diluted  his  own 
and  other  shareholders'  interest  in 
Texscan  by  18%. 

The  tradeoff  will  look  good  if 
Pehlke  can  make  the  Sylvania  acqui- 
sition work.  Sylvania  lost  money  not 
because  of  shoddy  products,  he  says, 
but  because  it  failed  to  cut  costs 
enough.  Pehlke  has  pared  across  the 
board:  labor,  inventory,  materials, 
overhead.  "I  think  we  made  money 
the  first  month,"  he  says,  knocking 
on  the  coffee  table  in  front  of  him. 
Any  Sylvania  profits  eventually  will 
reflect  in  Texscan's  stock  price, 
which,  at  203/.,  is  already  up  1,200% 
in  less  than  four  years  and  amounts  to 
23  times  earnings.  If  the  stock  price 
gets  to  45,  Pehlke  can  force  conver- 
sion of  the  debentures  and  take  a  load 
off  his  balance  sheet. 

Meanwhile,  Pehlke  hopes  he  will 
need  the  $24  million  left  over  from 
the  debenture  offering  to  expand  ca- 
pacity for  TRACS,  a  converter  system 
that  sits  on  an  exterior  wall  or  tele- 
phone pole  instead  of  a  TV  set.  It's 
meant  to  foil  customers  who  steal 
cable  service  by  fiddling  with  their 
converters.  Cable  system  operators 
have  been  slow  to  be  won  over,  but 
Pehlke  signed  a  contract  for  TRACS 
hardware  worth  around  $17  million 
last  month.  Now  he  is  negotiating  a 
contract  that  may  be  worth  $150  mil- 


lion over  seven  years. 

Pehlke  is  looking  to  Europe,  where 
many  big  cable  systems  have  yet  to  be 
built,  for  growth.  Only  9%  of  Tex- 
scan's sales  last  year  were  in  Europe, 
and  they  were  mostly  sales  of  radio- 
frequency  test  gear.  In  May,  though, 
Pehlke  sold  $4.2  million  worth  of  con- 
verters to  British  Telecom.  He  is  now 
trying  to  work  out  a  joint  venture 
with  a  German  cable  equipment  com- 
pany to  sell  equipment  in  Germany, 
where  Texscan  made  its  first,  disas- 
trous sales  pitch  18  years  ago.  Pehlke 
cannot  yet  be  said  to  have  the  com- 
pany's future  wired.  But  if  he  suc- 
ceeds, it  will  be  in  part  because  he 
kept  to  a  few  simple  rules. 

There  is  a  third,  more  personal  rule, 
which  he  puts  thusly:  "The  way  we 
operate,  we  have  to  buy  a  lot  of  things 
for  our  wives  or  we  won't  keep  them, 
because  we're  not  really  around." 
Hence  Mrs.  Pehlke's  diamond  ear- 
rings, which  he  gave  her  for  her  last 
birthday  just  before  he  flew  off  for  a 
cable  convention  in  June  in  Houston. 
Pehlke  can  easily  afford  such  baubles. 
He  holds  $5.4  million  worth  of  Tex- 
scan stock.  How  many  other  Reg  A 
promoters  can  claim  as  much? 


Grow,  or  else 

Fl  or  a  small  company,  Base  Ten  Sys- 
tems, Inc.  has  plenty  of  work  in 
sight.  Contracts  to  provide  electronic 
aircraft  gear  for  the  North  Atlantic 
Treaty  Organization  (NATO)  have  as- 
sured Base  Ten  of  at  least  $100  mil- 
lion in  sales  through  the  year  2000. 
For  several  years  now,  profit  from  the 
NATO  business  has  come  in  to  fatten 
the  cash  account.  That,  quite  natural- 
ly, has  delighted  management  and 
shareholders.  Yet  the  company's  obvi- 
ous success  in  landing  its  lucrative 
NATO  business  fails  to  obscure  some 
big  questions:  Where  does  Base  Ten  go 
from  here?  What  does  chairman 
Myles  M.  Kranzler  do  for  an  encore? 

Flash  back  to  1975  to  see  Base  Ten's 
predicament  in  perspective.  Then,  as 
now,  the  question  was  how  to  grow. 
Base  Ten,  in  Trenton,  N.J.,  was  des- 
perately searching  for  markets  for  its 
products  in  telemetry,  the  measure- 
ment and  electronic  transmission  of 
data  from  remote  areas  by  radio.  The 
field  was  crowded,  the  market  stag- 
nant. "We  had  to  grow  or  die.  The 
only  way  to  grow  was  to  get  a  larger 
piece  of  the  pie,"  recalls  Kranzler, 
known  around  the  office  as  Mike. 

As  it  stood  then,  Base  Ten's  piece  of 
pie  was  minuscule.  In  1974  Base  Ten 
had  made  $124,000  on  $3  million  in 
sales.  But  by  the  end  of  1975  the  com- 
pany would  lose  $270,000  and  sales 
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The  car  that  holds 
your  family  should 
also  hold  the  road. 


Ford  LTD. 

Comfort  plus  capability. 

A  smooth-riding, 
comfortable  family  car 
has  to  face  the  same 
roads  that  are  driven  by 
everybody  else.  Roads 
that  are  bumpy,  surpris- 
ing, sometimes  wet  and 
always  full  of  traffic. 

That's  why,  when  you 
look  bevond  the  com- 
fort of  a  1983  Ford  LTD, 
you  will  find  a  remark- 
ably capable  machine. 

Case  in  point,  the  gas- 
pressurized  shocks.  As 
you  drive,  the  first 
sensation  they  give  you  is 
smoothness.  But  then 
you'll  notice  how  they 
keep  the  tires  on  the  road 
over  bumps.  And  as  you 
turn,  they  help  maintain 
control  for  better 
handling. 

The  steel-belted  radial 
tires  are  also  worthy 


of  note.  The  tread  pat- 
tern wraps  up  around 
the  sidewall.  So  in  sharp 
turns,  the  tire  rolls  onto 
additional  tread.  Not 
smooth  rubber. 

Even  the  shape  of  the 
car  is  useful.  It  efficiently 
reduces  gasoline- 
consuming  drag  (.37  Cd. 
for  Ford  LTD;  .45  for 
Toyota  Cressida  or  .46 
for  Saab  900),  and  re- 
duces aerodynamic 
turbulence  for  less  wind 
noise. 

Speaking  of  efficiency, 
LTD  offers  a  wide  selec- 
tion of  powerplants. 
The  standard  engine  is 
a  crossflow  head  2.3  liter 
four-cylinder  engine  with 
a  four-speed  manual 
transmission.  You  can 
also  order  a  3-3  liter  in- 
line six-cylinder  engine 
or  a  weight-saving 
3.8  liter  V-6. 


Also  available  with  the 
3.8  liter  V-6  is  our  four- 
speed  Automatic  Over- 
drive transmission.  At 
highway  speeds,  this 
transmission  reduces 
engine  RPMs  by  nearly 
one-third  for  improved 
economy.  The  V-6  with 
Automatic  Overdrive 
is  rated  at 


20  EPA  est. 


mpg,  32  estimated  high- 
way. The  standard  en- 
gine  is  rated  at 


26  EPA 


est.  mpg,  40  estimated 
highway*. 


Inside  LTD  are  in- 
dividually reclining 
front  seats,  soft  cloth, 
cut-pile  carpeting,  plus 
handy  bins  and  trays  for 
all  the  stuff  a  family 
collects.  And  here,  too, 


you  will  feel  the  thinking 
of  the  designer. 

The  seats  hold  you 
comfortably.  The  steer- 
ing wheel  puts  your 
arms  in  a  natural, 
fatigue-free  position. 
And  most  of  the  driving 
controls  are  mounted 
on  the  steering  column, 
so  your  left  hand  can 
always  stay  close  to 
the  steering  wheel. 

Ford  LTD  is  a  name 
that  has  always  meant 
room,  ride  and  comfort. 
But  now  it  also  means 
impressive  capability  on 
the  road. 

Special  note:  Ask 
your  Ford  Dealer 
about  savings  that  are 
available  on  specially 
equipped  LTDs.  See 
your  dealer  soon. 

*For  comparison  Actual  mileage 
may  vary-  depending  on  speed,  dis- 
tance and  weather  Actual  highway 
mileage  and  California  ratings  lower. 

Get  it  together  —  Buckle  up. 


Have  you  driven  a  Ford, 
lately? 


WHO  BUI 


ONLY 

beefeater:  gin 
could  make  all 
these  statemen1 

AND  BE  SO 
ENJOYABLE. 

The  Crown  Jewel  of  England.'' 

It  actually  has  roots  all  over  th> 
world.  Our  juniper  berries,  for  ir 
stance,  come  from  the  southern  A 
because  that's  where  the  choice 
juniper  grows. 
Our  angelica  comes  from  Belgium.  And  our 
from  Italy. 

Are  these  trips  necessary?  Only  if  we  (and  yc 
insist  on  the  world's  most  excellent  gin. 

The  Master  Stillman. 

In  London-home  of  the  world's  driest,  most 
delicate  gins-stillmanship  is  held  as  art,  and  ou 
still  men  as  masters  of  it. 

Indeed,  as  you  will  see,  there  is  in  the  distilli 
of  Beefeater  Gin  a  distinct  resemblance  to  the  a 
the  great  jewelers. 

We're  all  heart. 

A  distilling  run  consists  of  an  unblemished 
middle,  or  "heart,"  and  of  "foreshots  and  feints, 
the  beginning  and  end  of  the  run, 
which  are  flawed  and  out  of  balan 
Our  master  distiller,  like  a  r 
jewel-cutter,  selects  only  the  c 
flawless  heart  of  the  run-thu 
assuring  you  of  a  gin  of  delic 
taste  and  impeccable  balan 

Proof  Perfect. 

Beefeater  Gin  is  bottled  at  precisely  94  proo 


EEFEATER? 


s  proof  was  not  chosen  by  wh  i  m . 

\t  an  even  slightly  higher  proof,  the  gin  would 
m  shade  less  delicate.  Any  lower  and  it  would  be 
;ace  less  flavorful.  Our  exacting  proof  imparts  to 
i  heater  a  balance  between  delicacy  and  flavor 
i  ?ly  achieved  in  any  other  gin. 

T  The  Legacy  of  James  Burrough. 

bur  founder  had  a  basic  philosophy:  if  you  want 
\  ing  done  right,  do  it  yourself. 

slot  a  single  distillation  of  his 

•feater  Gin  left  the  distillery  until 

as  approved  by  Mr.  Burrough 
iliself. 

He  wasn't  much  of  a  delegator, 
!  he  made  an  exceptional  gin. 

His  philosophy  has  been 
"tided  down  through  succeeding 
Iterations  of  the  Burrough  family,  who  still  approve 
n  batch  of  Beefeater  before  it  can  leave  the 
i'illery. 

he  apple  never  falls  far  from  the  tree.  For  which 
'drinkers  to  this  day  are  profoundly  grateful. 

London  is  as  London  does. 

|L  lot  of  gins  have  the  word  "London"  on  their 
bis.  But  that  does  not  necessarily  mean  they 
ile  distilled  in  London. 

si'h  fact,  there  is  only  one  major  gin  you  can  buy 
he  United  States  that  is  distilled,  bottled  and 
ijed  in  London. 

%     And  that  gin  is  Beefeater  Gin. 

■» 

Si  Hold  Beefeater  up  to  a  light. 

That's  what  we  do  at  the  distillery 
in  London.  The  bottle  is  absolutely 
clear,  rather  than  colored  glass,  so 
you  can  appreciate  the  brilliant 
clarity  of  Beefeater. 

We've  got  your  number. 

Dok,  for  example,  at  the  individual  registration 
iber  on  the  back  label  of  any  bottle  of  Beefeater 
If  it  happened  to  be  the 
\A  shown  here,  it  would    ]\o.  JF  1222146 
/ou  that  your  Beefeater 
distilled  Thursday,  January  7,  1982,  under  the 
?rvision  of  Thomas  Bowman,  Master  Stillman, 


and  that  this  particular  distillation  was  approved 
personally  by  Mr.  Norman  Burrough,  a  direct 
descendant  of  our  founder,  before  it  was  allowed 
to  leave  the  distillery. 

Does  it  do  any  good  to  know  all  this?  It  does 
indeed.  That  number  is  a  vital  part  of  Beefeater 
Gin's  quality  control. 

Because  the  number  is  Mr.  Bowman's  personal 
signature.  And  Mr.  Burrough's  as  well. 

And  any  artist  is  at  his  best  when  he  has  to  sign 
his  work. 

A  Most  Exclusive  Honor. 

Enjoyed  in  over  1 70  countries, 
Beefeater  Gin  has  achieved  such 
recognition  around  the  world  that 
its  makers  have  been  honored  four 
times  with  The  Queen's  Award... presented  on  the 
birthday  of  Her  Majesty,  Elizabeth  II.  No  other  gin 
has  earned  this  coveted  award  even  once. 

First  Name  for  the  Martini. 

It  is  in  the  Martini  that  the  differences  among 
gins  become  most  evident. 

There  is  nothing  in  a  Martini,  you  know,  except 
the  gin  itself,  a  dash  of  vermouth,  and  perhaps  an 
olive. 

For  a  gin,  then,  the  Martini  is  the  moment  of 
truth.  Because  the  gin  in  a  Martini 
stands  virtually  alone  for  you  to  judge. 

And  you  judge  wisely.  Of  all  cock- 
tails, the  one  most  often  called  for  by 
brand  name  in  America  is  the  Beefeater 
Martini. 

The  Lessons  of  History. 

Beefeater  has  a  long  and  colorful 
history!  The  Beefeater  name  and 
the  scarlet-coated  yeoman  on  the 
bottle  go  back  more  than  900 
years,  to  the  regi- 
ment that  guarded 
William  the  Conquer- 
or in  the  Tower  of 
London. 

Of  course,  you  can't 
really  taste  history. 

Or  can  you? 


BEEFEATER 


•EFEATER GIN. The  Crown  Jewel  of  England! 
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For  all  the  commitments  you  mak 


j 

1 


A  milestone  such  as  25  successful 
years  in  business  only  occurs  when 
commitments  are  kept  by  both  em- 
ployers and  employees.  Commitment 
is  the  key  to  making  our  family,  home  and  busi- 
ness what  we  want  them  to  be.  And  commit- 


IMSURANCE  FROM 


OVA 


ments  worth  keeping  are  worth 
thoughtful  protection.  The  CNA 
Insurance  Companies  and  the 
agents  who  represent  us  understand 
this.  We  provide  all  lines  of  insurance... to  help 
those  who  make  commitments  keep  them. 


CNA  Insurance  ComDanies/CNA  Plaza/Chicago,  IL  60605  •  Independent  agents  who  represent  CNA  are  listed  in  the  Yellow  Pages 
Personal,  Commercial,  Lite  and  Health,  Employee  Benefits,  Professional  Liability,  Association  Programs,  Annuities  and  Pensions 


The  Up  &  Comers 


would  drop  one-third,  as  compared 
with  the  year  before,  to  $2  million. 
Kranzler,  Bill  Errickson  and  Jim  Eby, 
all  engineers,  had  to  grapple  with  the 
biggest  decisions  required  of  them 
since  they  struck  out  on  their  own 
and  founded  the  company  nine  years 
before. 

"We  made  three  wagers,"  Kranzler 
says.  "We  bet  about  $100,000  each  on 
design  work  for  the  Cruise  Missile 
program;  finding  more  work  for  our 
data  acquisition  system  [the  com- 
pany's basic  telemetry  business];  and 
on  a  bid  on  the  Tornado  program  for 
NATO."  The  Cruise  Missile  bid  sank 


when  LTV  Corp.,  the  prime  contrac- 
tor with  whom  Base  Ten  was  work- 
ing, failed  to  get  the  contract.  But  the 
search  for  additional  telemetry  work 
went  well  enough.  And  the  bid  to 
work  on  the  Tornado,  a  fighter  used 
by  West  Germany,  Italy  and  the  U.  K., 
scored  a  direct  hit.  Base  Ten  beat  out 
three  European  companies  and  won  a 
$2.5  million  contract  for  the  Torna- 
do's principal  weapons  controller. 
"We  thought  we  would  be  fat,  happy 
and  rich  after  we  got  the  contract," 
Kranzler  recalls. 

That  was  pretty  much  the  way  it 
turned  out,  too.  The  prototype  led  to 
additional  contracts  for  the  Tornado, 
best  known  for  wings  that  can  change 
position  in  flight  and  for  its  ability  to 


fly  underneath  radar  at  high  speeds. 
About  $135,000  worth  of  Base  Ten 
equipment  goes  on  each  Tornado.  The 
Tornado  work  has  given  Base  Ten  a 
29%  return  on  equity  over  the  past 
five  years,  compared  with  the  aero- 
space and  defense  industry  average  of 
18% .  Base  Ten  stock,  at  13 'A,  trades  at 
around  20  times  earnings. 

But  consider:  In  fiscal  1983,  ending 
next  month,  revenues  will  rise  by 
about  3%,  to  $19  million  or  so.  But 
earnings  will  be  down  11%,  to  $1.9 
million.  Thus,  for  the  first  time  in 
seven  years,  Base  Ten  will  fail  to  show 
a  year-to-year  increase  in  both  net  in- 
come and  margins.  The  pace  has 
slackened  because  NATO  nations  are 
stretching  out  payments  for  Tornado 


Base  Ten  Chairman  Myles  Kranzler 

"We  thought  we  would  he  fat,  happy  and  rich." 
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work.  And  that  underscores  the  prob- 
lem facing  Kranzler. 

"We  could  just  take  care  of  the  Tor- 
nado program/'  he  says.  "It  would  be 
safe  and  profitable.  But  that's  not  why 
people  invested  in  this  company." 
Kranzler  is  sensitive  to  the  sharehold- 
ers' point  of  view.  He  and  other  insid- 
ers own  a  31%  block  of  voting  stock. 
"We  have  to  grow,"  he  says. 

So,  back  to  risking  money.  The  bud- 
get for  research  and  development, 
about  $50,000  in  1979,  will  grow  to 
more  than  $1  million  this  year. 
Kranzler  hopes  to  land  business  in  the 
U.S.  defense  industry.  Base  Ten  has 
now  accumulated  $7  million  in  cash 
and  equivalent  to  be  used  to  hire  more 
engineers  and  to  prepare  bids  for  de- 
fense contracts.  Base  Ten  has  invested 
$1.8  million  of  its  own  money  to  de- 
sign weapons  control  systems  for  the 
F-20  fighter  aircraft  being  built  by 
Northrop  Corp.,  which  hopes  to  land 
U.S.  and  overseas  orders.  So  far,  how- 
ever, orders  haven't  come  in. 

Kranzler  is  also  researching  a  dis- 
tant cousin  of  the  defense  market, 
home  security  systems  using  elec- 
tronic sensing  devices.  Base  Ten  has 
actually  developed  a  home  security 
system  to  connect  with  telephone 
lines  that,  senior  vice  president 
Errickson  says,  can  be  installed, 
maintained  and  monitored  less  ex- 
pensively and  with  greater  security 
than  others  on  the  market.  Kranzler 
plans  to  sell  the  system  through  the 
seven  regional  telephone  companies 
to  emerge  from  the  American  Tele- 
phone &  Telegraph  breakup  next  Jan- 
uary. "They  all  will  be  looking  for 
revenue  and  we  can  provide  it  ," 
Kranzler  says.  "They  can  charge  for 
providing  access  to  our  system." 

The  system  is  being  tested  in  seven 
cities  in  the  U.S.  and  being  sold  in 
Canada.  Kranzler  says  it  can  be  modi- 
fied to  fulfill  the  dreams  of  electric 
and  gas  utilities  everywhere:  to  take 
meter  readings  simply  by  dialing  a 
customer's  house  and  taking  the 
numbers  over  the  wire.  "To  utility 
companies,"  Kranzler  says,  "home 
monitoring  is  better  than  sex." 

But,  like  other  erotica,  the  dream 
may  be  more  spectacular  than  the  re-" 
ality.  The  proliferation  of  different 
meters  employed  by  utilities  so  far 
has  frustrated  remote  meter-reading. 
Even  if  the  equipment  gets  standard- 
ized, there's  no  guarantee  that  Base 
Ten  will  win  meter-reading  contracts 
from  utilities,  although  Kranzler  says 
Base  Ten's  technology  does  give  it  a 
year's  lead  over  the  competition.  That 


includes  AT&T  itself.  But  AT&T  is 
not  likely  to  lose  interest.  It  already 
markets  an  alarm  that  automatically 
signals  the  fire  station  or  someone 
else  at  the  first  sign  of  smoke. 

It  all  means  that  Base  Ten  will  find 
steady  increases  in  sales  and  earnings 
harder  to  come  by,  unless  and  .un- 
til domestic  defense  work  and  the 
alarm  business  become  realities.  Yet 


Kranzler  professes  no  great  concern. 
"I  don't  give  a  damn  about  the  quar- 
ters," he  says.  "Sure,  it  would  be  nice 
to  announce  that  this  is  the  39th  con- 
secutive quarter  to  show  an  increase. 
But  I  am  thinking  about  what  this 
company  will  be  like  in  10  years  or  in 
20  years."  Kranzler,  who  is  55,  adds: 
"I  plan  to  be  sitting  behind  this  desk 
in  20  years." — Paul  B.  Brown 


Standing  in 

In  1967  a  bunch  of  stereo  buffs  at 
M  Massachusetts  Institute  of  Tech- 
nology, working  out  of  a  janitor's  clos- 
et, managed  to  parlay  their  knowhow 
in  electronics  and  the  novelty  of  Japa- 
nese stereo  into  a  business  that  has 
grown  into  Tech-Hifi.  With  65  stores 
between  Boston  and  North  Carolina, 
Tech-Hifi  has  become  a  leading  stereo 
retailer  in  the  East. 

Too  bad,  in  a  way.  Today,  stereo 
retailing  offers  one  heck  of  a  way  to 
lose  your  shirt.  Nobody,  it  seems, 
sells  for  any  but  the  lowest  price,  and 
profit  margins  have  crumbled  from 
the  onslaught  of  new  products  like 
VCRs,  which  are  competing  for  the 
consumer's  dollar,  along  with  the 
likes  of  Crazy  Eddie.  "We  will  do 
about  $60  million  [sales]  this  year," 
says  Sandow  S.  Ruby,  cofounder  of 
Tech-Hifi.  "We  will  lose  money." 

Even  worse,  Sandy  Ruby  is  no  long- 
er enamored  with  the  business.  Weep 
none  too  loudly,  however.  At  42,  with 
lots  of  money,  Ruby  has  options,  as 
the  tank-thinkers  put  it,  not  readily 
available  to  unemployed  pipefitters. 
When  not  playing  with  his  eight  per- 
sonal computers,  Ruby  is  starting  up 
his  voguishly  named  Micro  Software 
International  Inc.,  outside  Boston. 
From  all  his  successes  and  mistakes 
in  stereo,  Ruby  believes,  he  has 
learned  how  to  create  a  successful 
software  business,  even  though  the 
competition  and  profit  erosion  in  ste- 
reo is  now  also  at  work  in  computers. 

Ruby  says  the  school  of  hard 
knocks  has  worn  down  his  youthful 
callowness.  Of  the  way  he  and  his 
associates  used  to  run  Tech-Hifi,  he 
says:  "Fifteen  years  ago,  we  would  not 
have  changed  anything.  We  were  a 
bunch  of  MIT  smart  asses.  We  could 
do  differential  equations.  We  had  to 
be  smarter  than  merchants.  What  did 
that  do  for  us?  A  lot  of  damage." 

For  example:  Tech-Hifi  salesmen, 
generally  college  students,  knew  all 
the  technical  workings  of  stereo  in- 
nards, but  they  gave  static  to  custom- 
ers who  preferred  sleek  styling,  say,  to 
maximum  fidelity.  "We  never  asked 
the  customer  what  he  wanted,"  Ruby 


the  sunshine 

says.  "As  a  result,  we  stocked  mer- 
chandise people  didn't  want." 

At  Micro  Software,  Ruby  has  sur- 
rounded himself  with  marketing  pros. 
He  thinks  he  has  found  two  ways  to 
compete  with  the  likes  of  Micro  Soft 
(not  to  be  confused  with  Ruby's  own 
upstart  Micro  Software)  and  VisiCorp. 
For  one,  he  intends  to  write  programs 
for  whatever  computer  happens  to  be 
hot.  But,  of  course,  everybody  else  in 
software  wants  to  do  that,  too.  Sec- 
ond, Ruby  plans  to  exploit  his  con- 
tacts in  foreign  distribution,  which  he 
made  in  the  stereo  business.  "There 
are  certain  programs  that  are  hot  over 
there,  that  we  haven't  heard  of,"  Ruby 
says.  He  also  thinks  that  he  can  intro- 
duce U.S.  programs  to  Europe  through 
his  distribution  connections. 

Micro  Software  went  into  business 
in  the  spring.  The  company  is  project- 
ing sales  of  more  than  $4  million  its 
first  year,  a  third  of  that  coming  from 
overseas.  But  software  in  1983  is  un- 
like the  stereo  business  in  the  mid- 
1960s.  Now  there  are  established 
companies  and  Ruby  will  be  fighting 
for  shelf  space  instead  of  controlling 
the  shelf. 

Perhaps  most  surprising,  though,  is 
the  lesson  Ruby  did  not  learn  from  his 
stereo  days.  When  Tech-Hifi  first 
started,  Ruby  says  the  financing  was 
done  with  "smoke  and  mirrors."  So 
you  would  expect  that  Ruby,  for  his 
software  business,  would  have  lined 
up  significant  lines  of  credit  or  ven- 
ture capital  or  even  sold  shares  to  the 
public  to  raise  money.  He  hasn't.  "Fi- 
nancing is  something  we  are  just  not 
good  at,"  he  says. 

Even  so,  Ruby  says,  "We  made  an 
awful  lot  of  mistakes  in  the  stereo 
business  and  still  we  were  able  to 
grow  at  20%  a  year.  The  reason  is,  we 
were  Standing  in  the  field  of  sunshine. 
The  market  was  expanding  all  about 
us.  The  stereo  business  is  no  longer 
like  that,  but  software  is.  Right  now, 
we  all  are  standing  in  the  sunshine.  I 
think  the  market  is  going  to  be  big 
enough  to  support  us."  Well,  it  hap- 
pened once  before.  Maybe  it  will  hap- 
pen again. — P.B.B. 
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Brought 


Coffee  from  Costa  Rica... 
Teddy  bears  to  Tacoma. . . 
and  other  "essentials"  of  your 
everyday  life  are  brought  to  you  via 
Transway's  international  network  of 
transportation  and  distribution  companies. 

Transway  stands  for  leadership  and  innovation 
in  Freight  Forwarding,  Marine  Transportation,  Trailer  Manufacturing 
and  Liquefied  Petroleum  Gas.  From  the  rail  "piggyback"  of  consumer 
goods  to  the  ship  transport  of  raw  materials,  from  producing  trailers  for 
perishables  and  commodities  to  the  marketing  of  LPG . . . 

Transway's  going  places  to  bring  you  products  that  serve  your  needs. 


Mil 

11 

hi 

rif-u 

ID 

Transway  International  Corporation,  747  Third  Avenue,  New  York,  New  York  10017 


NYSE  symbol:  TNW 


We  pick  knowledge 
out  of  thin  air. 


That's  Singer  technology. 


Systems  produced  by  our  HRB-Singer  Division  play  a 
crucial  role  in  modern  electronic  warfare  by  collecting 
electromagnetic  signals  and  turning  them  into 
coherent,  important  defense  intelligence.  In  strategic 
applications,  this  helps  planners  in  identifying,  assess- 
ing, and  countering  long-range  threats.  In  tactical 
situations,  it  provides  commanders  with  information 
needed  to  react  to  rapidly  changing  developments  in 
the  field.  These  capabilities-employing  advanced  data 
processing,  analysis,  and  display  systems-make 
HRB-Singer  a  leader  in  technologies  that  are  vital  in 


protecting  U.S.  interests.- 

Through  expanding  research  and  development  in 
electronic-based  simulation,  guidance,  communica- 
tions, and  specialized  computer  systems,  Singer  is 
writing  a  new  chapter  in  its  corporate  history. 
Together  with  our  unique  consumer  durables 
capabilities  throughout  the  world,  this  technological 
base  positions  us  in  important  growth  markets  of  today 
and  tomorrow. 

The  Singer  Company,  8  Stamford  Forum, 
Stamford.  CT  06904. 


America's  strongest  big  bank  is  in  Cleveland.  More  than  its  traditional,  basic 
industries,  today's  mid -America  is  energy,  medicine,  new  technology  and  service.  More 
than  traditional,  basic  banking,  today's  AmenTrust  is  customized  financing,  refined 
cash  management,  imaginative  planning  and  service,  backed  by  the  strongest 
equity  to  assets  ratio  of  the  top  100  U.S.  banks.  If  that's  the  kind  of  financial  partner 
you  need,  talk  to  a  strong  banker.  Call  Stephen  Kunk,  Senior  Vice  President, 
(216)  687-4988.  AmeriTrust.  Cleveland,  Ohio. 
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Like  a  persistent  ghost,  toxic  substance  liti- 
gation can  come  out  of  a  company's  dis 
tant past  to  haunt  it  to  death. 


It 


Gotcha 


By  Richard  Greene 


Iet's  say  you  had  a  guest  for  dinner 
lin  1943.  You  had  a  lovely  time  and 
served  a  particularly  delicious  dinner. 
It's  now  1983  and  you  get  a  call  from 
your  guest's  lawyer.  It  turns  out  that 
something  he  ate  at  your  house  40 
years  ago  has  caused  him  to  be- 
come very  ill.  He's  suing  you  for 
millions  of  dollars. 

Sound  like  a  nightmare?  Well,  it 
is  coming  true  for  companies  in- 
volved in  toxic  substance  litiga- 
tion. The  claims  stem  from  prod-  - 
ucts  as  diverse  as  asbestos,  Agent 
Orange,  formaldehyde  and  dioxin. 
In  virtually  every  situation  prob- 
lems caused  by  something  sold  J 
years  before  are  haunting  manu- 
facturers today. 

But  defendants  have  some  hope  , 
of  relief.  Congress  is  considering 
legislation  that  would  eliminate 
manufacturers'  liability  on  some 
products  made  more  than  25  years 
before  a  suit  is  filed.  The  proposal 
would  also  require  plaintiffs  to 
prove  that  manufacturers  were 
aware  or  should  have  been  aware 
that  their  products  were  defective 
when  they  put  them  up  for  sale. 
Suits  already  filed  would  be  unaf- 
fected, but  such  a  measure  would 
reduce  the  chances  of  recovery  on 
new  toxic  substance  claims. 

Another  proposal  could  dissuade 
plaintiffs  from  going  to  court.  There  is 
growing  pressure  from  a  number  of 
trade  associations  to  establish  indus- 
trywide superfunds  to  provide  com- 
ensation  for  victims  of  toxic  sub- 
stance diseases.  That  way  many  com- 
pani  would  share  burdens  now 
borne  largely  by  a  few  highly  visible 


defendants  like  Dow  Chemical  Co.  or 
Manville  Corp. 

Even  as  these  reforms  are  being  de- 
bated, however,  damage  claims  prolif- 
erate. No  one  argues  that  individuals 
suffering  because  of  exposure  to  toxic 
substances  don't  deserve  some  kind  of 


compensation.  But  when  you  start 
trying  to  figure  out  who  should  pay, 
the  trouble  begins. 

You  might  think  it  would  be  a  sim- 
ple matter.  The  injured  party  sues  the 
manufacturer,  and  the  manufacturer 
turns  the  claim  over  to  its  insurer. 
Not  so  fast.  "Corporations  rarely  have 
a  single  policy  with  a  single  carrier 
covering  a  period  of  20  or  30  years," 


explains  Arthur  Olick,  a  specialist  in 
defending  companies  from  this  kind 
of  litigation  and  a  member  of  the  law 
firm  Anderson  Russell  Kill  &  Olick. 
"There  are  changes  over  the  years  in 
carrier  and  type  of  policy.  So  the  ques- 
tion arises  as  to  what  triggers  insur- 
ance coverage,"  Olick  explains. 
"What  triggers  liability?  Is  it  exposure 
to  the  substance,  manifestation  of  the 
disease  or  both?" 

Though  this  issue  has  been  widely 
litigated,  Olick  sees  only  one  com- 
mon thread  among  the  decisions:  "Al- 
most universally  they  favor  the  poli- 
cyholder rather  than  the  insurance 
company.  But  there's  still  no  predicta- 
bility. And  the  insurance  companies 
have  almost  always  been  resistant  to 
making  payments.  The  companies 
haven't  paid  willingly."  Result:  Sever- 
al manufacturers  have  sued  their  in- 
surance carriers  for  wrongful  refusal 
to  pay. 

If  your  reaction  to  all  this  is  that  it 
really  doesn't  matter  who  pays  as  long 
as  the  injured  party  gets  what's  com- 
ing to  him,  you  are  missing  the  point. 
All  the  bickering  between  plaintiff 
and  defendant  and  between  defen- 
dant and  his  insurer  is  expensive 
and  time-consuming.  At  every  lev- 
el the  lawyers  take  their  bite.  The 
Rand  Corp.  released  a  study  in 
July,  for  example,  that  says  only  37 
cents  out  of  every  dollar  spent  on 
asbestos  litigation  actually 
reaches  the  hands  of  the  plaintiffs. 
Manville  Corp.  reported  a  similar- 
ly frightening  ratio  in  its  Chapter 
1 1  filings. 

Given  the  trends  in  scientific 
investigation  of  toxic  substances, 
things  may  get  worse.  "Nobody  is 
immune,"  says  Olick.  "You  hear 
about  a  study  in  Timbuktu  and 
realize  every  substance  is  suspect. 
Today's  coffee  can  be  tomorrow's 
asbestos." 

That's  why  some  combination 
of  a  superfund  for  payments  and  a 
statute  of  limitation  on  claims 
could  make  life  better  for  every- 
one— except  the  lawyers. 

A  measure  of  survival? 

Fl  or  years  now  Allstate  Insurance 
Co.  has  paid  its  new  agents  with  a 
combination  of  commissions  and  a 
minimum  salary  guarantee,  based  in 
part  on  previous  earnings.  The  object, 
presumably,  was  to  give  trainees  an 
assurance  that  they  wouldn't  starve, 
while  still  keeping  them  hungry  for 
their  commissions. 
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Very  Dependable. 
Accurate.  And  Swiss 


Very  American,  too.  Proud.  Inventive.  And 
involved. 

It's  that  perfect  blend  of  American  innovation  and 
Swiss  exactness  that  makes  us  the  best  insurance 
protection  for  your  valued  business. 

We  create  world  class  insurance  that's  in  a  class 
by  itself. 


Come  to  Zurich-American  Insurance  Companies 
for  sound  business  insurance  advice.  Vast  technical 
expertise.  And  the  financial  strength  to  protect  your 
enterprise. 

You'll  find  we  speak  plain  English.  But  if  you 
listen  closely,  you'll  hear  our  Swiss  accent  on 
dependability. 


Zurich-American 

American  Creativity.  Swiss  Dependability. 


ZURICH-AMERICAN  INSURANCE  COMPANIES 
Zurich  Insurance  Company*  American  Guarantee  and  Liability  Insurance  Company  •  Schaumburg.  IL  60196 


hich  of  these  things 
do  you  want  your 
future  telephone  to  do? 


More  and 
more,  new  tele- 
phone services 
are  being  created 


Telephone 
alarm 


today— many  of  which  could  be 
introduced  more  quickly  and  eco- 
nomically through  ITT's  revolutionary 
System  12  telephone  exchanges. 
Which  services  would  you  choose? 
An  electronic  telephone  direc- 
tory—so your  phone  can  look 


As  phone  services  expand, 

ITT's  System  12 M 
telephone  exchanges  will       system— will  auto 

expand  with  them.       matically  signal  a  moni- 


up  and  dial  the  numbers  you  want. 
Shopping  from  home— a  TV 
screen  on  your  phone 


show  you  a  selection,  you'll  order  by 
push  button. 

Electronic  mail— you'll  send 
and  receive  correspondence 


by  a  printing  device  linked  to  your 
phone. 

Financial  services— everything 
from  automatic  bill-paying,  to 


stock  purchases  and  financial  man- 
agement all  by  push  button. 

Newspaper  by  phone— a  ter- 
minal in  your  home  will  select 


the  news,  receive,  and  display  or 
print  the  morning  paper  while  you're 
sleeping. 

Instant  travel  service— your 
phone  will  flash  updated  train 
and  airline  schedules  on  a  computer 
screen  (and  then  you  can  request 
your  reservation). 


toring  center  when  your  home  alarm 
goes  off. 

Some  of  these  services  are 
already  available,  but  they're  just  the 
beginning. 

Still  other  extraordinary  customer 
features  will  be  coming  your  way 
before  long,  including  many  not  even 
invented  yet. 

Whatever  the  precise  changes 
in  tomorrow's  services,  they  can  be 
easily  accommodated  by  our  System 
12  telephone  exchanges. 

These  systems  are  totally  unique, 
totally  digital. 

And  they're  so  flexible  that  ad- 
vanced customer  features  can  be 
added  easily 

It's  one  reason  why  12  countries 
have  already  ordered  the  equivalent 
of  over  3  million  lines  of  System  12. 

But  most  of  all,  our  System  12 
exchange  is  the  only  exchange  in 
the  world  built  to  handle  anything  the 
future  brings.  No  matter  what. 

For  more  information  about  our 
continuing  commitment  to  advanced 
telephony  contact  ITT  Telecom,  3100 
Highwoods  Blvd.,  Raleigh,  N.C.  27604. 
Telephone:  1-800-742-1240. 


The  best  ideas  are  the 

ideas  that  help  people.  ■     n  1 

0 1983 -ITT  320  Park  Avenue,  New  York,  N  Y  10022 
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Sound  reasonable?  Well,  it  didn't  to 
Lola  Kouba,  35,  who  took  a  job  with 
Allstate  about  ten  years  ago.  "Soon 
after  she  began  working,  it  became 
clear  to  her  that  all  the  men  had  a 
higher  minimum  monthly  guarantee 
than  she  did,"  says  her  lawyer,  ludith 
Kurtz,  a  staff  attorney  with  Equal 
Rights  Advocates,  Inc.,  a  public  inter- 
est law  firm  in  San  Francisco  that 
deals  exclusively  with  sex  discrimina- 
tion suits.  "My  client  agitated  and  she 
was  given  a  slightly  higher  minimum 
guarantee.  But  she  still  felt  she  was 
being  treated  unfairly,  so  she  filed  suit 
on  behalf  of  all  the  other  female  sales 
agents  and  trainees  at  Allstate." 

Kouba  received  a  summary  judg- 
ment in  her  favor.  The  judge  conclud- 
ed that  since  Allstate  used  prior  earn- 
ings information  to  help  set  its  mini- 
mum guarantee,  the  company  should 
make  sure  previous  employers 
weren't  discriminating.  Otherwise, 
Allstate's  policies  merely  reinforced 
existing  inequities. 

That  decision  was  overturned  on 
appeal,  but  the  Kouba  case  isn't  over. 
Lawyers  for  both  sides  think  it  may 
ultimately  be  resolved  in  the  Supreme 
Court.  In  the  meantime  corporate 
lawyers  are  watching  the  proceedings 
carefully.  If  Kouba  wins,  not  only  will 
Allstate  have  to  fork  over  millions  of 
dollars  to  a  sizable  number  of  female 
sales  personnel,  but  thousands  of  oth- 
er firms  soon  may  be  in  court  facing 
similar  complaints. 

What's  more,  this  case  could  end 
the  practice  of  basing  a  new  employ- 
ee's pay  on  past  salary,  something 
that  is  common  in  much  of  Ameri- 
can industry.  Attorney  Kurtz  points 
out  that  women,  on  average,  earn 
only  59  cents  for  every  dollar  earned 
by  men.  So,  her  logic  runs,  any  sys- 
tem that  bases  current  salaries  on 
previous  income  simply  perpetuates 
old  wrongs.  "This  is  an  entry-level 
position,"  she  says  of  Kouba's  All- 
state job.  "These  workers  are  not 
people  who  aTe  required  to  have  any 
experience  or  training.  If  you  were  a 
male  truck  driver  making  $30,000  a 
year,  you  would  start  with  Allstate 
making  more  than  a  woman  who 
had  done  insurance  sales  and  made 
$20,000." 

Allstate  and  its  lawyers,  however, 
claim  that  Kurtz  and  her  client  total- 
ly misunderstand  the  purpose  of  the 
minimum  guarantee.  "It  is  not  in- 
'  :.ded  as  pay,"  says  Shayle  Fox,  a 
the  Chicago  law  firm  of 
i  ' .  &  Groves.  "After  new  employees 

.    ained   a  eight  weeks  or  so,  they 


should  be  earning  in  excess  of  their 
guarantees.  That  money  is  simply  an 
estimate  of  what  it  would  take  for  a 
person  to  survive  during  the  period  of 
time  when  he  starts  selling  insur- 
ance.- And  a  measure  of  survival  is 
what  someone  was  surviving  on  be- 


By  John  A.  Byrne 

Something  unusual  is  happen- 
ing at  Harvard  Business  School 
these  days.  On  the  Boston  cam- 
pus, where  investment  bankers  and 
management  consultants  routinely 
dangle  high-paying  job  offers,  there  is 
a  newfound  interest  in  the  shop  floor. 

Students  may  once  have  turned  up 
their  noses  at  the  idea  of  working  in 
the  gritty,  grimy  world  of  production, 
but  not  today.  "Graduates  are  defi- 
nitely moving  toward  line  jobs  and 


fore  he  took  the  job." 

So,  Allstate's  lawyers  claim,  the 
company  was  hardly  discriminating. 
It  was  just  trying  to  do  business  in  the 
best  way  it  knew  how.  These  days, 
unfortunately,  the  law  may  require 
higher  standards. 


away  from  staff  positions,"  says 
Placement  Director  Parker  Llewellyn. 
Why?  That's  where  the  opportunities 
are.  Corporations  as  diverse  as  Cum- 
mins Engine,  General  Motors  and 
Raychem  are  among  those  actively 
recruiting  M.B.A.s  for  front-line  oper- 
ations jobs. 

This  change  of  emphasis  mirrbrs  a 
similar  trend  at  corporate  headquar- 
ters. "In  the  last  two  or  three  years, 
the  bloom  has  come  off  the  highflying 
marketing  guy  or  financial  type,"  says 
David  Smith,  managing  director  of 


My  lawyer, 

Comedian  Alan  King  used  to  tell 
stories  about  doctors  who  were  so 
specialized  that  they  would  only  take 
care  of  your  left  thumb.  Well,  doctors 
don't  have  a  patent  on  specialization. 
Consider  the  growing  number  of 
nUrse-lawyers. 

No,  that  isn't  a  typographical  error. 
There  are  now  over  350  men  and 
women  who  either  have  degrees  in 
both  nursing  and  law  or  will  soon 
have  those  degrees.  Given  the  steadily 
growing  number  of  medical  malprac- 
tice suits,  this  is  a  specialty  that  just 
had  to  be  created.  If  you  are  a  plaintiff, 
it  helps  immeasurably  to  have  a  law- 
yer who  can  sling  medical  jargon  with 
the  doctors.  If  you  are  a  defendant 
physician,  it  helps  just  as  much  to 
have  somebody  who  understands  how 
you  do  your  job.  And  if  you  are  a 
hospital  administrator  who  wants  to 
reduce  your  risk  of  debilitating  and 


the  nurse 

expensive  malpractice  litigation,  a 
nurse-lawyer  will  gladly  offer  ad- 
vice— for  a  fee. 

Sandy  Berkowitz,  a  36-year-old 
nurse-lawyer  who  graduated  from  the 
Temple  University  School  of  Law  in 
1978,  is  currently  a  hospital  risk  man- 
agement consultant  with  Johnson  &. 
Higgins,  an  insurance  broker  and 
management  consultant.  Berkowitz  is 
also  vice  president  of  the  American 
Association  of  Nurse-Attorneys. 

How  do  they  help  clients  in  mal- 
practice litigation?  "We  not  only  un- 
derstand the  inside  of  a  hospital,"  she 
explains,  "but  we  also  appreciate  the 
way  things  are  going  to  look  in  court. 
How  'confidential'  a  given  document 
is,  for  example.  It's  amazing,  but 
when  you  say  to  a  doctor,  'I  just  know, 
from  my  experience,  that  what  you 
told  me  isn't  true,'  they  look  at  you 
very  differently." 


More  and  more,  aggressive  M.B.A.s  are 
spurning  a  desk  at  corporate  headquar- 
ters. They'd  rather  be — brace  yourself — on 
the  plant  floor. 


Nuts-and-bolts 
bosses 
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From  JFK  To 
Midtown  Manhattan  In 
10  Minutes  Of  Luxury. 


Complimentary  For  Pan  Am  First  And  Clipper  Class  Passengers. 


Next  time  you  fly  to 
New  York,  you  don't  have  to 
get  stuck  in  the  stop-and-go 
traffic  to  midtown.  Because 
Pan  Am  First  and  Clipper® 
Class  passengers  have  a 
high  way  all  their  own  in  the 
relaxed  comfort  of  Pan  Am's 
helicopters. 

Unlike  other  helicopters, 
ours  fly  six  passengers  instead 
of  packing  in  nine.  Unlike 
others,  they're  twin  engine. 
With  two  pilots.  And  unlike 
others,  all  our  helicopter 
flights  are  nonstop. 

So  we  can  whisk  you 
ifrom  Kennedy  to  midtown  in 


only  10  minutes.  And  to 
Newark  Airport  in  only  17. 

Pan  Am's  helicopter 
service  operates  in  both 
directions  between  the  60th 
Street  Heliport  on  Manhattan's 
East  Side  and  our  Worldport® 
at  JFK  from  8  am  to  12  noon, 
and  from  2:30  pm  to  7:30  pm. 
And  between  Newark  Airport 
and  JFK  from  8  in  the  morning 
till  10  at  night. 

So  when  you  fly  to 
New  York,  fly  all  the  way.  As  a 
Pan  Am  First  or  Clipper  Class 
passenger.  And  be  above  it  all. 

Reservations  are 
necessary. 


Pan  Am.\bu  Can  t  Beat  The  Experienced 

Helicopter  service  operated  for  Pan  Am  by  Omnif  light  Airways,  Inc.  Schedules  subject  to  change  without  notice. 


International,  an  execu- 
ting  firm.  "Companies 
tad  to  cut  costs  and  focus  on 
they  make  their  products.  Oper- 
ations people  control  that  process,  so 
they  seem  to  be  in  greater  demand 
today." 

An  informal  survey  illustrates  the 
trend  dramatically.  Officials  at  Chica- 
go-based Heidrick  &  Struggles,  an- 
other executive  recruiter,  kept  a  record 
of  high-level  promotions  at  major  cor- 
porations during  the  first  six  months  of 
last  year.  Of  74  individuals  promoted 
to  top  positions,  60  came  up  through 
operations,  vs.  1 1  in  finance,  2  in  sales 
and  marketing,  and  1  in  law. 

"We  were  shocked,"  says  William 
Bower  ,  chief  executive  of  Heidrick  & 
Struggles.  "We  expected  that  the  tra- 
ditional routes  to  the  top,  like  finance 
and  marketing,  would  still  domi- 


nate." In  comparison,  a  similar  study 
by  H&.S  three  years  ago  found  that 
nearly  28%  of  the  executives  who 
made  it  to  the  top  rose  through  sales 
and  marketing.  Manufacturing  and 
operations  men  were  second  at  27%, 
while  23%  had  financial  backgrounds 
and  8%  were  lawyers.  "The  fast  track 
often  fits  the  squeaky-wheel  anal- 
ogy," says  Harvard  professor  Robert 
Hayes.  "The  squeaky  wheel  today  is 
the  operations  function." 

Three  years  have  passed  since 
Hayes  and  his  colleague  William 
Abernathy  published  a  now-famous 
study  attacking  management  for  a  de- 
cline in  U.S  industrial  competitive- 
ness. Part  of  their  criticism  rested  on 
the  observation  that  since  the  mid- 
Fifties  the  percentage  of  top  manage- 
ment positions  filled  by  executives 
with  financial  and  legal  backgrounds 


had  risen  steadily.  It  was  unfortunate, 
they  claimed,  that  few  chief  execu- 
tives had  hands-on  experience  with 
their  company's  technologies,  cus- 
tomers and  suppliers. 

More  recently,  management  con- 
sultants Thomas  Peters  and  Robert 
Waterman  reached  similar  conclu- 
sions when  they  tried  to  find  out  what 
makes  some  U.S.  corporations  per- 
form better  than  others.  The  top  per- 
formers in  their  study  were  led  by 
managers  who  grew  up  with  the  core 
of  the  business.  At  successful  firms 
like  Hewlett-Packard  and  Maytag,  for 
example,  the  emphasis  was  on  electri- 
cal engineering.  At  Bechtel  and  Fluor, 
mechanical  engineering.  Outstanding 
companies,  Peters  and  Waterman 
concluded,  are  seldom  led  by  accoun- 
tants or  lawyers. 

No  wonder,  then,  that  more  of  to- 
day's eager-to-succeed  business 
school  graduates  want  line  jobs  than 
used  to.  FMC  Corp.  m  Chicago,  for 
instance,  used  to  place  as  many  as 
90%  of  its  M.B.A.  recruits  from  top 
schools  in  staff  positions.  Now  40% 
of  their  M.B.A.s  go  directly  into  line 
positions,  some  as  mundane  as  assis- 
tant to  a  plant  manager.  "More 
M.B.A.s  want  'real'  jobs  today,"  says 
fim  Andrews,  head  of  management 
resource  planning  for  FMC.  "They 
generally  have  anywhere  from  one  to 
five  years  experience,  so  they're  ready 
for  a  job  in  operations." 
|n  the  past,  of  course,  ambitious 
Anew  hires  were  more  interested  in 
the  visibility  and  glamour  of  staff 
work  at  corporate  headquarters.  Now 
they  seem  more  realistic.  "The  new 
interest  is  driven  by  students'  appre- 
ciation of  the  fact  that  many  business- 
es have  to  become  low-cost  producers 
to  survive,"  says  Harvard's  Llewellyn. 
"If  you  are  in  a  job  where  you  can  help 
do  that,  you  increase  your  corporate 
leverage."  Translation-  Save  the  com- 
pany's money  and  you're  likely  to  get 
promoted. 

All  of  this  is  a  healthy,  normal  part 
of  the  free  enterprise  process.  At  the 
close  of  World  War  II,  the  U.S.  was 
acknowledged  to  be  a  premier  indus- 
trial producer.  In  the  Fifties,  with  the 
economy  growing  and  new  customers 
to  sell  to,  marketing  skills  were  at  a 
premium.  Then,  what  with  the  Six- 
ties stock  market  boom  and  the  rise  of 
conglomerates,  financial  wizardry 
predominated.  In  the  Seventies,  man- 
agers spent  their  time  fighting  the 
government. 

It's  been  30  years,  then,  since  man- 
ufacturing was  in  the  limelight.  With 
a  little  luck,  the  rewards  of  the  cur- 
rent shift  in  corporate  attention  won't 
be  long  in  coming.  ■ 
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Today,  changes  affecting 
your  business  hit  you  at  the 
speed  of  light.  You  need  cre- 
ative solutions  to  your  financial 
needs-thinking  that  goes 
beyond  tradition.  You  belong 
with  a  bank  in  the  forefront  of 
change.  Chemical  Bank. 

We  still  believe  in  the 
traditional  values  of  service  and 
reliability  But  we're  going  further, 
adding  increased  flexibility  and 
responsiveness,  constant  innova- 
tion, plus  all  the  skills  of  the 
newest  technologies. 

When  computers  were  still 
the  tools  of  the  backroom,  we 
developed  ChemLink,"  and  put 
global  electronic  cash  manage- 
ment at  your  fingertips.  And 
we're  constantly  expanding  its 
capabilities. 

Our  record  on  loan 


response  time  has  always  been 
good-but  that  wasn't  good 
enough  for  Chemical.  Aggres- 
sive business  needs  aggressive 
banking,  so  our  lending  groups 
are  organized  to  initiate  even 
faster  decisions  on  corporate 
credit. 

Our  highly  skilled  banking 
professionals  reflect  a  new  spirit 
in  Chemical  Bank- innovative, 
constantly  improving,  winning. 
You'll  see  it  in  our  performance 
and  in  your  financial  picture. 

What  Chemical  has  done 
yesterday,  what  we're  doing 
today  and  what  we're  working 
toward  for  tomorrow  are  all 
part  of  the  tradition  of  giving 
you  the  very  best  banking 
service.  And  now,  at  Chemical, 
taking  you  beyond  tradition  is 
our  new  tradition. 

ChemicalBaisk 


Chemical 
takes 

you  beyond 

tradition. 


Member  FDIC 


Ipjohn  lepds  l|^)iiig  hand 
the  arthritic  by  using  the  body's 
own  chemistry  to  fight  pain. 


The  destruction  wrought 
by  arthritis  can  be  an  agonizing 
process:  An  inflammation  so 
profound  it  can  transform  a 
once  vital,  vigorous  person  into 
one  who  moves  cautiously  in  a 
world  clouded  with  pain. 

'Ib  the  people  at  The 
Upjohn  Company.  the.  battle 
against  this  world  of  pain  is  a 


primary 
task. 

For  answers,  we  are 
probing  deep  into  the 
mechanism  of  inflammati" 

Research  with 
prostaglandins  has  shown  I 
these  naturally  occurrmi> 
substances  play  a  key  role 
the  inflammation  process. 


"ain. 

i)  interrupt  these  signals, 
tis  medicines  developed 
e  Upjohn  Company  work 
ibit  the  production  of 
pain  enhancers, 
lut  our  long-range  goals 
far  beyond  temporarily 
ing  arthritis  and  its 


symptoms.  New  knowledge 
about  cells  is  pointing  the  way 
to  actually  modifying  the 
disease  through  immunology. 

By  zeroing  in  on  individual 
populations  of  cells,  we  can 
pinpoint  those  cells  directly 
involved  in  the  disease  process 
itself,  and  work  toward 
controlling  their  actions. 


So  instead  of  alleviating 
arthritic  pain,  we  could  end  up 
eradicating  it. 

For  nearly  100  years,  The 
Upjohn  Company  has  looked 
to  the  future  and  found  answers 
to  "impossible"  questions. 
Looking  for  more  will  make  our 
second  century  of  caring  even 
more  exciting  than  the  first. 


For  booklet  "What  You  Should 
Know  About  Arthritis,"  write 
CARING,  Department  AT, 
PC).  Box  2497, 

Kalamazoo,  Michigan  49003. 

Upjohn 


r. 


The  Funds 

Health  Sciences  Trust  raised  lots  of  money, 
but  performance  hasnt  matched  that  mar- 
keting success.  Is  now  the  time  to  buy? 


Rx  for 
tired  blood 


By  Barbara  Rudolph 


UTUAL  FUND  MANAGERS  Cre- 
ate new  products  not  because 
of  new  research  ideas  or  so- 
phisticated market  strategies.  They 
gear  up  to  sell  what  they  think  the 
public  wants  to  buy. 

Putnam  Management  Co. 
caught  the  market  perfectly 
in  March  of  last  year.  Its 
Health  Sciences  Trust  fund 
pulled  in  a  thumping  $245 
million  in  deposits  and 
around  $20  million  in  load 
charges,  one  of  the  industry's 
most  successful  new  offer- 
ings ever.  Investors  were  cap- 
tivated by  the  idea  of  "sec- 
tor" or  "category"  funds,  and 
the  new  Putnam  product  was 
one  of  the  first  of  the  current 
crop  to  hit  the  market. 

The  Health  Sciences 
Trust's  performance,  how- 
ever, hardly  matches  its 
salesmanship.  In  terms  of  to- 
tal return,  HST  is  up  40%  for 
the  year  ended  Aug.  4.  Even 
though  that  gain  is  well  be- 
low the  overall  market  rise 
during  the  same  period,  the 
improvement  is  probably 
enough  to  keep  most  share- 
holders happy. 

But  not  for  those  investors 
who  closely  track  the  com- 
petition. HST  ranks  in  the  31st  per- 
centile of  the  537  funds  monitored  by 
Lipper  Analytical  Services,  Inc.  Even 
more  embarrassing  to  Putnam  is  the 
fact  that  two  small  funds  specializing 
in  similar  areas  performed  roughly 
twice  as  well.  Medical  Technology 
Fund,  a  four-year-old  no-load  based  in 


Flourtown,  Penna.,  was  up  78%  for 
the  same  period,  and  Fidelity's  two- 
year-  old  low-load  Select  Health  Port- 
folio was  up  84%. 

Where  did  HST  go  wrong?  The  size 
of  the  fund  may  be  part  of  the  prob- 
lem. HST  attracted  "more  money 
than  we  expected  or  even  desired," 


Chairman  George  Putnam  told 
Forbes  last  year.  And  that  apparently 
intimidated  the  fund's  portfolio  man- 
agers. At  the  end  of  August,  for  exam- 
ple, HST  was  only  55%  invested  in 
equities.  Its  cash  position  was  a  siz- 
able 23%  as  late  as  October. 
When  the  investments  did  come, 


however,  they  were  overly  conserva- 
tive. HST  bet  on  the  large  pharmaceu- 
tical and  hospital  supply  companies 
like  SmithKline  Beckman  Corp.  and 
Pfizer  Inc.,  which  have  underper- 
formed  the  market  for  most  of  the 
past  year.  By  contrast,  it  ignored  some 
of  the  tiny  medical  technology  and 
health  supply  companies  like  Genen- 
tech,  Inc.  and  Matrix  Corp.,  whose 
stocks  until  recently  had  been  star 
performers. 

Each  of  HST's  two  smaller  competi- 
tors, moreover,  chose  a  very  different 
strategy  to  beat  Putnam  out.  Fidel- 
ity's Bill  Hayes  has  a  $113  million 
portfolio  jammed  with  117  stocks, 
which  he  is  turning  over  at  a  rate  of 
100%  a  year.  Med  Tech's  Chairman 
George  Stasen,  on  the  other  hand, 
posts  a  minimal  8%  turnover.  He 
manages  to  pull  that  off  even  as  he 
holds  67  stocks  in  his  $70  million 
portfolio.  Each  manager,  though,  has 
purchased  a  number  of  small,  high- 
risk  companies. 

Despite  HST's  wobbly  start,  the 
fund  isn't  standing  still.  There  has 
been  a  changing  of  the  guard  of  portfo- 
lio managers.  In  January 
Alan  Carr  came  on  board 
from  First  National  Bank  of 
Boston.  He  racked  up  a  re- 
spectable record  between 
1968  and  1975  running  the 
aggressive  Eaton  &  Howard 
Growth  Fund.  Putnam 
shareholders  take  note. 


Tou  can  look,  but 
you  can't  invest 

Showing  up  on  the  annual 
Forbes  honor  roll  can  work 
wonders  for  a  mutual  fund's 
sales.  Last  year,  for  example, 
Denver-based  Janus  Fund 
had  assets  of  just  $45  mil- 
lion before  it  made  the  1982 
list.  In  the  six  weeks  that 
followed,  $16  million  flowed 
in.  Honorees  have  reported 
similar  response  this  year, 
though  it  is  too  soon  to  get  a 
firm  handle  on  the  list's 
overall  effect. 

So  why  is  Mark  Harnman 
frowning?  He  manages 
Naess  &  Thomas  Special,  a  no-load 
fund  that  made  the  honor  roll  for  the 
first  time  in  August.  Harriman  re- 
ports that  he  has  been  getting  hun- 
dreds of  inquiries  from  prospective 
shareholders,  but- -frown — he  can't 
accept  one  penny  in  new  deposits. 
Why  not?  Back  in  1969  Schroders 
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Inc.,  the  New  York  affiliate  of  a 
prominent  British  merchant  bank,  ac- 
quired Naess  &.  Thomas.  That  makes 
the  fund  subject  to  the  provisions  of 
the  Glass-Steagall  Act,  which  bars 
commercial  banks  from  selling  mutu- 
al funds  within  the  U.S.  As  a  result, 
Harriman  can  take  money  only  from 
overseas,  except  for  a  one-day  grace 
period  when  Federal  Reserve  regula- 
tors lift  the  ban. 

That  has  happened  only  once  in  the 
past  14  years.  In  a  special  domestic 
offering  earlier  this  year,  Naess  & 
Thomas  raised  a  quick  $8  million. 
"Until  Glass-Steagall  is  abolished,  all 
we  can  do  is  hope  that  the  Fed  will 
give  us  another  day  sometime,"  says 
Harriman,  who  has  helped  run  the 
fund  since  its  creation  in  1960. 

With  total  assets  of  $41  million, 
Naess  &  Thomas  is  hardly  an  indus- 
try giant.  In  fact,  until  the  recent  of- 
fering, most  of  the  fund's  600-odd 
shareholders  had  been  investors  since 
before  the  acquisition.  That's  because 
Harriman's  lineage  is  impressive: 
Along  with  T.  Rowe  Price,  Naess  & 
Thomas  founder  Ragnar  Naess  was  an 
early  proponent  of  buying  growth 
stocks.  His  fund  and  Price's  New  Ho- 
rizons Fund  were  launched  within 
four  months  of  each  other. 

Both  funds  performed  admirably  in 
their  early  years,  but  Naess  &  Thom- 
as was  soon  dwarfed  in  size  by  New 
Horizons,  which  now  has  assets  of 
$1.4  billion.  The  reason  for  the  gap, 
says  Harriman,  is  that  Naess  & 
Thomas  managers  failed  to  see  the 
potential  of  a  mass  market.  In  its  early 
years  Naess  &.  Thomas  required 
shareholders  to  keep  at  least  $500,000 
under  management  with  the  firm. 
"By  the  time  we  realized  the  possibili- 
ties, it  was  too  late,"  he  explains, 
pointing  out  that  Schroders  bought 
Naess  &  Thomas  during  a  late-Sixties 
wave  of  mutual  fund  acquisitions. 

Investors  who  hung  on,  however, 
have  done  very  well  indeed.  Average 
annual  total  return  since  January 
1973  is  16% .  Harriman's  strategy  is  to 
buy  lots  of  small  companies,  which  he 
thinks  have  the  potential  for  high 
growth.  The  average  market  capital- 
ization of  Naess  &  Thomas  compa- 
nies is  $25  million,  and  the  portfolio 
is  highly  volatile.  But,  on  balance, 
Harriman  seems  to  pick  winners 
more  than  losers. 

Consider  a  recent  acquisition, 
Dento-Med,  which  trades  over-the- 
counter.  "No  sales,  no  earnings,  but 
two  possible  breakthroughs  in  den- 
ture technology,"  says  Harriman.  "Ei- 
ther it  will  be  nothing  or  a  great  buy. 
There's  no  in-between." 

So  it  seems.  Naess  &  Thomas'  net 


asset  value  is  down  12%  since  June, 
chiefly  because  it  is  loaded  with  tech- 
nology stocks  that  were  clobbered  in 
the  summer  market  retreat.  But  Har- 
riman claims  not  to  worry— it's  mere- 
ly an  "intermediate  correction." 

Harriman  also  doesn't  try  to  catch 
small  market  swings.  So  he  plans  to 
stay  close  to  fully  invested.  His  objec- 
tive is  to  sense  major  trends,  and,  like 
any  good  money  manager,  he  is  not 
afraid  to  sit  on  cash.  Naess  &  Thomas 
did  that  with  some  90%  of  its  assets 
in  1973  and  1974 — one  of  the  reasons 
the  fund  earns  a  commendable 
Forbes  "B"  rating  in  down  markets. 


A  new  teacher's  pet? 

The  category  craze  is  today's  hot  tick- 
et in  the  mutual  fund  business.  You 
know,  portfolios  that  emphasize  one 
industry  group  like  health  care  or 
computers.  But  the  industry's  eager 
marketers  are  always  on  the  prowl  for 
yet  another  product  to  sell,  and  some 
outside  experts  think  the  next  sexy 
sector  might  be  education. 

Why?  Well,  it  isn't  necessarily  be- 
cause there  are  lots  of  good  stocks 
around  to  buy.  The  timing  has  more 
to  do  with  public  concerns.  There  is 
considerable  grumbling  these  days 
about  the  failure  of  public  schools; 
education  is  already  an  election  issue. 
Politicians  all  say  we  ought  to  be  able 
to  do  better,  and  the  prospect  for  get- 
ting more  money  is  better  than  it  has 
been  in  years.  Never  mind  the  de- 
tails— it's  a  good  story. 

Money  managers  with  the  right 
mandate  could  develop  a  nice  portfo- 
lio of  "education-related"  issues, 
some  media  companies,  a  few  com- 
puter software  outfits  and,  of  course, 
the  basic  textbook  publishing  giants 
like  John  Wiley  &  Sons,  McGraw-Hill 
and  SFN  Cos. 

Newton  Growth  Fund,  a  $35  mil- 
lion no-load,  has  been  buying  along 
these  lines.  "Education  is  a  political 
football  and  it  also  serves  a  need," 
says  portfolio  manager  James  Byrd. 
His  holdings  include  National  Educa- 
tion Corp.,  which  operates  vocational 
centers,  Advanced  Systems  which 
provides  industrial  training  for  data 
processing  centers,  and  Macmillan. 

Is  there  method  to  this  madness? 
Like  other  presently  popular  fund 
categories,  these  ideas  have  been 
around  before.  "People  used  the  edu- 
cation story  to  sell  computer  stocks  in 
the  late  1960s  and  early  1970s,"  re- 
calls one  money  manager.  "They 
were  supposed  to  be  the  great  new 
teaching  tool,  but  a  lot  of  investors 
got  burned."  That  should  make  them 
twice  as  cautious  today.  ■ 


9tampion  Mail,  £td. 

For  the  finest  in  custom  designed 
corporate  neckwear,  hats,  belts 
and  wallets,  please  call  or  write: 

HAMPTON  HALL  LTD., 
220  Fifth  Avenue 
New  York,  N.Y.  10001 
212-685-2440 

(minimums  150  pieces) 


Your  legacy: 
A 

40-acre  ranch 
and  a  way 
of  life 

As  big  as  all  outdoors,  Forbes  Maga- 
zine is  now  offering  substantial  land 
for  skiers,  hunters,  naturalists  and 
lovers  of  America's  magnificent  Old 
West. 

For  the  pleasure  of  you  and  your 
family  today,  these  ranches,  adjacent 
to  the  Forbes  Trinchera  Ranch  in 
Southern  Colorado,  will  be  an  impor- 
tant legacy  in  the  future  of  your  loved 
ones. 

Minimum-size  family  ranches  are 
40  acres,  and  vary  up  to  74  acres, 
with  prices  starting  at  $30,000. 

For  details  and  our  color  brochure 
write  or  phone: 

Mr.  Errol  Ryland,  Manager 
FORBES  WAGON  CREEK  RANCH 

Box  303  KK 
Fort  Garland,  Colorado  81133 
(303) 379-3263 

This  is  nol  an  ofler  lo  sell  in  stales  where  not  registered 
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FRESH  THINKING 


Seaboard's  Fresh  Produce  Concept  Wins  Golden  Freight  Car  Award. 


CSX  Corporation 

c 

Chessie  System  Railroads 


Seaboard  System  Railroad 


Chessie  System  Railroads  and  Seaboard 
System  Railroad  are  units  ol  CSX  Corporation 


CSX  Corporation's  railroads 
have  received  the  Golden 
Freight  Car  Award  two 
years  in  a  row  for  their  new 
marketing  concepts  and 
service  innovations. 

Chessie  System  Railroads 
won  last  year  by  inaugurat- 
ing a  load-in-motion  metho< 
for  unit  grain  trains  which 
significantly  improves 
speed  and  equipment  uti- 
lization. The  new  service 
resulted  in  additional  grair 


rhe  Industry's  Highest  Honor 
For  Introducing  The  Most 
Innovative  Marketing  Services. 


arloads  and  revenues. 
Seaboard  System 
ailroad  won  this  year  by 
arting  a  truck-rail-truck 
ervice  to  deliver  fresh 
lorida  fruits  and  vege- 
iibles  door-to-door  each 
i  ay  to  markets  through- 
ut  the  northeast.  These 
jDrange  Blossom  Special" 
liggyback  trains  surpassed 
(very  goal  set  for  them  in 
le  first  season. 
I  Fresh  thinking  has  put 


CSX  Corporation  out  front. 
And  the  lead  keeps  grow- 
ing stronger. 

Get  to  know  us.  We 
manage  railroads,  natural 
resources,  aviation  services, 
land  development  and 
resort  properties. 

And  you'll  like  the  way 
we  do  business  at  CSX. 

Write  to:  Corporate 
Communications,  RO.  Box 
C-32222,  Department  B-4H, 
Richmond,  VA  23261. 


CSX 

CORPORATION 


America's 

Largest 

Transportation 

And  Natural 

Resource 
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Cities/ Austin  - 


The  21st  century  is  intruding 
upon  the  green  hills  of  Austin, 
Tex.,  but  one  persons 
economic  development  is 
another's  urban  blight. 


Trading 
off 


By  Toni  Mack 

Bert  Cromack,  44,  a  geophysicist  in  Austin, 
Tex.,  is  president  of  the  Save  Barton  Creek 
Association.  Barton  is  one  of  several  creeks 
that  feed  into  an  aquifer  which  in  turn  feeds 
Barton  Springs.  It's  a  lovely  spot,  in  Zilker  Park 
just  southwest  of  Austin's  downtown,  where  the  spring 
water  wells  up  into  a  city-dug  pool.  Some  women  take  the 
sun  topless  on  the  banks.  Cromack  fears  that  development 
atop  the  aquifer  will  pollute  Barton  Springs,  closing  them 
or  making  water  treatment  necessary. 

"It's  emotional  to  me.  I  have  many  fond  memories  of  my 
family  at  the  poolside.  I'd  like  other  families  to  be  able  to 
go  there,"  he  says.  Cromack  fought  unsuccessfully  to  keep 
Motorola  from  building  on  the  aquifer. 

"They  come  here,  and  then  they  destroy  what  they  came 
here  for.  They  like  my  neighborhood  because  it's  nice  and 
soft,  lots  of  trees.  Then  they  take  away  most  of  the  trees 
and  put  up  a  big,  hard  condo." 

In  Texas,  no-holds-barred  development  has  produced 
cities  with  the  grace  of  a  highway  shopping  strip,  but 
Austin  is  the  exception.  Set  among  the  rolling  hills  of 
central  Texas,  Austin  is  split  by  a  river,  the  Colorado,  that 
broadens  into  lakes  at  two  points  in  town.  Environmental- 
ists fret  that  growth  will  do  away  with  the  green  woods, 
sparkling  waterways  and  slow-paced  charm,  and,  indeed, 
the  roads  are  more  crowded  now  and  the  lakes  a  bit  more 
littered.  Austin  has  380,000  people,  about  90,000  more 
than  a  decade  ago,  with  almost  as  many  again  projected  to 
come  in  the  next  seven  years.  Though  the  University  of 
Texas  and  government — Austin  is  the  state  capital — re- 
main the  biggest  employers,  much  of  the  growth  comes 
from  such  companies  as  IBM,  Motorola,  Texas  Instru- 
ments and  Advanced  Micro  Devices. 

The  bankers  and  developers  are  euphoric  over  the  21st 
century  electronics  industry  lured  to  Austin,  especially 
the  ne^v  research  consortium,  Microelectronics  &  Com- 
puter Technology  Corp.,  headed  by  Bobby  Ray  Inman, 
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(Left  to  right)  Pike  Powers,  assistant  to  Texas'  governor;  Eleu- 
terio  Loredo,  who  owns  a  construction  materials  company; 
John  Watson,  developer,  and  lien  Head,  of  Republic  Hank 
Powers,  Watson  and  Head  led  the  forces  that  helped 
lure  Bobby  Ray  Inman's  Microelectronics  &  Computer 
Technology  research  consortium  to  Austin.  "I  don't 
know  where  we'd  be  if  we  didn't  have  the  growth,"  says 
Loredo,  who  built  his  business  from  scratch. 

former  admiral  and  former  deputy  director  of  the  CIA. 

But  it's  not  only  bankers  and  nature  lovers  that  are 
involved  in  the  debate.  Austin  is  17%  Mexican-American 
and  11%  black,  with  the  annual  minority  household  in 
come  about  $16,000,  less  than  two-thirds  of  the  $26,000 
whites  earn.  The  impression  is  that  Austin's  industry 
tends  to  hire  skilled  labor  from  the  pool  of  midwestern 
immigrants  and  unskilled  labor  from  rural  Texas  high 
schools  rather  than  the  local  Mexican-Americans  and 
blacks.  "We  feel  we've  been  totally  left  out  of  the  growth," 
says  Paul  Hernandez,  who  heads  the  East  Austin  Chicano 
Economic  Development  Corp.  "We  see  all  these  jobs  com- 
ing in.  We  just  can't  grasp  them.  We're  not  trained." 

But  if  development  isn't  an  instant  cure  for  every  prob- 
lem, a  good  part  of  the  minority  community  realizes 
there  won't  be  progress  without  it.  The  construction 
trades  are  heavy  with  Mexican-Americans  and  blacks. 
"These  are  always  the  first  ones  out  of  a  job.  These  people 
who  don't  want  anything  else  built,  do  they  realize  it 
means  a  lot  of  people  out  of  work?"  asks  City  Councilman 
John  Treviho  Jr.,  who  picked  cotton,  shined  shoes  and  sold 
newspapers  on  his  way  up.  He  adds:  "You  have  to  under- 
stand, this  is  relatively  new  thinking  for  many  of  us." 

Eleuterio  Loredo,  known  as  Sonny,  is  more  proof  of  the 
progress  that  industrial  development  may  bring.  He  grew 
up  a  half  block  from  John  Treviho  in  the  poor  Chicano 
neighborhood  east  of  Austin's  downtown.  He  began  as  a 
day  laborer,  sometimes  working  16  hours  a  day  for  a  local 
contractor,  and  worked  his  way  up  to  supervisor  at  his 
boss'  prefabricated  building  components  plant.  In  eight 
and  a  half  years  he  saved  $8,000  and  quit  to  form  his  own 
prefab  components  company,  Loredo  Truss  Inc.  Last  year 
he  had  sales  of  about  $2.3  million  and  predicts  $4  million 
this  year.  "We've  got  more  work  than  we  can  handle  right 
now.  We're  turning  away  orders.  I  don't  know  where  we'd 
be  if  we  didn't  have  the  growth,"  says  Loredo. 

Austin  doesn't  have  all  the  time  in  the  world  to  sort  out 
this  controversy.  The  competition  for  technology-based 
industry  is  fierce,  from  Silicon  Mountain  and  Silicon  Des- 
ert and  Silicon  Plantation  (as  the  high-tech  centers  in 
Colorado,  New  Mexico  and  North  Carolina  are  sometimes 
called),  to  the  job-hungry  states  of  the  industrial  Midwest. 
But  Austin  does  look  good  to  refugees  from  the  costs  and 
pressures  of  California's  Silicon  Valley. 

Explains  Larry  Jenkins,  manager  of  Lockheed's  Austin 
operations:  "We  had  been  doing  well  in  Sunnyvale  [Calif. j 
and  wanted  to  expand,  but  we  sort  of  ran  out  of  room.  They 
wanted  to  put  limitations  on  the  buildings,  they  wanted  us 
to  build  parking  for  all  the  employees,  put  in  lights  and 

( Left  to  right )  Bert  Cromack,  president  of  the  Save  Barton  Creek 
Association;  Max  Nofziger,  who  was  swamped  in  an  antigrowth 
campaign  for  mayor,  and  Shudde  bath,  SBCA  treasurer,  at 
Barton  Creek 

"They  come  here,  and  then  they  destroy  what  they 
came  here  for.  They  like  my  neighborhood  because  it's 
nice  and  soft,  lots  of  trees.  Then  they  take  away  most  of 
the  trees  and  put  up  a  big,  hard  condo,"  says  Cromack. 
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NOT  ALL  CORPORATE 
TAKEOVERS  ARE  THE  RESULT 
OF  WINNING  A  PROXY  FIGHT. 


In  some  places  in  this  world,  business  people 
have  to  worry  about  losing  more  than  money. 
They  have  to  worry  about  losing  their  businesses. 
To  terrorists.  Or  guerrillas. 
Or  even  governments. 

Because  a  business  is  just  as  likely  to  be  lost  to  a 
piece  of  paper  as  it  is  to  a  machine  gun. 

In  fact,  at  least  25  governments  in  recent  years 
have  legally  nationalized  the  property  of  foreign 
corporations  in  their  countries. 

And  while  there  is  little  a  business  can  do  to  pre- 
vent this,  at  INA,  a  CIGNA  company,  we've  been  a 
leader  in  the  development  of  insurance  to  protect 
corporations  against  these  kinds  of  losses. 

Our  political  risk  program  covers  everything  from 
outright  seizure  of  a  plant,  to  the  freezing  of  assets 
in  a  foreign  bank. 

We  also  offer  protection  against  a  variety  of  other 
losses  that  are  less  dramatic,  but  equally  feasible 
in  a  currently  unstable  political  environment.  Or  in 
one  that  suddenly  becomes  unstable. 

We  can,  for  example,  cover  a  company  for  the 


losses  resulting  from  an  unexpected  revocation  of 
an  import  license.  Or  for  losses  resulting  from  a  gov- 
ernment's sudden  refusal  to  pay  a  supplier  for 
goods  he  supplied. 

We  can  even  insure  losses  incurred  when  one 
country  slaps  an  embargo  on  another. 

And  we  can  usually  process  claims  for  these 
losses  in  a  surprisingly  short  period  of  time. 

Because  with  representatives  in  140  countries 
around  the  worid  we're  never  far  from  a  client's 
problem. 

If  you'd  like  more  information  on  the  topic  of  po- 
litical risk  write  to  Indemnity  Insurance  Company  of 
North  America,  1600  Arch  St.,  Dept.  RB,  Phila.,  PA  19101. 

Or  if  you'd  like  to  know  how  we  can  specifically 
address  your  need  for  this  kind  of  insurance  call 
your  agent  or  broker.  Because  it  is  unfortunately 
true  that  in  today's 
world  there  is  more  to 
learn  about  doing  busi- 
ness overseas  than  just 
the  language. 


CIGNA 


EAT  APPLE! 


Apple  is  a  big  name  in  computing.  A  very, 
-very  big:  name. 

But  if  you  take  a  minute  to  compare 
Apples  vyith  Alpha  Micros,  you'll  see  that 
when  it  comes  to  expandability  and  price 
per  work  station,  the  Alpha  Micro  polishes 
off  the  Apple. 

Let's  talk  price. 

The  Apple  Lisa  will  set  you  back  about 
$10,000.  The  Alpha  Micro  AM-1000, 
about  $9750. 

But  every  time  you  want  to  add  another 
user  to  your  Apple  Lisa,  you're  going  to 


have  to  shell  out  another  $10,000  for 
another  Lisa. 

With  the  AM-1000,  you  simply  add 
another  terminal. 

Since  our  terminals  cost  about  $1,000, 
the  total  cost  of  a  3-user  AM-1000  system 
would  be  under  $12,000.  Or  approximately 
$4,000  per  user. 

The  same  system  with  Apple  Lisa  would 
cost  almost  $30,000,  or  $10,000  per  user. 

And  who  says  you're  going  to  stop  at 
three  users? 

The  AM-1000  can  take  you  up  to  7  users. 
If  that  isn't  enough,  we  have  another  system 


?'s  17332  Von  Karman,  P.O.  Box  18347.  Irvine.  CA  92714  •  c  Alpha  Micro  1983  •  Apple  is  a  trademark  ol  Apple  Computer  Company.  Inc. 

I  ,r?.demark  of  Alpha  Micro.  NOTE:  Prices  and  specifications  are  subiect  to  change  without  notice.  The  above  comparison  is  given  tor  reference  only. 
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hat  will  take  you  to  22  users.  And  our  big- 
est  system  will  take  you  to  over  forty 
sers  without  even  puffing. 
Here's  something  else  you  should  know: 
A  lot  of  so-called  "expandable'  systems 
ake  you  switch  software  as  you  grow.  Not 
Ipha  Micro. 

All  our  systems  operate  on  AMOS;  a 
nulti-user,  multi-tasking  system  developed 
o  bring  out  all  the  goodness  we  built  into 
very  68000-based  unit.  And  we  have  all 
he  software  packages  you  need  to  do 

ord  processing,  spread  sheets,  inventory 
ontrol,  scientific  research,  and  more. 


As  for  service,  you're  covered  there, 
loo.  We  have  an  international  network  of 
factory-trained  specialists  to  give  you  all 
the  service  and  support  you'll  ever  need. 

Call  800-854-8406  and  ask  about  an 
Alpha  Micro  system.  (In  California,  call 
collect  714-641-0386.) 

It's  the  small  business  computer  system 
that  polishes  off  the  Apple. 

ALPHA  MICRO 

Everything  a  computer's  supposed  to  be.  Except  expensive. 
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been  forcing  an  uphill  battle."  In 
x-kheed  was  welcome,  the  University  of  Texas 
provide  consultants  and  employees  and  Lockheed 
lid  only  $8,000  an  acre  for  its  700  acres  southeast  of 

wn.  In  Santa  Clara,  Calif,  some  land  went  for  $640,000 
m  acre,  he  recalls. 

.  raig  Moore,  24,  now  a  programmer  for  Lockheed  in 
Austin,  is  another  California  refugee.  "My  first  day  there, 
someone  stole  the  battery  and  radio  out  of  my  car.  Here  I 
live  in  a  nice,  quiet  neighborhood.  It's  a  family  place."  He 
will  soon  move  into  the  three-bedroom  house  he  has 
bought  for  $75,000.  "An  equivalent  home  in  Sunnyvale 
would  have  cost  $100,000  to  $115,000.  I  couldn't  have 
afforded  it,"  he  says.  And  Texas  has  no  state  income  tax. 
"It  meant  an  8%  raise  just  to  come  here." 

Development  has  its  price.  The  city  used  to  provide 
water  and  sewer  extensions  to  residential  lots  for  a  nomi- 
nal charge.  Now  the  "tap  fee"  is  $2,000  and  up.  Profits 
from  the  electric  utility, 
owned  by  the  city,  provide 
7%  of  Austin's  budget. 
More  city  services  mean 
higher  electric  rates.  Even 
some  parking  spots  in 
Zilker  Park  now  cost 
money.  "Our  outstanding 
debt  is  now  close  to  $1 
billion,"  says  City  Man- 
ager Nicholas  Meiszer. 
"We  could  easily  double 
that  in  the  space  of  a  year 
or  two."  It  could  get  high- 
er if  Austin  relocates  its 
neighborhood-bound  air- 
port, a  project  Meiszer 
says  would  cost  hundreds 
of  millions  of  dollars. 

But  Austin  seems  to  be 
destined  to  become  a 
major  center  of  the  new 
industry,  not  replacing 
northern  California's  Sili- 
con Valley,  but  muscling 
into  the  first  tier  of  such 
centers  in  the  next  few  de- 
cades. It's  not  only  that 
the  developers  and  the 
bankers  are  so  powerful, 
but  that  working  men  and 
women  are  learning  the 
importance  of  growth. 

"The  economy  needs 
these  computers.  Oil  goes 
up  and  down,  but  the  mi- 
crochip is  here  to  stay." 
That's  not  the  Chamber  of 
Commerce  president 
speaking.  It's  Dan  Jus- 
tinger,  a  ruddy,  blond  TV- 
cable  installer  sipping  a 
Coke  at  Hawkeye's  on  6th 
Street.  He  says  that  he 
once  called  himself  St. 
James,  hewed  to  the  line 
of  Timothy  Leary  and  Ab- 
bie  Hoffman  and  has  fond 
memories  of  breaking  into 
Rice  University  offices  in 
his  youth.  Now  30,  he 


No  instant  cure 


Today,  technology  jobs  are  held  by  whites,  while  Mexi- 
can-Americans and  blacks  dominate  the  unskilled  work. 
But  overall  unemployment  in  Austin  is  only  4.3%. 
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may  worry  Austin  could  lose  some  of  its  specialness,  but 
he  knows  electronics  is  the  future.  "These  kids — 18,  19,  20 
years  old — they  need  it,"  he  says. 

That  type  of  thinking  had  businessmen,  politicians  and 
academics  from  all  over  Texas  wooing  MCC,  the  Micro- 
electronics &  Computer  Technology  Corp.,  last  spring. 
The  recession  and  softer  oil  prices  brought  home  the 
message  that  even  Texas  is  vulnerable.  Unemployment  in 
oiltown  Houston  is  at  10%  and  is  as  high  as  26%  in  border 
towns  hit  by  peso  devaluations. 

[CC  itself,  a  research  consortium  funded  by  Control 
Data,  Honeywell,  Motorola  and  ten  other  electronics 
companies,  will  bring  only  400  to  600  jobs  but  could  draw 
other  manufacturers  and  entrepreneurs  to  the  state. 
"Wherever  the  brainpower  is,  that's  v/here  the  money's 
going  to  go,"  says  Ben  Head,  chairman  of  a  local  bank  and 
the  Chamber  of  Commerce. 
So  Head  worked  not  only  with  Austin  folks  but  also 

with  the  mayor  of  San  An- 
tonio, officials  from  Texas 
A&M  100  miles  down  the 
road  in  College  Station 
and  businessmen  like 
banker  Ben  Love  of  Hous- 
ton and  electronics  execu- 
tive Ross  Perot  of  Dallas. 
Together  they  gathered 
"the  Texas  incentive"  al- 
most wholly  from  private 
sources:  pledges  of  $20 
million  for  a  building  at 
the  University  of  Texas' 
research  park;  $15  million 
to  beef  up  UT's  computer 
science  and  electrical  en- 
gineering departments; 
$23  million  in  low-cost 
loans  for  MCC  employ- 
ees; and  other  support, 
even  down  to  part-time 
use  of  a  Lear  jet  to  ferry 
MCC  executives  and  re- 
cruits. San  Diego,  Atlanta 
and  North  Carolina's  Re- 
search Triangle  lost  the 
competition  for  MCC. 

Bobby  Ray  Inman,  a  na- 
tive Texan  and  retired  ad- 
miral who  heads  MCC, 
says:  "Cotton  and  cattle 
ruled  the  Texas  economy 
for  the  first  100  years,  oil 
and  gas  for  the  last  50.  But 
these  people  saw  that  was 
finite  and  ending  and  now 
was  the  time  to  invest  in 
the  future.  So  they  broke 
out  their  checkbooks." 

Perhaps  the  no-growth 
voices,  now  less  strident 
than  five  years  ago,  will 
learn  to  make  hard 
choices.  As  University  of 
Texas  President  Peter 
Flawn,  who  has  lived  in 
Austin  since  1949,  says, 
"One  thing's  true:  You 
can  shape  change,  but  you 
can't  stop  it."  ■ 
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Today,  John  Manor 
spends  more  time 
coaching  and  less 
time  worrying  about 
hospital  costs. 


In  1980,  HCA  assumed  the 
management  of  county-owned 
Jackson  Hospital  in  Marianna, 
Florida. 

"Our  county  built  a  new  facility 
with  a  $5  million  bond  issue  in  1978 
and  quickly  discovered  that  run- 
ning a  hospital  today  is  so  complex 
and  fast -changing  that  we  needed 
experts.  HCA  and  its  affiliates  are 
successfully  running  over  360  hospi- 
tals. We  wanted  that  experience  on 
our  team." 

In  1981,  the  hospital  reduced  its 
request  for  county  funding  for 
the  first  time  in  history. 

"After  a  year  with  HCA,  we  need- 
ed very  little  ad  valorem  tax  sup- 
port, which  in  the  past  had  run  as 
high  as  $150,000  a  year.  The  next 
two  years,  we  requested  nothing, 
saving  taxpayers  about  $240,000. 

"But  what  really  surprised  us  was 
when  the  hospital  recently  reimburs- 
ed the  county  $50,000,  which  re- 
sulted in  a  county-wide  tax  reduc- 
tion. These  savings  were  clearly  the 
result  of  efficient  management  not 
rate  increases.  Our  semi-private 
room  rate  is  still  one  of  the  lowest  in 
the  Southeast. 

"Yet  while  reducing  costs,  HCA 
added  services  we  badly  needed, 
like  the  only  24-hour  physician- 
staffed  emergency  room  for  40 
miles.  HCA  is  certainly  giving  us  a 
better-run  hospital  with  better  ser- 
vices, but  we  expected  that.  What  I 
didn't  expect  is  that  they  could  do 
so  much — and  lower  taxes  too. 
Now  all  I  have  to  worry  about  is  my 
pitching." 

MgM&P*  JW  Hospital  Corporation 
nlvM  of  America 


One  Park  Plaza,  Nashville,  Thl  3720} 


Maule  isn't  a  threat  to  Beech  or 
Cessna,  hut  he  builds  a  line  of  small  air- 
planes just  the  way  he  wants  to. 


Fly  me, 
I'm  different 


By  Martin  Love 


When  he  was  10  years  old  Bel- 
ford  (B.D.)  Maule  jumped  out 
of  the  barn  at  his  parents' 
farm  in  Ohio,  figuring  an  umbrella 
might  break  his  fall.  It  didn't.  At  21  he 
mounted  a  motorcycle  engine  on  a 
homemade  plane  he  called  the  M-l. 
In  his  30s  Maule  designed  and  flew 
the  world's  first  suc- 
cessful ornithopter,  an 
aircraft  with  flapping 
wings. 

Maule  is  71  now,  has 
his  own  company  and 
is  still  building  air- 
planes with  as  much 
enthusiasm  as  ever.  For 
two  decades,  bush  pi- 
lots, ranchers,  adven- 
turers and  missionaries 
have  been  flying  Maule 
Aircraft  Corp.'s  sturdy, 
practical  little  ma- 
chines from  Amazonia 
to  the  Arctic.  About 
1,200  Maules  have 
been  built  since  1962, 
first  in  Michigan,  then 
in  a  Moultrie,  Ga.  man- 
ufacturing complex  on 
an  abandoned  Air  Force 
base  next  to  Maule's 
home. 

Maule  got  his  start  as  

a  manufacturer  in  1940,  when  he  de- 
veloped a  self-starter  for  aircraft  mo- 
tors. He  was  working  for  Lycoming  at 
the  time,  but  quit  to  market  his  in- 
vention. During  WWII  he  invented  a 
tailwheel  for  small  aircraft  that  was 
used  on  Piper  Cubs.  After  the  war  he 
eventually  worked  his  way  up  to  en- 
tire planes,  and  in  the  early  1960s 
began  to  sell  the  M-4. 

How  does  a  mom-and-pop  company 
with  some  70  employees  turn  out  a 
full  line  of  single-engine  aircraft? 


Maule  has  a  lot  of  energy,  and  a  few 
secrets  up  his  sleeve. 

To  begin  with,  he  isn't  big  on  over- 
head. Maule  bought  the  land  his  plant 
sits  on  for  $1  from  the  government, 
and  the  top  executives  are  in  the  fam- 
ily. B.D.'s  wife,  June,  is  vice  president 
and  treasurer.  Son  Ray  is  the  informal 
marketing  director.  Son  Gary  runs  the 
parts  department,   and   son  David 


Belford  D.  Mc 
And  his  lab 


mle  and  the  M-7 

is  any  one  of  some  50  rocking  chairs. 


works  in  the  machine  shop.  David's 
wife,  Barbara,  is  sales  secretary,  while 
daughter  Shirley  does  drafting  and  en- 
gineering. Daughter-in-law  Janet 
keeps  the  books. 

Instead  of  hiring  lots  of  high-priced 
engineers,  Maule  does  all  of  the  firm's 
design  work  himself.  His  "lab"  is  any 
one  of  more  than  50  rocking  chairs  he 
scatters  about  the  plant  and  on  the 
deck  of  his  nearby  house.  Maule's  lat- 
est innovation  is  a  model  called  the 
M-7,  whose  cargo  version  he  dubs  the 


flying  station  wagon.  It  is  a  slightly 
wider  variation  of  his  bread-and-but- 
ter M-6  and  can  carry  five  people  at 
speeds  of  up  to  170mph  for  a  mere 

$60,000. 

Prices  like  that,  of  course,  make 
Maule  competitive  with  general  avi- 
ation giants  such  as  Cessna  and 
Raytheon's  Beech.  But  with  revenues 
of  only  $1.9  million  last  year  and  pro- 
duction that  peaked  at  a  mere  105 
planes  in  1977,  Maule  is  hardly  a 
threat.  Sure,  there  are  stories  about 
the  Saudi  Arabian  air  force  colonel 
who  thinks  Maules  would  be  "perfect 
trainers  in  the  desert"  and  the  Oregon 
middleman  who  may  sell  200  Maules 
to  the  Pakistanis. 

Belford  Maule,  however,  gives  the 
distinct  impression  that  he  would  as 
soon  build  and  design  airplanes  as  sell 
them.  Not  that  Maule  would  refuse 
business,  but  the  company  doesn't  ad- 
vertise and  tacks  on  a  four-to-six- 
week  delivery  time.  "With  more  or- 
ders, I'd  have  to  hire  more  people  to 
build  more  planes,"  he  explains. 
"That  would  just  complicate  things." 
Adds  test  pilot  Dan  Spader:  "There's 
all  the  potential  in  the  world  here  to 
do  high  volume,  but  we 
don't  chase  sales. 
Things  are  pretty  laid 
back  here." 

That,  of  course,  is 
the  way  Maule  likes  it. 
He  has  plenty  of  time 
to  tinker,  to  ride  one  of 
his  several  bicycles 
around  the  plant,  or  to 
dodge  pines  out  in  the 
woods  on  his  motor- 
bike. Even  when  Maule 
takes  a  break  in  one  of 
his  ubiquitous  rockers, 
he  still  spouts  ideas. 
Talk  to  him,  for  exam- 
ple, about  crime  in  the 
cities  and  he  allows  as 
how  he  ought  to  design 
and  patent  a  repellent 
device  like  Mace  that 
would  not  only  inca- 
pacitate a  mugger  tem- 
porarily but  also  mark 

  the  culprit's  skin  or 

clothes  with  some  sort  of  indelible 
paint  that  could  easily  be  spotted  by 
police. 

Despite  his  unusual  approach  to 
business,  Maule's  aircraft  factory  is 
profitable.  He  lost  money  once — in 
1980.  Net  profit  last  year,  a  difficult 
one  for  the  general  aviation  market, 
was  $100,000.  Belford  Maule  certain- 
ly isn't  making  millions.  But  he  turns 
out  a  product  he  is  proud  of  and  lives 
just  the  way  he  wants  to.  Not  a  bad 
way  to  fly.  ■ 
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The  age  of  information  networks  is 
here.  Consider  the  oilfield  equipment 
manufacturer  in  Houston  who  picks  up 
his  phone,  dials  a  number  connecting 
him  to  a  database  in  Palo  Alto,  and 
punches  in  a  few  key  words  on  his 
portable  terminal:  "oil  and  gas  drilling 
...rig  count  estimate,"  etc.  Almost  instan- 
taneously, the  California-based  compu- 
ter seeks  out  the  latest  drilling  activity 
data  from  its  voluminous  disk  storage 
and,  under  the  eyes  of  the  Texas  oil- 
man, the  terminal  device  proceeds  to 
print  out  summaries  that  will  help  him  in 
his  planning. 

Or  consider  the  financial  executive 
who,  as  he  goes  through  a  busy  day,  is 
able  periodically  to  tap  into  Dow  Jones 
stock  quotations  at  the  push  of  a  few 
buttons.  Or  the  housewife  or  home 
manager  who  shops  and  pays  bills  from 
home,  taking  advantage  of  a  new  video- 
tex service. 

Such  examples  of  the  happy  mar- 
riage of  telephone  and  computer  tech- 
nology are  not  uncommon—nor  should 
they  be  especially  surprising.  Over  the 
past  decade,  phenomenal  advances 
have  been  made  in  computer  and  mi- 
crowave technology,  in  microelectron- 
ics, and  photonics;  what  could  be  more 
natural,  in  seeking  to  expand  informa- 
tion into  a  national  network,  that  this 
technology  be  wedded  to  telecommuni- 
cations? After  all,  the  telephone  is 
already  in  place  in  the  vast  majority  of 
American  homes  and  businesses.  In 
fact,  the  touch-tone  phone,  already 
more  commonplace  than  its  rotary- 
based  predecessor,  will  serve  as  the 
basic  information  terminal  for  most  of  us 
during  the  dawn  of  the  Information  Age. 

What  is  information  networking  any- 
way? Generally  speaking,  it  means 
transferring  information  electronically 
and  even  integrating  voice,  data,  and 
image  transmission  into  an  efficient 
stream  of  information.  Networks  can  tie 
dissimilar  intelligent  devices,  terminals, 
computers,  and  databases  to  one  an- 
other through  common  communication 

Graphics:  Robert  E  Moran 


links  within  the  office  or  home,  locally, 
regionally,  nationally,  and  throughout 
the  world. 

Today,  local  and  long-haul  trans- 
mission equipment  includes  state-of- 
the-art  digital  technologies  that  process 
bits  of  information,  and  combine  and 
transmit  them  over  vast  distances  by 
way  of  terrestrial  or  satellite  communi- 
cation links.  Information  networks  are 
evolving  from  AT&T's  public  switched 
networks,  i.e.,  the  telephone  system,  as 
well  as  from  "value-added"  networks 
(VANS).  The  landmark  restructuring  of 
the  Bell  System  has  helped  raise  Amer- 
ica's consciousness  to  the  presence  of 
information  technology  and  its  benefits. 

These  benefits  are  extensive.  Net- 
working brings  new  economical  infor- 
mation services  to  users— electronic 
mail,  high-speed  digital  services,  tele- 
conferencing, and  videotex.  It  gives  the 
knowledge  worker  in  small  as  well  as 
large  organizations  ready  and  afforda- 
ble access  to  rapidly-expanding  public 
databases.  It  also  allows  the  power  of 
larger  computer  resources  and  expen- 
sive communications  facilities  to  be 
shared  with  smaller  users  on  a  cost- 


effective  basis.  Network  capabilities 
now  within  the  user's  reach  include  the 
efficient  transmission  of  voice  and  data, 
effective  mass  mailings  to  customers 
and  potential  customers,  professional 
editing  services,  and  ready  access  to 
current  market  research  and  industry 
data. 

The  Restructuring 

of  AT&T  

On  January  8,  1982,  as  almost  eve- 
ryone is  now  aware,  the  largest  indus- 
trial corporation  on  earth,  AT&T,  sur- 
prised the  world  by  announcing  its 
planned  dissolution  into  several  parts, 
with  full  divestiture  of  the  22  Bell  operat- 
ing companies  (BOCs).  After  more  than 
100  years,  the  national  integrated  tele- 
communications utility,  with  assets  of 
$165  billion,  was  to  be  split  apart  into 
local  and  intercity  segments.  A  new 
AT&T,  free  to  enter  any  market,  includ- 
ing those  previously  denied  it,  would 
retain  its  manufacturing  and  research 
arms,  Western  Electric  and  Bell  Labs. 

What  effect  on  the  telecommunica- 
tions network  follows  from  divestiture? 
AT&T  and  the  independent  telephone 


Seven  Regional 
Holding  Companies 


It  may  come  as  a  surprise  to  many  readers  that  the  divested  Bell  Operating  Companies  will 
walk  away  with  some  80%  of  the  Bell  assets,  leaving  a  much  leaner  AT&T  to  take  on  the 
Information  Industry.  The  "new"  AT&T,  though,  will  find  its  asset /revenue  structure  much 
more  in  line  with  those  of  its  new  competitors  in  the  Information  Industry 


Get  the  Message  Express.  Not  the  runaround. 


■■/a 


c  1983  Lanier  Business  Products,  Inc 


A/ith  Lanier's  Message  Express,  you 
won't  be  going  around  in  circles  trying 
o  reach  people  who  are  trying  to 
each  you.  With  both  missing  the 
Jther's  calls. 

rou'll  get  all  your  messages,  the  first 
ime.  Because  the  Message  Express 
ecords  each  call  exactly  as  it  was 
>aid.Then  it's  stored  until  you're  ready 
o  retrieve  it  with  your  own  personal 
iccess  code. 

t's  direct.  Private.  And  completely 


accurate.  There  are  no  lost  messages. 
No  missed  messages.  No  confusion 
over  what  was  actually  said.  And  no 
telephone  tag. 

The  Message  Express  was  designed 
to  link  key  executives  in  an  office 
together.  So  you  can  keep  in  close 
contact  with  your  co-workers  at  all 
times. 

Don't  let  paper  messages  give  you 
the  runaround.  Get  the  Message 
Express.  And  get  through. 


I'd  like  more  Information  on  the  Message  Express. 

Name  

Title  


Company. 


. Phone _ 


Business  Address. 


City_ 


County_ 


.  State. 


-Zip- 


Mail  to  Lanier  Business  Products,  Inc. 

1700  Chantilly  Drive,  N.E.,  Atlanta,  GA  30324 

Or  call  Lanier  toll-free  at  (800)  241-1706  In  Georgia, 

(404)  321-1244,  collect. 


AOVE  AHEAD  AT  THE  SPEED  OF  SOUND 


LANIER  THOUGHT  PROCESSING 


.telecommunication  architects:  the  communica- 
tions revolution  is  changing  everyone's  way  of 
doing  business.  And  of  doing  practically  every- 
thing else,  too.  Chances  are  you'll  find  one  or  more 
Contel  companies  at  the  leading 


edge  of  these 
changes.  Finding  ways  to  get  the  "un- do -able" 
done.  And  done  better.  There's  a  whole  group  of 
Contel  subsidiaries  that  plan  and  design,  that 
construct,  install  and  maintain.  Successful  innova- 
tors in  every  phase  of  telecommunication,  which 
has  been  called  "the  industry  that  defines  the  80's." 
At  Continental  Telecom  Inc.  you'll  find  us  defining 
telecommunication.  From  telephony  to  satellites. 

WRITE  TO  CONTINENTAL  TELECOM  INC  ,  DEPT.  201,245  PERIMETER  CENTER  PARKWAY,  ATLANTA  GA  30346.  -^^^     ^»  ■ 
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The  New  AT&T 


The  new  organization  of  AT&T  is  designed  to  facilitate  entry  into  the  worldwide  Information 
Industry.  Maintaining  the  historical  functions  of  Bells  Labs  and  Western  Electric  should  help  to 
make  for  a  smooth  transition. 


The  22  Bell  Operating  Companies  will  be  organized  into  seven  new  regional  holding 
companies  that  will  oversee  the  BOCs,  provide  technical  and  support  services  through 
Central  Services  Organizations,  and  pioneer  cellular  markets  with  the  Cellular  Services 

Subsidiaries. 


companies  that  together  maintained 
the  national  network  shared  revenues 
through  contracts  and  settlements.  With 
divestiture  all  contracts  and  settlements 
were  nullified.  As  a  result  of  its  voluntary 
action,  AT&T  gained  entry  into  competi- 
tive markets  such  as  value-added  in- 
formation services. 

New  technologies,  such  as  micro- 
wave and  satellite  transmission,  have 
spawned  new  carriers  in  competition 
with  AT&T;  examples— MCI  Commun- 
ications, Southern  Pacific  Communica- 
tions, Satellite  Business  Systems,  and 
American  Satellite.  Users  benefit  from  a 
wider  choice  of  services,  the  potential 
to  reduce  costs  and  to  enhance  pro- 
ductivity. 

The  miracle  of  microelectronics 
which  transformed  the  computer  indus- 
try is  now  at  work  transforming  tele- 
phony. Microcircuits  have  been  im- 
planted in  switching  facilities  throughout 
the  more  sophisticated  echelons  of  the 
telephone  network  and  are  even  being 
designed  to  add  function  to  the  plain- 
oid-telephone.  Central  offices  of  the 
BOCs  have  the  benefit  of  digital  elec- 
tronic switching  systems,  including  the 
3B20D  microprocessor  designed  by 
Bell  Labs.  Digital  electronic  switching 
systems  have  made  optical  fiber  links 
practical.  Digital  techniques  have  com- 
bined computer  power  with  advanced 
fiber  optics  technology  to  permit  the 
transmission  of  far  more  information 
than  standard  wire  or  cable.  The  result: 
increased  economies  of  scale  and 
reduced  message  unit  costs. 

These  and  other  technological  ad- 
vances in  an  intensely  competitive  en- 
vironment are  making  possible  ever- 
expanding  information  services.  Before 
taking  a  look  at  a  few  of  the  more  excit- 
ing services  likely  to  flourish,  we  set  the 
stage  by  examining  two  recent  devel- 
opments that  have  served  to  facilitate 
and  accelerate  the  growth  of  new 
options  in  information  networks:  the  rise 
of  value-added  networks:  and  the  PBX 
explosion. 


XtKUX 


Get  a 

hot  deal  from 
Xerox. 


Xerox  2600 
reduced  to 
$1,795 


Xerox  2350 
reduced  to 
$2,495 


610  Memorywriter 
reduced  to 
$1,195 


If  the  cost  of  upgrading  your  office  equipment  leaves  you  cold,  come  to  Xerox. 
We've  slashed  the  total  cost  of  owning  many  Xerox  copiers  by  giving  five  months'  free  service 
in  addition  to  our  30-day  warranty.  fflEBM 

That's  on  top  of  lower  prices.  For  example,  our  2600  model  has  been  ^  - 
reduced  to  an  astonishingly  low  $1,795.  Free  Service 

And,  as  if  that  wasn't  enough,  if  you  qualify  and  finance  your  purchase  for  one  year, 
you  don't  pay  any  finance  charges. 

But  there's  more.  Like  free  delivery  on  selected  copiers. 
And  the  chance  to  save  hundreds  of  dollars  on  our  amazing  610  and 
615  Memorywriters. 

Better  yet,  when  you  buy  either  a  Xerox  copier, 
the  820-11  personal  computer  or  our  860  word 
processor  in  combination  with  a  Xerox  Memory-   O  O 
writer,  you  save  an  incredible  15%  off  the  single  unit  price  of  the  Free  Delivery 

Memorywriter. 

So  call  800-833-2323,  ext.  21.  Or  mail  in  this 
coupon.  And  you'll  find  that  all  these  hot  deals 
from  Xerox  can  add  up  to  some  very  cool  sav- 
ings for  you. 

The  2350  and  2600  model  copiers  are 
remanufactured.  Other  products  are  either 
newly  manufactured  or  remanufactured. 

XEROX®  and  the  products  named  herein  are  trademarks  of  XEROX  CORPORATION. 


0% 

Financing 


Call  800-833-2323,  ext.  21. 

I'd  like  □  a  sales  representative  to  contact  me,  □  a  demonstration, 
□  information  on  copiers,  □  Memorywriters. 

Send  to:  Xerox  Corporation,  Box  24.  Rochester,  N.Y.  14692. 
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152-9-26-83 
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It  used  to  take  six  different  companies 
to  build  a  communication  system  like  this. 

Now  it  only  takes  one. 


We've  made  complex  telecommuni- 
cations simple.  As  your  single  source 
for  an  entire  system  we  will  custom 
tailor  it  to  your  exact  needs. 

That  means  fast  information  flow  for 
both  voice  and  data  and  increased 
organizational  efficiency.  All  of  which 
can  add  up  to  savings  in  operating 
costs. 

We  provide  all  components  from 
telephones,  to  terminals,  to  PABX's,  to 
transmission  equipment.  And  we  offer 
the  experience  needed  to  build  a  sys- 
tem that  will  serve  you  effectively 


today  and  grow  with  you  in  the  future. 
Fully  integrated  data  capability  and 
advanced  features  will  be  available 
through  easily  implemented  system 
upgrades.  Just  as  important,  we  offer 
a  service  organization  that  will  be 
there  when  you  need  them. 

But  our  communication  services 
don't  stop  at  your  office  door.  You  can 
use  GTE's  Telenet  public  data  net- 
work and  Telemail  electronic  mail  sys- 
tem to  speed  communications 
throughout  the  country.  And  GTE's 
Satellite  Communications  subsidiary 


can  link  your  office  to  a  satellite. 

In  a  field  as  complex  as  telecommu- 
nications you'll  find  you  can  simplify 
your  problems  by  dealing  with  the 
company  that  has  it  all. 

For  more  information  call  1-800- 
BCS-2900  or  write  Marketing 
Communications,  GTE  Business 
Communication  Systems,  12502 
Sunrise  Valley  Drive,  P.O.  Box  4050, 
Reston,  Virginia  22091. 

We've  simplified 
a  complicated  business. 


Business  Communication 
Systems 


INFORMATION  NETWORKS- 

Emerging  Trends  &  Markets 


Value  Added  Networks 


Telenet 
(GTE) 


Tymnet 
(Tymsharej 


Uninet 

(United  Telecom) 


Cylix 
(RCA) 


Network 


AIS/Net  1000 
(AT&T) 


Information 

Network 

(IBM) 


Data  Oniy 
Terrestrial 
Packet  Service 

Data  Only 
Terrestrial 
Packet  Service 

Data  Only 
Terrestrial 

Data  Only 
Satellite/ 
Terrestrial 

Data  Only 
Terrestrial/ 
Satellite 
Packet  Service 

Data  Only 

Terrestrial 

Satellite 

>                                                                    Coverage  ( 

•  Local  Access 
in  299  cities 

•  Serves  50  countries 

•  Local  Access 
in  400  cities 

•  Serves  34  countries 

•  Local  Access 
in  230  cities 

•  Int'l  Service  via 

IRCS  

•  Access  in 

400  cities  currently 

•  Intern  future 
through  RCA 

•  only  17  cities 
in  1983 

•  Available  in 
50  cities  by 
year-end  1984 

1                                                                     Access  ( 

•  Public  Dial 

•  Private  Dial 

•  Dedicated  point-point 

•  Public  Dial 

•  Private  Dial 

•  Dedicated  point-point 

•  Public  Dial 

•  Private  Dial 

•  Dedicated  point-point 

•  Dedicated 
multi-point  or 
point-point 

•Dial 

•  Dedicated 
point-point 

•Dial 

•  Dedicated 

Up  to  1200bps 
for  dial 

Up  to  9600bps 
for  dedicated 


Up  to  1200bps 
for  dial 

Up  to  9600bps 
for  dedicated 


Up  to  1200  or 
2400bps  for  dial 
Up  to  9600bps 
for  dedicated 


4800bps  at 
terminal  end 
9600bps  at  host  end 
56.000bps  terrt  satellite 


Up  to  9600bps 
for  dedicated 
Up  to  4800bps 
for  dial 


Value-Added  Networks  

Value-added  networks  (VANS)  are  the 
structural  foundation  of  information  net- 
works. Traditionally,  value-added  car- 
riers such  as  Telenet  lease  underlying 
transmission  facilities  from  AT&T  and 
other  common  carriers.  VANS  generally 
bundle  data  in  packets  for  efficient 
transmission.  Packet  switching  allows 
many  users  to  share  the  network  facility 
and  communications  links  and  to  do  so 
economically.  VANS  "add  value"  to 
basic  telephone  services  by  offering 
speed,  code,  and  protocol  conversions 
that  provide  users  with  enhanced  data 
communication  services.  For  example, 
VANS  permit  otherwise  incompatible 
terminals  and  computers  to  communi- 
cate with  one  another.  They  also  ensure 
the  integrity  of  data  transmission  by 
means  of  sophisticated  error  detection 
and  correction  techniques. 

GTE's  Telenet  subsidiary  evolved 
from  an  early  network  designed  for  the 
Department  of  Defense.  Introduced  in 
1972,  this  network  now  serves  an  esti- 
mated 150,000  terminal  users  in  290 
U.S.  cities.  Users  of  Telenet  may  access 
1200  remote  computer  systems  and 


interconnect  with  information  networks 
in  50  other  countries. 

Tymnet,  sometimes  referred  to  as 
Telenet's  T-net  twin,  owes  its  origin  to  its 
parent  Tymshare's  computer  services; 
Tymshare  customers  needed  the  cost- 
effective  communications  services  that 
Tymnet  was  designed  to  provide.  This 
year  was  one  of  major  growth  for 
Tymnet's  network  as  it  added  1 50  cities 
to  its  network  now  serving  over  400 
cities  and  41  countries.  The  rest  of  the 
world  is  accessed  through  Telex  cir- 
cuits. Direct  dial-up  access  is  made 
with  a  local  telephone  call  in  domestic 
and  international  cities  served. 

The  T-  net  twins  are  clearly  enjoy- 
ing the  fruits  of  their  labors  with  an 
annualized  growth  rate  of  approximately 
50%.  Maintaining  this  impressive  per- 
formance will  mean  continuing  to  en- 
hance their  networks  with  new  ser- 
vicies.  For  example,  Telenet  now  has 
the  capability  to  support  switched  com- 
munications among  IBM  3270  compu- 
ter terminals  and  most  other  computers 
that  support  the  3270  protocol.  Thus,  on 
demand,  a  3270  user  can  access  any 
computer  application  on  any  of  several 


Up  to  9600bps 


host  computer  systems  located  any- 
where, rather  than  a  single  application 
on  a  single  host.  Tymnet  has  added  a 
new  capability  to  support  IBM  3270 
applications  in  30  cities  by  year  end. 

The  ongoing  personal  computer 
revolution  will  be  a  very  important 
growth  factor  for  VAN  carriers  and  they 
have  been  quick  to  respond  with  new 
services  to  maximize  personal  compu- 
ters as  a  resource.  Telenet  will  use  a 
new  communications  protocol  devel- 
oped by  Microcom,  Inc.  to  support 
direct  transmissions  between  personal 
computers  and  host  computers  or  other 
systems.  Tymnet  has  developed  a  new 
protocol,  X.PC.  to  support  a  wide  range 
of  personal  computers  in  addition  to  the 
IBM  PC. 

But  Telenet  and  Tymnet  are  not 
alone.  UNINET  entered  the  VAN  market 
in  1981  after  thirteen  years  of  serving  its 
parent  United  Telecom  as  a  nationwide 
private  packet  carrier.  United,  the  na- 
tion's second  largest  independent  tele- 
phone company,  last  year  also  ac- 
quired a  controiiing  interest  in  ISA- 
COMM  This  resale  communications 
carrier  offers  integrated  voice,  data,  and 


If  people  were  more  like  machines,  office 
jtomation  might  work  a  little  better 

Fortunately  there's  a  new  alternative.  Office 
umanation™  helps  people  work  a  little  better 
It  means  computers  do  things  the  human 
Way,  instead  of  humans  doing  things  the  com- 
puter way  It  means  information  at  your  com- 
mand, instead  of  at  your  inconvenience,  It 
means  machines  you  can  train,  so  you  don't 
have  to  be  retrained, 

CXC  replaces  automation  with  humanation, 
We've  created  the  Rose,™  a  single  central 
nervous  system  for  your  office  that  relates  to 


the  way  humans  work.  It  handles  all  voice  and 
data  communications  on  one  revolutionary 
integrated  local  area  network  and  telephone 
switching  system, 

We've  created  the  Rose  Personal  Teleter- 
minal,™  bringing  voice  and  data  to  your  desk 
in  a  single  compact  unit,  It  embodies  the  pro- 
ductivity of  a  computer — and  the  simplicity 
of  a  telephone. 

And  we've  made  possible  dramatic  sav- 
ings, In  dollar  costs.  In  people  costs.  Because 
a  job  worth  keeping  is  a  job  worth  keeping 
human, 


The  Office  Humanation  Company  CXC 

CXC  Corporation.  2852  Alton,  Irvine,  CA  92714  (714)  760-7171  Personal  Teleterminal,'"  Office  Humanation,'"  Office  Humanation  Company1"  and  Rose1"  are  registered  trademarks  ot  CXC  Corporation 


At  last, 
help  for  companies 
wrestling  with  the 
problems  created 
by  personal  computers. 


In  the  beginning  it  seemed  like  a 
splendid  idea. 

A  few  people  began  using  personal 
computers  at  work  and,  presto,  improved 
their  productivity. 

But  as  the  number  of  different  PCs  in 
the  offices  proliferated,  so  did  the  confu- 
sion. Everyone  had  different  software, 
different  training,  different  ways  of 
communicating. 

As  a  result,  many  executives  are  see- 
ing control  and  efficiency  slip  away,  re- 
placed by  mounting  "PC  Pandemonium." 

What's  needed  is  a  system  that  pro- 
vides corporate-wide  information  access 
as  well  as  the  personal  computing  capa- 
bilities employees  now  insist  upon.  This 
is  exactly  what  Honeywell  has  built. 
And  more. 

The  microSystem  6/10 

The  cost-efficient  microSystem  6/10 
is  a  multipersonality  powerhouse  offering 
an  impressive  variety  of  processing 
capabilities -including  networking  (the 
microSystem  6/10  talks  to  IBM  main- 
frames as  readily  as  to  our  own). 

Besides  personal  computing,  it  han- 


dles data  processing  and  word  processing. 
And  fully-integrated  office  automation. 
What's  more,  power  and  flexibility  make  it 
perfect  for  adaptation  to  industry-specific 
applications. 

And,  because  microSystem  6/10  also 
accepts  most  popular  PC  software  pack- 
ages (based  on  CP/M-866  and  MS-DOS®), 
chances  are  your  employees  won't  have  to 
give  up  their  favorite  programs. 

Something  rare:  a  change  every- 
one likes 

Here's  a  practical  and  remarkably 
timely  solution  to  the  problem  of  "PC 
Pandemonium." 

And  when  you  consider  this  is  a  solu- 
tion your  entire  organization  can  get 
behind,  it's  even  more  remarkable. 

The  microSystem  6/10.  It  helps 
solve  the  problems  created  by  personal 
computers. 

For  more  information  on  how 
Honeywell  can  help  your  business,  call 
800-343-6665  (within  the  617  area, 
call  392-5246)  or  write  to  the  Honeywell 
Inquiry  Center,  200  Smith  Street  (MS 
440)  Waltham,  Massachusetts  02154. 


Together,  we  can  find  the  answers. 

Honeywell 

CP/M-86  is  a  registered  trademark  of  Digital  Research  Inc.  MS-DOS  is  a  registered  trademark  of  Microsoft  Corporation. 


The  "PC-Friendly" 
Network 


We're  the  data  network  that's  friendly  to  personal 
computers.  Our  network  permits  PCs  to  do  all  sorts  of 
things  they  could  never  do  before.  Like  communicate 
with  IBM  mainframes.  And  access  3270  business 
programs. 

You  may  be  already  using  PCs  to  access  the  latest 
stock  quotes  and  news  items.  Why  not  expand  their 
versatility  and  create  the  kind  of  PC  work  stations  that 
are  truly  productive? 

TYMNET'S  network  technology  makes  it  possible. 
We  give  personal  computers  the  kind  of  communicating 
versatility  they've  never  had,  but  always  needed. 

Want  to  know  more?  Call  us.  We've  got  lots  of  good 
news  about  what  we  can  do  for  your  personal  computers: 
(408)  946-4900;  TYMNET,  Inc.,  2710  Orchard  Parkway, 
San  Jose,  CA  95134. 


TYMNET 

Serving  more  than  6.1  million  data  calls  per  month 


TM 


A  Tymshare  Company 
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image  services  (such  as  teleconferenc- 
ing) over  Satellite  Business  Systems' 
satellite  network.  With  its  UNINET  and 
ISACOMM  networks,  United  is  well 
positioned  to  offer  the  integrated  ser- 
vices that  will  mark  the  Information  Age. 
United's  challenge  is  to  integrate  its 
Uninet  value-added  network  with  its 
satellite-based  ISACOMM  network.  To 
get  there,  United  is  investing  heavily  to 
upgrade  UNINET  and  expand  the  capa- 
bilities of  its  networks. 

Cylix  Communications  is  yet  another 
value-added  carrier  offering  satellite- 
based  services.  Before  being  acquired 
by  RCA  last  year,  Cylix  had  established 
a  nationwide  communications  network, 
combining  satellite  links  and  terrestrial 
communications  facilities  for  long-dis- 
tance data  transmission.  The  Cylix  net- 
work service  is  a  medium-to-high-speed 
satellite  packet-switching  network  ser- 
vice that  is  optimal  for  transaction  pro- 
cessing and  offers  business  an  eco- 
nomical alternative  to  private  networks. 

But  as  far  along  as  these  VAN  carri- 
ers have  come,  they  all  must  contend 
with  the  undisputed  king  of  the  hill, 
AT&T.  On  June  15, 1982,  AT&T  unveiled 
its  first  enhanced  service:  Advanced 
Information  Systems  (AIS)/Net  1000. 
Net  1000  permits  business  users  to 
communicate  with  computer  systems 
offered  by  different  manufacturers.  As 
such,  it  offers  the  promise  of  universal 
networking  necessary  for  global  infor- 
mation networks.  Its  proprietary  "C" 
language  software  makes  dissimilar 
equipment  compatible  by  translating 
codes,  converting  protocols,  and  moni- 
toring the  speeds  of  different  terminals 
and  host  computers.  Customers  ac- 
cess any  one  of  17  Net  1000  service 
points  through  their  computer  terminal 
to  enter  and  store  data  to  be  transmitted 
over  AT&T  Communications'  Bell  Pack- 
et Switching  Service  (BPSS). 

IBM,  conceding  nothing  to  its  potent 
new  competition,  introduced  a  new 
computing  network  for  remote  interac- 
tive information  processing,  called  sim-  • 
ply  the  "Information  Network."  Based 
on  IBM's  Systems  Network  Architec-  ■ 


Announcing  the  end 

of  the 
isolated  employee. 


OmegaNet* 
from  Compucorp 


People  have  always  worked  better  when  they 
could  communicate.  So  why  should  they  have  to 
put  up  with  work  stations  that  are  isolated? 

Compucorp  doesn't  think  they  should.  That's 
why  Compucorp  invented  OmegaNet?  It's  a  local 
area  network  that  allows  you  to  connect  your 
information  processing  work  stations  together  in  a 
single  system.  What  goes  in  one  terminal  can 
come  out  another.  Your  work  stations  can  share 
information  from  common  files.  And  they  can 
share  common  resources,  such  as  printers. 

OmegaNet"  can  utilize  Compucorp 's  own  Data 
Base  Management  System,  one  of  the  most  sophis- 
ticated software  systems  ever  developed.  You  can 
find  individual  records  in  a  flash  -  even  if  there  are 
tens  of  thousands  of  them.  It  makes  very  complex 
tasks  very  simple  to  achieve.  And  with  our  com- 
munication packages,  you  can  connect  your  work 
stations  to  most  brands  of  main  frame  computers. 

Compucorp 's  745  diskless  work  station  -  specifi- 
cally designed  for  OmegaNet ,RJ  -  is  less  costly  than 
many  other  work  stations.  And  all  Compucorp 


information  processors  can  operate  as  part  of 
OmegaNet? 

Compucorp  was  rated  Number  One  in  the 
National  Datapro  survey  of  word  processor  users 
in  both  1981  and  1982.  Now  the  people  at 
Compucorp  have  applied  their  award-winning 
technology  to  their  network.  For  more  informa- 
tion about  OmegaNet®,  send  in  the  coupon  today. 


In  California 

1-800-556-1234  1-800-441-2345 


Ext.  28 


Ext.  28 


Compucorp 

2211  Michigan  Avenue.  Santa  Monica,  California  90404 


I — 1  Please  have  a  Compucorp  Representative 
I  I  call  me  to  discuss  OmegaNet 


□ 


Please  send  me  more 
information 


company  name 
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ture  (SNA),  IBM/IN  allow  users  to  per- 
form their  own  tasks  from  terminals 
linked  through  the  network  to  IBM's 
centralized  computer  complex  in  Tampa, 
Florida.  IBM/IN  already  serves  more 
than  200  customers  in  13  cities  and  a 
total  population  of  2500  terminals.  A 
recent  agreement  with  GTE  Telenet  will 
extend  it  overseas. 

Without  question,  IBM  and  AT&T 
are  on  a  collision  course;  where  the 
important  battles  will  be  fought  and 
what  will  be  won  and  lost  is  still  open  to 
speculation.  For  the  time  being,  how- 
ever, it  is  noteworthy  that  both  AT&T 
and  IBM  rely  on  Telenet's  value-added 
network  facilities.  Telenet  offers  IBM 
SNA  users  special  interfaces  that  allow 
them  to  interconnect  with  GTE's  trans- 
mission facilities.  Also,  interfaces  or 
bridges  are  being  built  between  local 
area  networks  and  value-added  net- 
works. For  example,  Continental  Tele- 
com, a  diversified  telecommunications 
enterprise  has  developed  a  modular 
local  area  network,  ConTelNet.  Its  Con- 
Tel  Information  Systems  subsidiary  has 
designed  an  X.25  interface  to  bridge 
ConTelNet  and  public  data  networks 
such  as  Telenet.  NCR  has  developed  a 
local  area  network,  called  "Decision 
Net,"  which  links  personal  computers 
from  several  manufacturers  into  a  com- 
municating and  resource-sharing  net- 
work. Users  can  process,  store,  and 
access  information  where  and  when  it 
is  convenient  to  do  so. 

Many  other  companies  are  attempt- 
ing to  leverage  their  positions  in  related 
areas  to  share  in  the  growing  demand 
for  information  services.  CompuServe 
now  offers  value-added  services  using 
the  network  it  developed  for  remote 
computing.  Automated  Data  Process- 
ing this  year  brought  its  private  network 
public.  And  only  last  month,  Computer 
Sciences  entered  the  market  with  its 
international  Infonet  network.  Compan- 
ies not  willing  to  offer  their  own  public 
networks  will  build  bridges  to  other  net- 
works. The  result?  Information  tools, 
such  as  terminals,  host  computers  and 
personal  computers,  will  be  linked  to 
increasingly  larger  and  more  capable 


information  networks,  giving  users  great- 
er reach  and  their  information  tools 


even  greater  power  to  enhance  user 
productivity. 


LOCAL  AREA  NETWORKS 

The  concept  of  a  local  area  network 
(LAN)  has  received  a  great  deal  of 
attention  in  the  past  few  years.  LANS 
have  been  hailed  as  the  solution  to  a 
rapidly  escalating  problem:  how  can 
proliferating  personal  computers  and 
other  intelligent  devices  be  made  to 
interact  effectively  with  one  another 
despite  the  fact  that  they  often  con- 
tain very  different  technical  specifi- 
cations? Users  are  discovering  that 
though  these  devices  are  cost  justifi- 
able for  their  standalone  capabilities, 
to  get  the  most  out  of  them  requires 
they  be  able  to  communicate. 

Conceptually,  a  LAN  can  be 
thought  of  as  a  high-speed  data 
pipeline.  Interaction  among  work- 
stations, computers,  and  peripheral 
devices  connected  to  the  pipeline 
occurs  at  very  high  speeds.  Signals 
are  converted  into  a  standard  format 
(for  translation  purposes)  with  each 
device  given  its  own  address  code  to 
ensure  that  proper  connections  are 
made. 

Despite  their  promise,  however, 
the  LAN  market  has  been  slow  to 
develop.  First  of  all,  LAN  implemen- 
tation requires  substantial  research 
and  planning  for  establishments  able 
to  benefit  from  them.  And  because 
devices  suitable  for  LANs  are  widely 
dispersed  across  many  departments, 
most  user  establishments  have  yet  to 
even  identify  what  they  have  in  place, 
let  alone  tackle  how  to  integrate 
them.  Moreover,  because  no  ac- 
cepted industry  standard  now  exists 
for  transmission  media  (twisted  pair, 
coaxial  cable,  and  fiber  optical  cable) 
or  for  critical,  high  level  software 
many  users  are  wary  of  committing 
to  products  that  might  not  stand  the 
test  of  time. 


Nevertheless,  over  40  companies 
are  providing  LANs,  including  many 
independent  vendors  such  as  Unger- 
mann-Bass,  Corvus,  3Com,  and  In- 
terlan.  Most  computer  systems  sup- 
pliers have  developed  their  own 
LANs;  for  example,  Datapoint  has 
ARCnet,  DEC  has  DECnet  (as  well 
as  a  joint  stake  in  Ethernet  along 
with  Xerox  and  Intel),  and  virtually 
every  microcomputer  vendor  from 
Altos  to  Zilog  supports  some  form  of 
local  area  networking.  Even  Com- 
pucorp,  whose  roots  are  in  word 
processing  oriented  hardware  and 
software,  has  enjoyed  surprising 
success  by  packaging  its  OmegaNet 
LAN  with  two  or  three  workstations 
for  small  business  units.  PBX  mak- 
ers, led  by  the  1979  startup  InteCom, 
have  moved  to  integrate  LAN  func- 
tions into  their  products.  Others  ac- 
tive in  this  arena  are  two  privately 
held  companies,  CXC  and  Ztel.  CXC, 
whose  "Rose"  product  is  based  on  a 
totally  distributed  architecture  (un- 
like PBXs  from  Northern  Telecom 
and  Rolm)  is  aiming  to  integrate 
Ethernet  and  IBM's  LAN  when  it 
appears.  Ztel,  in  which  NCR  and  GE 
have  substantial  equity  positions,  is 
aiming  its  "Private  Network  Ex- 
change" (PNX)  at  the  same  market 
as  is  CXC. 

Although  no  currently  available 
LAN  can  fulfill  all  possible  applica- 
tions, dominant  LAN  architectures 
for  specific  applications  will  begin  to 
emerge  in  the  next  few  years.  As 
corporate  planners  begin  to  address 
local  networking  in  earnest  and  im- 
provements in  hardware  and  espe- 
cially software  continue,  LANs  should 
begin  to  gain  widespread  acceptance 
towards  the  latter  half  of  the  decade. 

—Bob  Fleming 


How  Dow  Jones  News/ Retrieval " 
ielped  Launch  Rockwell  International 
Into  A  New  World  Of  Information 


'Check  this  on  the  Dow"  is  a  familiar  sound  to  Ruth 
Sunning,  Manager  of  Business  Information  Services  at 
Rockwell  International's  Pittsburgh  headquarters.  It's  a 
shrase  executives  from  many  departments  use  as  they 
rely  on  the  Business  Research  Center  to  get  them  infor- 
mation for  marketing,  communications,  and  strategic, 
inancial  and  international  planning  projects. 

Exclusive  Business  Information  On  "The  Dow" 

'The  Dow"  is  Dow  Jones  News/Retrieval®,  the  accurate 
and  timely  business  and  financial  information  service. 
A  service  that  gives  Rockwell  decision-makers  instant, 
a  slectronic  access  to  exclu-  ■ 
e  .sive  news  from  The  Wall 
:  Street  Journal,  Barron's  and 
the    Dow    Jones  News 
";;VVire,  plus  stock  quotes, 
SEC  data,  corporate  and 
r  industry  profiles  and  other 
:  important    business  and 
;  financial  information. 

The  One  Tool  You  Can't  Be  Without 

'].  Although  Ruth  Gunning  has  more  than  400  data  bases  to 
choose  from,  Dow  Jones  News/Retrieval  is  the  one  that's 
most  frequently  front  and  center.  "It's  the  first  place  I  go 
,  for  current  information,"  she  says.  "There  is  no  other  ser- 
!  vice  available  to  me  that  offers  such  speed.  At  Rockwell, 
i  it's  a  tool  that  cuts  across  all  departments." 


i  Nt€fim 


Business  Information  For  Every  Department 

Dow  Jones  News/Retrieval  provides  everything  from 
competitive  data,  economic  updates  and  contract  and 
merger  news,  to  special  reports  on  the  economy  and 
activities  in  Washington. 

So  Easy  To  Access. .  .So  Easy  To  Use 

News/Retrieval's  use  at  Rockwell  hardly  ends  with  the 
Business  Research  Center.  Other  Rockwell  staff  mem- 
bers prefer  to  access  News/Retrieval  directly  through  their 
own  terminals.  As  Ruth  Gunning  says,  "It's  so  easy  to  use, 
they  don't  need  someone  with  experience  to  do  it  for  them." 

Working  Smarter,  Faster  and  Less  Expensively 

Why  not  check  into  Dow  Jones  News/Retrieval  and  dis- 
cover how  it  can  help  every  department  in  your  company 
improve  productivity  by  working  smarter.  Accessible  on 
most  standard  terminals  and  personal  computers,  it's  easy 
to  use  and  surprisingly  inexpensive  since  you  pay  only 
for  the  information  you  request. 

Free  Booklet. .  .Free  Trial 

It's  easy  to  find  out  more  about  News/Retrieval.  For  a 
free  1 2-page  color  booklet  and  a  free  trial,  call  our  hotline. 

Call  Toll  Free  800-345-8500,  Ext.  49 

(Canada,  Alaska  &  Foreign  1-215-789-7008,  Ext.  49) 


DOWLQNES 


Dow  Jones  News/Retrieval  is  a  registered  trademark  of 
Dow  Jones  &  Company.  Inc. 
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The  PBX—A  Gateway  To 
Information  Networks  _ 


PBXs  are  compact  electronic  switch- 
boards that  can  be  programmed  with 
software  to  provide  advanced  telephone 
functions,  such  as  speed  dialing,  least- 
cost  routing,  and  call  forwarding.  Newer 
generation  PBXs  combine  both  voice 
and  data  and  serve  as  gateways  to 
information  networks.  PBXs  are  also 
critically  important  because  they  permit 
a  wide  variety  of  otherwise  incompati- 
ble computer,  communications,  and 
other  intelligent  devices  to  communi- 
cate effectively  with  each  other. 

AT&T's  Dimension  System  85  PBX 
includes  features  which  make  it  a  true 
information  terminal.  Voice  and  data 
may  be  transmitted  at  high  speeds  from 
office  to  office,  coast  to  coast,  and 
internationally.  Compared  with  older 
designs,  the  System  85  is  fast— as  its 
code-name  "Antelope"  suggests.  Dig- 
ital communications  protocols  enable  it 
to  combine  (or  "multiplex")  voice,  data, 
and  control  information  into  a  single 
high-speed  information  stream.  System 
85's  high-speed  switch  design  is  based 
on  computer  technology:  a  16-bit  micro- 
processor with  a  64K  RAM  memory 
that  runs  on  a  modified  UNIX  operating 
system. 

Northern  Telecom,  one  of  the  pio- 
neers of  digital  PBX  technology,  is  a 
vigorous  competitor  of  AT&T.  North- 
ern's SL  line  of  switching  systems  has 
been  very  successful.  Its  SL-100  PBX 
services  up  to  30,000  lines  and  will  be 
Northern's  main  offering  to  the  large 
line-size  (greater  than  5000  lines)  PBX 
market.  Northern  introduced  the  first 
digital  switch  in  the  U.S.  and  is  second 
only  to  Western  Electric  as  a  full-line 
telecommunications  manufacturer,  with 
16  manufacturing  plants,  11  R&D  cen- 
ters, and  nationwide  marketing,  sales, 
and  service  centers. 

California-based  Rolm  Corporation 
has  also  been  a  tough  competitor  since 
the  introduction  of  its  Computerized 
Branch  Exchange  (CBX)  product  line  in 
1975.  The  CBX  is  a  fully  digital  com- 
puter-controlled telephone  system  de- 
signed for  businesses.  Rolm's  strategy 


is  to  make  its  CBX  systems  the  hub  of 
office  information  flow,  by  integrating 
voice,  data,  and  text  with  advanced 
data  communications  features.  Software 
enhancements  made  this  year  allow 
numerous  asynchronous  data  com- 
munications devices,  including  termi- 
nals, host  computers,  and  personal 
computers,  to  be  interconnected  over 
data  networks— a  very  significant  step. 

Rolm  has  already  developed  gate- 
ways to  IBM  environments.  The  new 
Rolm  IBM  gateway  will  allow  most 
ASCII  devices,  personal  computers, 
and  communicating  word  processors 
to  act  like  IBM  3270  computer  terminals 
and  thus  be  able  to  communicate  with 
IBM  host  mainframe  computers.  Rolm 
also  offers  interfaces  for  interconnect- 
ing its  CBXs  with  value-added,  public 
data  networks,  e.g.  Tymshare's  Tymnet, 
GTE  Telenet,  and  AT&T's  AIS/Net  1 000. 


PBX  manufacturers  are  exploring 
ways  to  profit  from  tie-ins  with  computer 
makers.  Apparently,  IBM  was  sufficient- 
ly impressed  by  Rolm  to  pay  $228  mil- 
lion last  June  to  become  a  15%  owner 
of  the  company.  They  will  cooperate  on 
various  projects,  including  additional 
ways  to  connect  IBM  computers  with 
Rolm  CBXs.  Rolm  and  Northern  Tele- 
com also  have  technology  agreements 
with  Data  General  and  Hewlett-Pack- 
ard. GTE  is  believed  to  have  an  under- 
standing with  DEC,  and  recently  NCR 
acquired  an  interest  in  Ztel,  a  start-up 
company  scheduled  to  bring  out  an 
advanced  PBX  early  next  year. 

New,  or  third  generation,  PBXs  em- 
ploy advanced  digital  switching  tech- 
niques which  allow  users  to  transmit 
voice  and  data  simultaneously.  With 
"non-blocking"  architectures,  all  work- 
stations connected  to  the  PBX  may  be 


Exploding  Network  Channel  Capacities 


This  is  a  graphic  illustration  of  the  technological  advances  that  have  led  to  an  exponential 
increase  in  network  capacities. 
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How  NEC  helps  curb  rising  costs 


At  NEC,  we  have 
always  believed  that  auto 
motion  effectively 
raises  prod i  icth  ity  > 
and  lowers  business 
costs. 

Through  "C&C" 
our  unique  integrated 
computer  and  com- 
munications technology 
we're  proving  this  to 
be  true. 

The  NEC  digital  EPBX  system, 
based  on  80  years  of  know- 
how  in  the  telecommuni- 
cations field,  illustrates 
this  cost-cutting 
potential.  Utilizing 
the  latest  fiber 
optics  transmission 
techniques,  it  lets 
you  link  voice  and 
data  systems  into 
a  single  cost- ef fee - 
ti/  v  communications 
network 
accessible 
to  all. 

Computers 
incorporating 
our  own 
advanced 
semiconduc- 
tors plug 
nicely  into  this 
network, 
trimming 
profit-eating 
expenditures 
all  along  the 
way.  This  applies 
as  much  to  our  large 


general-purpose 
computers  and  ASTRA 
business  computers 
as  it  does  to  personal 
computers  like 
PC6000,  8800, 
and  16-bit  APC 
The  NEC  tele 
conference  system 
takes  our  philosophy 
yet  another  step. 
Combining  a  variety 
of  data  processing 
systems  with 
com  m  u  nications 
systems,  it  can 
save  businesses 
millions  of  dollars 
annually— and 
business  people 
lusands  of  hours 
of  needless  travel. 
Wese  are  only 
a  few  of  over 
15,000  different 
industrial, 
business  and  home 
electronics  products 
manufactured  by  NEC. 
Tliey  spearhead  our 
drive  to  boost 
productivity  and 
\  curb  costs  by  way 
of  "C&C— a 
concern  shared 
B  by  our  customers 
in  over  140 
countries. 

NEC 

NEC  Corporation 

PO  Box  Uakanawa.  Tokyo,  Japan 
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in  use  at  the  same  time  without  danger 
of  overloading  the  switch.  Third  genera- 
tion PBXs  can  handle  large  volumes  of 
data  generated  from  a  multitude  of 
devices,  communicating  word  proces- 
sors and  multifunction  electronic  copi- 
ers, mainframe  computers  and  per- 
sonal computers.  InteCom,  spun  off 
from  Exxon  Enterprises,  has  enjoyed 
considerable  success  selling  its  Inte- 
grated Business  Exchange  (IBX),  a 
PBX  serving  up  to  8,192  lines;  the  IBX 
can  interconnect  with  and  even  per- 
form certain  functions  of  Xerox's  local 
area  network,  Ethernet. 

NEW  NETWORK 

SER  VICES  


Cellular  Mobile  Radio 


New  technology  permits  the  link-up  of 
customer-premises  equipment  and  wide- 
area  terrestrial  and  satellite  networks; 
such  information  distribution  technol- 
ogy includes  BOC-provided  terrestrial 
digital  circuits,  point-to-point  micro- 
wave, and  cable.  In  addition,  the  FCC 
has  recently  authorized  completely  new 
uses  of  the  radio  frequency  spectrum, 
notably  cellular  mobile  radio,  digital 
termination  service,  national  paging, 
and  FM/SCA.  Each  will  usher  in  new 
voice  and  digital  transmission  services 
to  the  user.  As  a  result  of  these  innova- 
tions, new  network  services  such  as 
electronic  mail  are  becoming  widely 
available  and  still  others  such  as  digital 
paging  and  videotex  are  being  brought 
on  stream. 


The  prospect  of  dependable  automo- 
bile telephone  services  excites  most 
business  and  professional  people  who 
dream  of  being  freed  of  the  tyranny  of 
fixed-place  telephones.  After  a  decade 
of  delay,  the  promise  of  mobile  tele- 
phones is  being  realized  with  new  cellu- 
lar radio  technology.  Proposed  originally 
by  AT&T  in  1 971 ,  cellular  mobile  radio  is 
made  possible  by  dividing  metropolitan 
areas  into  cells,  where  adjacent  cells 
have  different  non-interfering  frequen- 
cies. With  the  use  of  low  power  transmit- 
ters, frequencies  can  be  reused  in  dif- 
ferent cells  to  serve  large  numbers  of 
customers.  As  a  mobile  user  moves 
from  cell  to  cell,  a  call  continues  uninter- 
rupted while  transmit  and  receive  fre- 
quencies are  being  automatically 
changed  under  the  control  of  a  central 
switch  within  a  Mobile  Telecommunica- 
tions Switching  Office  (MTSO).  Theoreti- 
cally, cellular  radio  could  be  developed 
as  a  universal  service  that  would  by- 
pass the  copper  telephone  lines  of  local 
telephone  companies. 

Last  year  the  FCC  approved  the 
use  of  new  cellular  technology,  making 
40  MHz  of  radio  spectrum  available  for 
each  metropolitan  area  to  be  served.  In 
three  massive  waves  of  filings  for  oper- 
ator licenses— over  a  thousand  to 
date— telephone  companies  are  com- 
peting for  one  of  two  licenses  being 
awarded  for  each  market;  non-wireline 
carriers  like  MCI,  Graphic  Scanning, 


and  Western  Union  are  competing  for 
the  other  license.  The  rush  for  licenses 
is  akin  to  the  Western  land  grabs  of  the 
late  1800's. 

It's  no  wonder  small  and  large 
companies  alike  sense  the  opportunity. 
This  new  cellular  technology  promises 
to  revolutionize  local  voice  communica- 
tions. Mobile  telephones  will  become 
commonplace  before  the  next  decade. 
AT&T  estimates  that  cellular  mobile 
radio  will  be  a  $6  billion  market  by  1990, 
a  figure  that  may  well  be  conservative. 

With  such  high  stakes,  many  play- 
ers are  rushing  to  the  scene:  telephone 
companies,  such  as  AT&T,  the  Bell 
Holding  Companies,  and  GTE;  the  non- 
wireline  carriers,  such  as  MCI  and 
Western  Union;  telecommunications 
vendors;  and  manufacturers  and  sup- 
pliers of  cellular  technology  and  termi- 
nal equipment,  such  as  Motorola  and 
Western  Electric. 

In  May,  General  Electric  and  North- 
ern Telecom  formed  a  partnership  to 
develop  an  integrated  system  which 
combines  Northern's  DMS  digital  switch 
products  with  GE's  expertise  in  mobile 
and  portable  radio  units. 

Over  time,  cellular  radio  systems 
will  be  linked  to  public  and  private  data 
networks  through  digital  switching  at 
the  MTSO.  While  essentially  local  in 
nature  at  present,  cellular  mobile  sys- 
tems will  offer  users  expanded  local 
telecommunications  services  that  tran- 
scend the  telephone  company's  local 
telephone  lines. 


LET  E-COM  SIGN,  SEAL,  AND 
DELIVER"  YOUR  MAIL  FOR  LESS 
THAN  YOU'RE  SPENDING  NOW. 


There's  a  better  way  to  send  out  com- 
puter-originated mail.  The  Postal  Service's 
E-COM  Service.  It  lets  your  computer 
transmit  directly  to  ours.  So  you  can  send 
announcements  and  invoices,  for  example, 
while  you  bypass  a  lot  of  work-and  expense. 

E-COM  Service  is  a  cooperative  effort 
between  private  sector  communication  car- 


riers and  your  Post  Office.  Here's  how  it 
works.  Once  your  system  is  set  up  for  E-COM 
Service,  your  computer  operator  simply  pre- 
pares the  message.  It's  then  transmitted  as 
data,  by  telephone  or  other  communication 
carrier,  to  any  one  or  more  of  25  Serving  Post 
Offices  throughout  the  country.  And  E-COM 
Service  takes  care  of  all  the  rest. 


It  prints  your  messages,  which  can  be  up 
to  two  pages  long.  Folds  them.  And  puts  them 
in  envelopes,  all  at  the  Post  Office. 


It  provides  blue-and-white 
envelopes-for  impact 


It  saves  you  time  by  letting  you 
transmit  your  message  directly  to 
the  Post  Office  by  telephone  or 
other  communication  carrier.  And 
it  saves  time  by  printing  your 
message  right  at  the  Post  Office. 
Then  it  delivers  your  mail  in  just  2 
days  or  less. 


It  gives  you  all  this-which  cuts  your  labor 
costs,  too-for  26c  for  the  first  page.  And  only 
5C  more  for  the  second.  Postage,  paper  & 
envelopes  included. 


We  can  help  you  figure  out  the  best 
way  to  link  up  with  E-COM  Service. 
And  we  can  even  give  you  any  technical 
advice  you  might  need. 
So  why  not  let  new  E-COM  Service 
give  you  a  hand  with  the  mail?  For 
more  information,  simply  call  or  write 
your  communication  carrier  or  your 
local  Postmaster. 


E'COM  a 

IT  DELIVERS  SAVINGS  ALONG  WITH  THE  MAIL 
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THIS  IS  ONE  OF  OUR  TELEPHONES. 


Our  latest  business  telephone 
may  just  change  your  idea  of  tele- 
phones. 

Because  it  can  do  a  lot  more 
than  the  telephones  you  already 
know. 

While  you're  making  an  ordi- 
nary call,  our  extraordinary  phone 
can  also  transmit  information. 
Simultaneously.  Over  the  very 


same  telephone  line. 

With  the  touch  of  a  button,  you 
can  send  the  facts  and  figures  on 
your  data  screen  to  the  data  screen 
of  the  person  you're  talking  to. 
Without  interrupting  your  conver- 
sation. 

Amazing?  Certainly. 

And  this  is  just  one  of  a  com- 
plete line  of  products  and  systems 


offered  by  AT&T  Information 
Systems. 

Everything  from  a  basic  busi- 
ness phone  system  to  one  that 
includes  keyboards,  printers,  data 
screens,  and  message  centers,  all 
linked  by  computer  technology. 

Small  companies  can  start  wil 
a  basic  system;  as  they  grow,  the 
system  can  expand  with  them. 


SO  IS  THIS. 


As  for  larger  companies,  they'll 
d  the  most  sophisticated  sys- 

is  in  the  industry.  Integrating 
:ice,  data,  office,  building,  and  net- 
>rk  management  functions. 

All  the  way  up  to  DIMENSION® 
stem  85.  Which  can  now  handle 
!>00  lines  at  a  single  location,  or 
i  to  25,000  lines  at  multiple  loca- 
•ns  through  our  distributed 


communications  system. 

Large  or  small,  our  business 
systems  are  designed  to  help  your 
people  do  their  jobs  more  efficientiy. 
So  your  company  can  compete 
more  effectively.  And  win. 

If  you'd  like  to  know  more  about 
these  telephones,  or  the  rest  of  our 
product  line,  pick  up  your  tele- 
phone and  call  us. 


1-800-247-1212,  Ext.  898. 
AT&T  Information  Systems. 


AT&T 


inrunmMi  lun  nci  vvunr\D 

Emerging  Trends  &  Marhets 


Digital  Termination 
Service  


Digital  termination  service  (DTS)  is 
another  exciting  innovation  made  pos- 
sible by  cellular  technology.  A  high- 
speed message  service,  DTS  will  by- 
pass local  telephone  lines  and  deliver 
digital  messages  directly  to  its  cus- 
tomers by  means  of  local  digital  com- 
munications facilities  plus  microwave 
radio.  This  service  will  operate  in  met- 
ropolitan areas  throughout  the  United 
States  and  will  connect  to  other  cities  by 
terrestrial  microwave  or  satellite  net- 
works. While  primarily  designed  for  the 
transmission  of  digital  data,  in  time  DTS 
will  be  enhanced  to  provide  voice  and 
image  transmission  as  well.  It  should 
make  it  much  easier  for  businessmen 
to  exchange  computer  data,  send  fac- 
similes, and  set  up  videoconferences. 

Approved  vendors  for  DTS  systems 
and  equipment  must  conform  to  FCC 
requirements.  To  date  these  vendors 
include  M/A-COM's  LDD  subsidiary 
and  Nippon  Electric  (NEC).  Other  prob- 
able DTS  service  providers:  United's 
ISACOMM,  SBS,  Tymnet,  MCI,  Con- 
temporary Communications,  DTS,  Inc., 
Digital  Telecom,  and  Local  Area  Tele- 
communications, Inc. 

Since  DTS  can  bypass  local  loop 
facilities  of  the  Bell  operating  compan- 
ies (BOCs),  the  BOCs  are  seeking  DTS 
licenses  to  extend  their  own  digital  ser- 
vice capabilities.  For  example,  Chesa- 
peake &  Potomac  Telephone  (C&P),  a 
group  of  four  BOCs  serving  the  District 
of  Columbia,  Maryland,  Virginia  and 


West  Virginia,  proposes  to  build  a  DTS 
'  network  that  would  interconnect  local 
facilities  with  interexchange  facilities. 
C&P  intends  to  offer  long-haul  trans- 
mission of  voice  and  data.  Illinois  Bell  is 
also  applying  for  a  DTS  license  with 
hopes  of  offering  a  variety  of  long-haul 
communications  services. 

Electronic  Mail  


While  DTS  still  lies  in  the  future,  other 
electronic  message  services  are  now 
available:  TWX,  Telex,  facsimile,  and 
computer  based  message  systems 
(CBMS).  Recognizing  this  competition, 
the  U.S.  Postal  Service  has  initiated  its 
own  electronic  mail  service,  E-COM. 

E-COM  utilizes  the  Postal  Service's 
universal  delivery  system  in  conjunc- 
tion with  new  electronic  transmission 
capabilities  to  deliver  computer-gener- 
ated messages.  E-COM  is  aimed  at  the 
high  volume  mailer  (those  that  send  at 
least  200  computer-originated  mes- 
sages). Messages  are  transferred  di- 
rectly from  the  magnetic  tape  used  by 
computers.  E-COM  uses  transmission 
and  interconnect  services  from  com- 
mon carriers  to  transmit  messages  to 
servicing  Post  Offices  around  the  Uni- 
ted States. 

CBMS  offers  end-to-end  electronic 
mail  at  cost-effective  rates.  The  origin  of 
CBMS  can  be  traced  to  ARPANET,  the 
nations  first  packet  network.  The  early 
users  of  ARPANET  found  the  network 
ideal  for  sending  each  other  mail  elec- 
tronically: messages  were  sent  in  effi- 
cient packets  and  read  immediately  or 


stored  for  later  retrieval.  Today,  Telenet, 
an  outgrowth  of  ARPANET,  offers  Tele-  j 
mail,  an  electronic  mail  service  for 
message  delivery  nationwide  and  over- 
seas. 

Other  popular  CBMS  services  are 
Computer  Corporation  of  America's 
COMET,  ITT  Dialcom's  Intercomm, 
CompuServe's  Infoplex  and  Tymshare's 
OnTyme.  CBMS  services  are  generally 
user-friendly  with  transmission  speeds 
at  110-1200  bps  and  can  access  public 
data  networks  such  as  Telenet,  Tymnet, 
and  Uninet.  Messages  are  sent  to  and 
delivered  from  electronic  "mailboxes" 
which  are  personal  to  and  secure  for 
the  addressee.  A  user  assigned  a  per- 
sonal mailbox  simply  dials  in  for  mail  at 
his  or  her  convenience  using  a  per- 
sonal code.  Messages  may  be  short  or 
long  and  can  include  documents, 
graphs,  charts,  and  tables. 

Already,  voice  mail  is  here.  With 
new  digital  network  capabilities,  voice 
can  be  digitized  and  stored  in  electronic 
mailboxes,  which  are  segments  of  com- 
puter memory  assigned  to  individual 
users.  When  the  user  accesses  his  or 
her  mailbox,  the  computer  retrieves  the 
message  from  memory  and  converts  it 
back  to  voice  for  delivery. 

Voice  mail  is  especially  suitable  for 
professionals  and  managers  who  are 
frustrated  by  the  time  consuming  phe- 
nomenon known  as  "telephone  tag". 
Voice  mail  not  only  assures  messages 
are  received,  but  that  they  are  delivered 
verbatim.  Facing  a  $15  billion  dollar 
market  potential,  major  companies  are 
already  offering  reliable  and  affordable 
voice  mail  services.  IBM's  "Speechfile" 
runs  on  its  Series/ 1  computer.  AT&T 
offers  voice  mail  series  as  a  new  fea- 
ture of  its  Dimension  series.  Other  play- 
ers include  Rolm,  which  announced  its 
service  before  AT&T.  Lanier,  recently 
acquired  by  Harris  Corporation  (a  tech- 
nology leader  in  integrating  computer 
and  communications  technologies),  of- 
fers its  "E-Z  Mail"  system  that,  together 
with  its  recently  announced  local  area 
network,  should  keep  it  at  the  forefront 
of  the  office  market. 

The  role  of  personal  computers  is 


We've  passed  the  first  hurdle.  D.C. 
ok'd  concept,  wants  to  polish  it  up 
for  the  department 
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third  quarter! 
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Whether  they're  collaborating  on  com- 
petitive strategies  or  accessing  data 
bases  for  valuable  information,  more 
and  more  corporate  managers  are  com- 
municating with  each  other.  With 
networks,  data  bases  and  mail  services 
all  over  the  country.  And  for  thousands 
of  personal  computer  owners,  we  are 
providing  the  communications  link. 

Hayes  Smartmodem.  Think  of  it  as 
your  computer's  telephone.  Just  plug 
Smartmodem  into  any  phone  jack,  and 
watch  it  send  messages  to  ana  from 
your  computer.  Over  ordinary  phone 
lines,  and  without  using  the  telephone 
receiver. 

Operating  with  rotary,  Touch-Tone* 
and  key-set  systems,  Smartmodem  will 
dial,  answer,  and  disconnect  calls. 
Automatically. 

Choose  your  speed;  choose  your 
price.  The  lower-priced  Smartmodem 
300  is  ideal  for  inter-office  communica- 
tions and  local  data  swaps,  transmitting 
at  300  bits  per  second.  For  longer  dis- 
tances and  larger  volumes.  Smartmodem 
1200  communicates  at  speeds  up  to 
four  times  faster. 

Both  are  compatible  with  many  com- 
puters (any  computer  with  an  RS-232C 
port),  and  a  variety  of  communications 
programs.  However,  if  you  have  an 


IBM**  Personal  Computer,  Hayes  also  pro 
vides  the  perfect  companion  software. 

Smartcom  II™  communications  soft- 
ware. For  the  IBM  PC. 

We've  spent  alot  of  time  developing  it, 
so  you  can  spend  less  time  using  it. 

Smartcom  II  makes  quick  work  of  the 
communications  process— reducing  to 
mere  keystrokes  what  would  take  a 
lengthy  series  of  entries  on  other  pro- 
grams. Because  Smartcom  II  is  menu 
driven,  you  simply  respond  to  the 
screen's  prompts.  There  are  no  compli- 
cated procedures  to  learn  or  trouble- 
some instructions  to  unravel.  Success 
comes  swiftly.  Simply! 

And  now,  a  com- 
plete plug-in  tele- 
computing system 
for  the  IBM  PC.  Smart 
modem  1200B.  All  the  great  features  that 
have  made  our  free-standing  Smart- 
modem  a  hit.  On  one,  con-  < 
venient  plug-in  board.  And 
packaged  with  its  own  soft- 
ware. Smartcom  II.  Togethe: 
they're  all  you  need  to  communicate-iasf/ 

Backed  by  the  experience  and  repu- 
tation of  Hayes.  Our  record  speaks  for 
itself.  Five  years  of  solid  leadership  in 
the  microcomputer  industry.  Nationwide 
availability  through  retail  computer 


stores.  Trouble-free  factory  service  and 
call-in  assistance.  A  limited  two-year 
warranty  on  all  hardware.  And  the 
most  efficient  telecomputing  system 
available.  Anywhere. 

To  appreciate  the  capabilities  of  Hayes 
Smartmodem  and  Smartcom  II  fully, 
see  vour  dealer  for  a  demonstration. 

J 

Then  get  beyond  "desktop"  computing. 
Get  a  telephone  for  your  computer. 

Hayes  Microcomputer  Products. 
5923  Peachtree  Industrial  Boulevard, 
Norcross,  Georgia  30092. 
404/449-8791. 


QD  Hayes 


Smartcom  II  is  a  trademark  of  Hayes  Microcomputer  Products,  Inc 

Telemail  Electronic  Mail  Service  is  a  service  mark  of  GTE  Telenet 

Communications  Corp 

TeleSoft  is  a  trademark  of  TeleSoft.  Inc 

•TM  Amencan  Telephone  and  Telegraph 

"IBM  is  a  registered  trademark  of  International  Business 

Machines.  Corp 

£  1983  Hayes  Microcomputer  Products  Inc  Sold  only  in  the  U  S  A 
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becoming  significant  in  electronic  mail 
systems.  They  dramatically  lower  the 
cost  of  using  electronic  mail  by  taking 
message  preparations  off-line.  But  they 
can  do  far  more.  Spreadsheet  capabil- 
ity and  word  processing  can  be  applied 
to  electronic  mail.  The  problem  is  that 
relatively  few  personal  computers  are 
now  equipped  with  the  necessary  net- 
work interfaces  and  modems  to  trans- 
form them  into  information  terminals. 
But  this  market  opportunity  has  not 
gone  unnoticed.  Suppliers  such  as  Mi- 
com  Systems,  Timeplex,  General  Data- 
Comm  and  Infotron  are  providing  a 
number  of  network  options,  such  as 
low-cost,  easy-to-use  interfaces  and 
modems  to  tie  together  various  network 
elements.  Hayes  Microcomputer  Pro- 
ducts, the  leading  modem  suppliers  for 
personal  computers,  gained  recogni- 
tion with  its  "Micromodem"  designed 
for  IBM  PCs  and  Apple  lis.  Recently, 
Hayes  extended  its  market  reach  with 
the  "Smartmodem,"  which  works  on  vir- 
tually any  personal  computer.  Over  the 
next  several  years,  as  more  and  more 
network  elements  are  made  compati- 
ble with  one  another  and  tied  together, 
electronic  mail  systems  are  expected 
to  grow  dramatically  and  new  services 
added  at  incremental  costs  to  the  user. 

Message  Paging  

New  paging  networks  are  being  de- 
veloped for  nationwide,  electronic  mes- 
sage delivery  service  in  the  900  MHz 
frequency  band.  An  increased  number 
of  frequencies  are  now  available  and 
with  advances  in  digital  paging  tech- 
nology the  packet  beeper  can  now 
beep  'n  spell  messages  up  to  1 60  char- 
acters on  alphanumeric  display.  The 
paging  market  has  entered  a  period  of 
exploding  growth.  Since  the  numeric 
pager  was  introduced  in  1981,  the 
number  of  pagers  in  use  has  doubled  to 
two  million.  With  the  recent  introduction 
of  alphanumeric  pagers,  the  market  is 
expected  to  reach  20  million  units  in 
use  by  1990.  representing  an  annual 
market  in  equipment  and  services  of  $6 

The  expanding  paging  market  has 
attracted  three  early  starters.  A  consor- 
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The  years  leading  to  the  next  century  will  see  literally  an  explosion  in  new  information 
networks  and  network  services  taking  hold  in  businesses  and  homes.  This  represents  a  likely 
scenario  for  the  rates  at  which  those  markets  will  be  reaching  maturity 


tium  comprised  of  MCI,  American  Ex- 
press, Communications  Industries,  and 
Metromedia  has  announced  plans  for  a 
national  paging  network  eventually  ex- 
tending to  200  metropolitan  areas.  Milli- 
com,  a  telecommunications  company 
that  is  developing  cellular  mobile  ser- 
vices, was  awarded  the  first  national 
license  by  the  FCC;  its  plans  call  for  a 
national  service  in  31  markets  serving 
45  U.S.  cities.  Page  America,  another 


player  likely  to  establish  a  national  pag- 
ing network,  has  joined  forces  with  RCA 
Global  Communications  to  develop  a 
worldwide  service. 

FM/SCA  

As  information  services  become  porta- 
ble, one  of  the  most  exciting  prospects 
has  come  out  of  the  shadows  of  FCC 
review.  This  year,  the  FCC  gave  the 
go-ahead  for  FM  subsidiary  communi- 


[he  Computer  That's  Taking  America  by  Storm  is 
Radio  Shack's  s799  Micro  Executive  Workstation" 


Bore  and  more  people  are  finding  it  easy  to  make  friends 
nth  our  TRS-80  Model  100  portable  computer.  Maybe  it's 
hings  like  a  full-size  keyboard,  a  built-in  modem  and  an 
-line  by  40-character  display.  Or  is  it?  Byte  magazine  said, 
On  top  of  the  impressive  collection  of  hardware  that  makes 
p  the  Model  100  is  an  equally  impressive  collection  of 
oftware."  Indeed,  the  TRS-80  Model  100  is  the  only  com- 
uter  with  five  built-in  programs.  Use  it  as  a  personal  word 
rocessor,  address  book,  appointment  calendar,  telephone 
uto-dialer  and  communications  terminal, 
vnd  Basic  Computing  says  Model  100's  BASIC  language 
.  .  .  gives  perhaps  the  most  accurate  transcendental  math- 
matical  functions  in  any  computer."  In  its  May,  1983  issue, 

Radio  /hack 

The  biggest  name  in  little  computers® 

A  DIVISION  OF  TANDY  CORPORATION 


Money  magazine  said  "...  the  Model  100  is  so  packed  with 
goodies  that  it  could  well  become  the  machine  of  the  year. 
Just  the  fact  that  someone  who  knows  absolutely  nothing 
about  computers  can  sit  down  .  .  .  and  in  less  than  10  min- 
utes be  writing  letters  on  it  puts  it  in  a  class  all  its  own."  Read 
enough?  Then  get  your  own  TRS-80  Model  100  at  your 
nearest  Radio  Shack  Computer  Center  or  participating  store 
or  dealer! 


|    NEW!  1 984  TRS-80  CATALOG!  Send  for  your  free  copy. 
Mail  to:  Radio  Shack,  Dept.  84-A-441 
300  One  Tandy  Center,  Fort  Worth,  Texas  76102 

Name  

Company  

I  Address  

|     City  State  Zip  

Telephone  

I  

Prices  apply  at  participating  Radio  Shack  stores  and  dealers 
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cations  authorization  (SCA).  Though 
everyone  is  familiar  with  FM  radio,  peo- 
ple are  generally  unaware  that  FM  has 
an  unused  subcarrier  band.  This  band 
is  now  available  to  provide  information 
services  for  portable  application,  such 
as  electronic  mail  and  database  ac- 
cess. Coupled  with  a  satellite  network, 
FM/SCA  systems  can  beam  electronic 
messages,  documents,  and  data  from 
coast  to  coast. 

A  relatively  new  company,  Data- 
speed,  Inc.  has  introduced  a  handheld 
stock  quotation  system  using  FM/SCA 
technology.  Telenet  has  a  stock  quote 
terminal  called  "Pocket  Quote,"  which 
picks  up  fairly  current  (within  15  min- 
utes) stock  prices  broadcast  over  an 


FM  subchannel.  Motorola  has  also 
announced  a  subchannel  pager,  with 
plans  for  a  full  line  of  equipment  next 
year.  Uses  for  FM  subchannels  informa- 
tion services  are  virtually  limitless  given 
the  pervasive  nature  of  broadcast 
signals. 

Videotex  


Videotex  is  an  information  network  ser- 
vice that  has  emerged  from  the  linkage 
of  computers  with  telecommunications 
facilities.  Videotex  transmits  text  and 
graphic  information  via  cable,  radio  or 
microwave  to  a  display  terminal  that 
can  be  a  television  set  equipped  with  a 
decoder,  a  dedicated  videotex  terminal, 


or  a  personal  computer.  Through  his  or 
her  terminal,  a  user  has  easy  access  to 
information  contained  in  computerized 
databases.  What  makes  videotex  so 
promising  is  its  interactive  nature.  This 
means  that  users  can  carry  on  "con- 
versations" with  databases  and  thus  be 
able  to  make  business  transactions 
immediately.  Thus,  a  user  of  Dow  Jones 
News  Retrieval,  seeing  that  a  stock  has 
reached  the  right  price  level,  can  send 
his  or  her  broker  a  buy  or  sell  order. 

Videotex  services  are  designed  for 
home  and  business  use.  Services  in- 
clude home  shopping  and  bill  paying, 
directory  services,  weather,  sports,  tele- 
banking,  airline  reservation  services, 
financial  and  legal  services,  electronic 


Enter  A  New  Dimension 
In  Business  Communications 

The  advances  of  two  United  Telecom 
Communications  companies  now  take 
you  into  a  new  dimension  in  business 
communications.  With  the  capabilities  of 
UNINET  and  ISACOMM.  we  offer  a  total 
communications  package  designed  to 
solve  business  problems  coast-to-coast 
and  around  the  world 

UNINET  is  one  of  the  nation's  largest 
packet-switching  networks  delivering 
state-of-the-art  data  transmission  and 
ISACOMM  is  a  highly  sophisticated  satel- 
lite communications  service.  Together  they 
deliver  a  full  range  of  transmission  formats 
—interactive  and  high-speed  data,  voice, 
facsimile,  and  video  teleconferencing 

UNINET  and  ISACOMM  take  communi- 
cations technology  beyond  the  limits  of 
today  to  extend  the  boundaries  of  your 
company's  future. 

Enter  a  new  dimension  in  business 
telecommunications  with  UNINET  and 
ISACOMM 

For  more  details,  contact 
S  Coleman 

Director,  Marketing  Communications 
United  Telecom  Communications.  Inc 
2330  Johnson  Drive 
Shawnee  Mission,  KS  66205 
(9I3)  676-3000 


UNITED  TELECOM 
COMMUNICATIONS,  INC. 


Because  Syntrex  gives  you  "fault  tolerance"  so  your 
office  system  is  never  down.  They  don't. 

Syntrex  has  an  electronic  file  room  that  retrieves  any 
information  in  seconds  using  only  keywords.  They  don't. 

Syntrex  has  a  full  line  of  secretarial  and  management 
workstations  that  are  completely  compatible.  They  don't. 

Syntrex  has  an  intelligent  communications  controller 
that  supports  IBM  3270  SNA,  DEC  VT100  and  IBM  5251 
emulation  and  others.  They  don't. 

In  other  words,  people  pick  Syntrex  because  they 
don't  need  big  names,  they  need  big  ideas. 

For  more  information  call  1-800-526-2829  toll-free; 
In  NJ  (201)  542  1500.  Or  mail  the  coupon  today. 
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Syntrex  can  do  all  that? 
No  wonder  it's  the  fastest 
growing  company  in  office 
automation.  Tell  me  more 
about  your  systems. 

□  Please  send  me  more  information. 


Syntrex  Incorporated 

246  Industrial  Way  West 
Eatontown,  NJ  07724 
(201)  542-1500 


Name 


Title 


Company 
Address  _ 

City  

Phone ( 

FO-6203 


I 

I 
I 

I 
■ 


State 


Zip 


SYNTREX 
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newspaper  and  magazine  delivery,  and 
even  electronic  encyclopedias.  The 
graphics  capability  of  videotex  permits 
the  delivery  of  tables,  graphics  and 
charts  for  business  and  educational  ser- 
vices. And  new  videotex  techniques 
provide  superior  color  and  graphics 
capability. 

What  are  some  of  the  business 
advantages  of  Videotex?  Increased  pro- 
ductivity, for  one,  resulting  from  speedy 
access  to  current  information  heeded 
by  the  decision  maker.  As  an  advertis- 
ing and  sales  medium,  videotex  will 
broaden  markets  without  the  business 


tex  standard.  Today,  PLP  is  considered 
the  North  American  standard. 

AT&T  joined  with  Knight-Ridder 
Newspapers  in  Florida  to  develop  a 
videotex  system.  Now  operational, 
Knight-Ridder's  Viewtron  service  is  of- 
fered through  a  wholly-owned  subsidi- 
ary Viewdata  Corporation  of  America. 
Viewtron  service  is  now  expanding 
nationally  through  gateways  that  will 
link  its  computers  in  Miami  with  host 
computers  of  major  U.S.  corporations. 
The  seven  gateway  arrrangements  are 
with  American  Express,  Commodity 
News  Service,  E.F.  Hutton,  Grolier  Aca- 


Videotex  Service 


Iniormation  Provider 


Data  Base 


Consumer 


expanding  its  marketing  outlets.  Through 
videotex,  vendors  and  consumers  will 
have  efficient  access  fo  one  another. 
Electronic  catalogs  will  bring  product 
and  price  information  to  buyers  who 
can  then  enter  orders  over  their  video- 
tex terminals.  In  the  office  videotex  will 
be  important  for  decision  making,  en- 
hanced communications,  and  transac- 
tion processing.  It  will  also  serve  the 
traveling  businessman.  In  airports,  malls, 
or  convention  centers,  videotex  will 
deliver  information  on  transportation, 
lodging,  dining,  the  community,  stores, 
and  entertainment. 

The  promise  of  videotex  has  drawn 
worldwide  investments  totaling  $1  bil- 
lion. Although  only  150,000  users  can 
be  counted  today  as  being  involved  in 
commercial  and  experimental  systems, 
AT&T  estimates  that  7%  penetration  of 
the  enormous  total  available  market  will 
be  achieved  by  1 990.  A  rid  AT&T  intends 
to  play  a  major  role  in  the  videotex 
market.  In  1981  it  proposed  the  Presen- 
tation Level  Protocol  (PLP)  as  an  en- 
hancement to  Canada's  Teledon  video- 


demic  American  Encyclopedia,  J.C. 
Penney,  Official  Airline  Guide,  and  Video 
Financial  Services.  These  gateway  ar- 
rangements will  provide  Viewtron  sub- 
scribers with  merchandise  ordering, 
banking,  stock  market  quotations  and 
portfolio  status,  travel  planning,  and  ac- 
cess to  an  electronic  encyclopedia. 

AT&T  and  IBM  have  both  entered 
the  videotex  market  with  systems,  AT&T 
with  its  "Sceptre"  consumer  terminal 
targeted  for  consumers  and  IBM,  with 
the  Series/ 1  Videotex  System  (SVS/1 ) 
aimed  at  the  business  market.  In  a  joint 
venture,  Honeywell,  Centel,  and  Field 
Enterprises  have  launched  a  large- 
scale  videotex  system,  called  Keytran. 
Keytran  will  allow  home  and  business 
users  to  retrieve  information  and  trans- 
act business  on  a  TV  screen  or  a  spe- 
cial videotex  terminal.  Users  will  also  be 
able  to  send  electronic  messages  to 
one  another  in  real  time.  The  modular 
system  design  of  Keytran  combines  the 
computer  technology  expertise  of  Hon- 
eywell and  the  information  resources  of 
Field  Enterprises. 


Conclusion  

Information  networks  and  information 
services  are  experiencing  rapid  and 
dramatic  growth.  Such  growth  is  being 
driven  by  great  advances  in  integrating 
computer  and  communications  tech- 
nologies, by  deregulation,  and  by  the 
fundamental  restructuring  of  the  Bell 
System.  When  the  BOCs  become  inde- 
pendent corporations  in  1 984,  local  tele- 
communications facilities  will  be  more 
widely  interconnected  with  radio  and 
cable  networks  and  with  terrestrial  and 
satellite  long-distance  networks.  In 
addition,  the  development  of  special- 
ized information  databases  has  in- 
creased the  demand  for  networking  ser- 
vices. The  widespread  availability  of 
personal  computers,  which  can  be  con- 
nected to  networks,  will  result  in  further 
increases  in  the  demand  for  online  data- 
bases and  information  services.  Infor- 
mation networks  have  come  of  age 
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Gartner  Group  serves  strategic  planners 
in  the  computer,  telecommunications, 
office,  and  home  information  industries. 
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research  notes,  indepth  analysis  reports, 
interactive  conferences,  and  telephone 
dialogue.  The  noteworthy  attributes  of 
Gartner  Group  are  its  Wall  Street  orien- 
tation towards  evaluation  of  vendor 
strategies,  its  understanding  of  all  three 
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I  neres  an  easier  way 
to  send  data. 


Are  you  still  sending  data  by  old-fashioned  ways? 
Let  GTE  Telenet  put  modern  technology  to  work 
}r  you. 

We're  the  pioneer  packet-switched  network— the 
etwork  that  lets  different  terminals  and  computers 
alk  to  each  other. 

Wherever  they  are. 

With  just  a  local  phone  call. 

The  Telenet  network  is  fast,  and  it's  universal:  It 
andles  data  regardless  of  terminal  codes,  speeds 
p  protocols. 

It's  economical,  too,  because  you  share  the  net- 


GTE  Telenet 


work  with  hundreds  of  other  users.  And  you  pay  only 
for  the  time  you  actually  use  it. 

(Of  course,  if  you  need  a  totally  independent  net- 
work, we  can  supply  a  dedicated  system  for  your  pri- 
vate use.) 

GTE  Telenet:  Rated  the  best  value-added  communi- 
cations carrier  in  Data  Communications'  1982  Brand 
Preference  Survey  conducted  by 
McGraw-Hill  Research. 
Want  to  know  more  about 
the  modern  way  to  send 
data?  Call,  toll-free 
1-800-835-3638. 


ist  when  things  were  going  so  well  for 
xymas   Weber's   cremation  company, 
along  came  Melvin  Belli .  .  . 


Burning 
questions 


Not  long  after  Weber  went  into 
business,  California  undertakers 
launched  a  battle  to  drive  him  out. 
They  had  a  lot  going  for  them.  Under- 
takers there  dominate  the  govern- 
ment body  that  is  supposed  to  regu- 
late them,  the  State  Funeral  Directors 
Board.  Weber  was  soon  hiring  lawyers 
to  fight  a  bill  pushed  by  the  board  that 
would  have  required  crematoriums  to 
install — obviously  to  no  purpose — 


By  Carol  E.  Curtis 


BEFORE  HIS  DEATH  IN  1956, 
Thomas  Weber's  father  said  he 
wanted  to  be  cremated.  So 
young  Weber  set  out  to  make  the  ar- 
rangements. To  his  surprise,  he  says, 
he  could  not  find  a  single  undertaker 
within  100  miles  of  his  home  in  Okla- 
homa City  who  was  willing  to  carry 
out  his  father's  wishes.  Instead,  he 
says,  the  undertakers  tried 
to  talk  him  into  an  elabo- 
rate, and  expensive,  ceme- 
tery burial. 

The  experience  so  im- 
pressed Weber  that  he 
eventually  left  his  career 
as  a  successful  biochemist 
and  founded  a  cremation 
company.  In  1971,  with 
$25,000  of  his  own  money 
and  an  equal  amount 
raised  among  friends,  he 
set  up  shop  in  California, 
a  state  with  one  of  the 
highest  percentages  of  cre- 
mations in  the  country. 
He  called  his  company 
Telophase — the  scientific 
term  for  the  last  stage  in  a 
living  cell. 

Weber  worked  hard  and 
got  lucky.  He  had  all  the 
business  he  could  handle 
from  the  beginning.  So  far, 
so  good.  But  then  Weber  came  up 
against  one  of  the  slickest  and  most 
effective  lobbies  in  the  U.S.:  the  fu- 
neral industry.  As  operators  of  a  $6.4 
billion  annual  business,  the  nation's 
45,000  funeral  directors  have  a  vested 
interest  in  keeping  funerals  compli- 
cated and  costly.  This  means  avoiding 
cremation.  The  average  funeral  now 
costs  $3,115,  but  one  can  easily  run 
thousands  more.  The  cost  of  a  no- 
frills  cremation,  by  contrast,  rarely 
exceeds  $500. 


Thomas  Weber  of  Telophase  at  a  crematorium 
Will  Melvin  Belli  lower  the  body  count? 


costly  embalming  facilities  and  a 
chapel  seating  50  people.  That  bill 
died,  but  now  Weber  is  bracing  for 
another  attack.  The  board  is  said  to  be 
preparing  a  suit  to  require  that  all 
crematorium  office  managers  be  li- 
censed funeral  directors.  With  the  op- 
position's bills  paid  by  the  taxpayer, 
Weber  has  reason  to  feel  the  odds  are 
stacked  against  him. 

But  despite  sky-high  legal  bills,  the 
business  prospered.  Weber  expects 
privately  owned  Telophase  to  do  $12 


million  (revenues)  of  business  in 
1985,  still  a  small  operation  but  the 
largest  of  its  kind  in  the  country.  It 
has  grown  at  an  annual  rate  of  ap- 
proximately 20%  in  the  past  12  years 
and  now  has  11  offices  nationwide. 

Companies  like  Telophase  are  one 
reason  cremation  has  become  a  high- 
growth  business.  But  the  negative  im- 
age of  the  funeral  industry  has  also 
helped — especially  since  publication 
of  Jessica  Mitford's  widely  read  attack 
on  it,  The  American  Way  of  Death,  20 
years  ago. 

The  fact  is,  the  funeral  business  is 
steadily  shrinking.  There  are  now 
22,000  funeral  homes  in  the  U.S., 
2,000  fewer  than  a  quarter  century 
ago,  and  many  more  people  are  choos- 
ing cremation:  The  percentage  of  cre- 
mations to  total  U.S.  deaths  has  more 
than  tripled  since  1960,  to  about  12%, 
or  240,000  a  year.  In  some  states,  like 
California,  it  approaches  40%. 

But  the  funeral  directors  won't  take 
this  lying  down.  Lately  they  have 
come  upon  what  is  likely  to  be  one  of 
the  most  potent  counterattacks  yet 
on  cremation.  Some  200  California 
citizens  have  filed  or  are  about  to  file 
suits  charging  that  bodies  have  been 
burned  en  masse  by  at 
least  one  crematorium  in 
the  state.  It  doesn't  hurt 
that  their  attorney  is  the 
flamboyant  San  Francisco 
trial  lawyer  Melvin  Belli. 

Well  before  the  bulk  of 
the  cases  go  to  trial,  Belli 
is  heaping  on  the  crema- 
tion business  the  sort  of 
bad  publicity  that  has 
tarred  undertakers  for 
years.  Belli  asserts  that 
the  practice  of  multiple 
cremations  has  become 
endemic  to  the  industry, 
so  that  when  ashes  are  re- 
turned to  the  family  they 
can  no  longer  be  sure 
whose  they  are  getting. 
Belli  is  asking  for  millions 
in  damages  on  behalf  of 
his  clients. 

Is  there  any  truth  to  Bel- 
li's  allegations?  A  defen- 
dant in  the  suits,  Harbor  Lawn  (Telo- 
phase was  not  named),  will  not  com- 
ment. But  regardless  of  Harbor  Lawn's 
guilt  or  innocence,  the  entire  crema- 
tion business  is  likely  to  be  hurt: 
"These  suits  are  a  blight  on  the  indus- 
try," Weber  says. 

Still,  economics  and  social  trends 
— including  the  growing  tendency  of 
families  to  live  apart — strongly  favor 
cremation.  It  seems  unlikely  that 
even  a  Belli  can  slow  the  cremation 
business  for  long.  ■ 
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For  eight  generations, 
've  been  steering  world  traders 
through  the  proper  channels. 


A   One  year  after 
»  I  Bank  of  Montreal 
m>  I  became  the  first 
Canadian  bank, 


we  became  the  first  bank 
to  serve  Canadian  trad- 
ers abroad;  our  first 
foreign  ^^Zl^ 
office 
opened  in 
London,  England  in 
1818.  Today,  after  eight 
generations,  London  is 
just  one  of  fifteen  trade 
centres  around  the  world 
which  are  linked  together 
by  the  offices  of  our  Trade 
Finance  Division.  They  are 
staffed  by  bankers  who  are 
professionals  in  every  type 
of  financing,  from  the  straight- 
forward support  of  ongoing 
commercial  sales  to  complex 
transactions  involving  major 
turnkey  projects. 

Complex  or  not,  a  trade 
financing  package  must  be  on  course 
with  financial,  economic  and  political 
realities  at  any  given  moment.  The 
task  is  made  easier  by  close  cooperation 
between  our  Trade  Finance  Division 


/ 


and  Bank  of  Montreal  specialist 
groups  in  project  finance,  loan 
syndication,  corporate  finance 
and  country  risk  analysis.  This 
cooperation  is  largely  respon- 
sible for  the  flexibility  and 
imaginativeness  which 
characterizes  major 
Bank  of  Montreal  financ- 
ings, particularly  in  multi- 
country  sourcing  of 
concessionary  financing. 
^  Of  course, 

v        you  will 
expect 

your  bank  to  offer  a  variety 
of  payment  channels  which 
are  both  efficient  and  totally 
secure.  To  this  end,  our  Trade 
Finance  Group  offers  a  full  range 
of  traditional  services  including 
Documentary  Credits  and  Collections, 
Buyer  and  Supplier  Credits, 
Discounts  and  Acceptances. 

We'd  like  to  be  at  the  helm 
of  your  next  trade  financing.  Con- 
tact your  Bank  of  Montreal  Account 
Manager,  or  the  Trade  Finance 
Division,  Merchant  Banking  Group, 
First  Canadian  Place,  Toronto,  Canada. 
Telex:  06-22735. 
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Baseball  is  the  stuff  of  legend,  all  right. 
The  proof  is  that  so  much  of  the  sport— from  the  nightmare 
physics  of  batting  to  its  antiquated  and  often 
suspect  statistical  notions — makes  little  sense. 


"The  hardest  single  act 
in  all  of  sports11 


tanding  in  the  batter's  box  at  Yankee  Sta- 
dium, Rod  Carew  is  a  paradox:  Though  his 
gaze  is  fixed  on  the  pitcher,  his  body — espe- 
cially his  hands — is  relaxed.  Goose  Gossage, 
the  Yankee  reliever,  is  worried.  Gossage's  spe- 
cialty is  the  fastball  strikeout,  but  this  year 
his  fastball  has  often  deserted  him.  Gossage's  velocity, 
normally  a  searing  98mph,  is  not  quite  up  to  par,  and  his 
control  is  off.  Against  any  ordinary  hitter,  Gossage  might 
be  able  to  get  by,  but  Rod  Carew  is  hardly  ordinary.  He 
rarely  strikes  out,  and  in  addition  to  owning  the  premier 
batting  average  in  the  American  League  over  the  last  15 
years,  he  is  especially  dangerous  with  men  on  base. 

Advantage  Carew?  Not 
this  time.  He  strikes  out 
swinging  on  three  straight 
fastballs  and  walks  disconso- 
lately back  to  the  dugout.  It's 
been  that  kind  of  year  for 
Carew.  While  his  average  is 
well  above  .350,  Carew  is 
struggling.  Maybe,  as 
sportswriters  have  suggest- 
ed, it  is  the  accumulated 
pressure  of  a  torrid  early  sea- 
son— he  was  hitting  above 
.400  through  the  All-Star 
break.  But  maybe  it  is  just 
the  accumulated  reality  of 
hitting. 

The  fact  is  that  hitting  a 
baseball,  even  for  a  genuine 
star  such  as  Carew,  is  the 
hardest  single  act  in  all  of 
sports.  Nothing  else — not 
sinking  a  basket,  hitting  a 
tennis  ball,  throwing  a 
touchdown  pass — makes  so 
many  otherwise  gifted  ath- 
letes look  so  futile  so  often. 


The  complexity  of  hitting  is  why  baseball,  of  all  sports, 
rewards  relative  failure  so  well.  An  NFL  quarterback  who 
hit  his  receiver  less  than  50%  of  the  time  or  an  NBA  center 
who  sank  fewer  than  half  his  baskets  would  soon  be 
training  as  a  stockbroker  or  selling  beer.  But  baseball 
rewards  .300  hitters — failure  rates  of  70%— with  enor- 
mous contracts. 

Why  is  a  baseball  so  hard  to  hit?  Because  it  is  far  more 
than  simply  making  contact  with  the  ball.  Hitting  a  base- 
ball true  requires  the  resolution  of  a  whole  array  of  com- 
plex mechanical  forces,  many  as  yet  unmeasured  and  often 
poorly  understood. 
Simplifying  it  greatly,  a  hitter  is  a  set  of  hinged  levers 

propelling  the  end  of  the  bat 
in  a  slightly  upward  arc.  As 
he  brings  the  bat  around  and 
forward,  his  hands  exert  a 
negative  torque,  a  backward 
rotational  force,  on  the  bat 
handle.  Since  the  handle  is 
the  thinnest  part  of  the  bat, 
that  torque  is  far  more  pro- 
nounced at  the  head  of  the 
bat  and  may  account  for  a 
given  point  on  the  bat  head 
rotating  as  much  as  half  the 
circumference  of  the  bat 
head  away  from  the  ball  as 
contact  is  made.  The  exact 
amount  of  torque  exerted 
varies  from  player  to  player. 
It's  a  function  of  the  batter's 
weight,  how  large  his  hands 
are,  how  heavy  the  bat  is  and 
how  well  he  is  able  to  keep 
his  top  hand  on  the  bat  as  it 
comes  around.  All  this  can 
take  place  at  speeds  ap- 
proaching 90mph,  against  an 
opposing  object  traveling  at  a 
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similar  velocity. 

Moreover,  the  baseball  it- 
self, a  sphere  covered  with 
stitched  cowhide  (the  major 
leagues  switched  from  horse- 
hide  in  1973),  also  militates 
against  the  batter's  success,' 
since,  no  matter  how  the  ball 
is  rotated,  seams  are  distract- 
ingly  visible.  Also,  the  pitch- 
er stands  on  a  mound  some 
10  inches  higher  than  home 
plate.  That  magnifies  the 
downward  angle  of  the  ball 
as  it  approaches  the  hitter, 
luring  him  to  swing  upward 
in  order  to  make  contact.  It  is 
right  there,  probably,  that  so 
many  hitters  go  awry:  Great- 
er upward  motion  causes 
greater  torque  on  the  bat  and 
lessens  solid  contact  with 
the  ball.  A  smart  hitter  like 
Carew  avoids  this  problem 
by  swinging  slightly  down- 
ward on  the  ball,  cutting 
down  the  angle  and  all  but 
eliminating  the  torque. 

Angles  aside,  there  is  still 
the  rotational  problem.  As  a 
ball  leaves  a  pitcher's  hand, 
it  begins  to  spin.  A  Gossage 
fastball  thrown  at  98mph 
will  turn  about  its  circumfer- 
ence approximately  40  times 
in  the  .42  of  a  second  be- 
tween Gossage 's  release  and 
Carew's  attempt  to  make 
contact.  While  the  ball  spins, 
it  also  wobbles  a  bit  because 
Gossage's  fingers  did  not 
leave  its  surface  all  at  once.  If 
Gossage  is  throwing  one  of 
his  infrequent  change-ups  or  curves,  he  will  change  his 
grip  on  the  ball  so  the  seams  are  perpendicular  to  the 
direction  in  which  the  ball  will  be  thrown.  This  changes 
the  downward  arc  of  the  ball,  making  it  appear  to  dive  or 
swerve  suddenly  as  it  approaches  the  plate. 

Even  if  the  hitter  defies  the  odds  at  that  point  and  makes 
contact,  moreover,  the  nightmare  tolerances  of  the  physics 
involved  will  propel  the  ball  to  where  a  fielder  will  almost 
always  catch  it.  The  only  sure  hit  in  the  game  is  the  home 
run,  which  has,  not  surprisingly,  become  more  and  more 
important.  Helped  by  a  livelier  ball  and  a  tendency  of 
batters  to  swing  for  the  fences,  home  runs  as  a  percentage 
of  total  hits  have  increased  from  less  than  2%  in  1900  to 
about  10%  last  year.* 

Put  it  all  together — the  speed,  spin,  wobble  and  down- 
ward angle  of  the  ball  versus  the  speed,  upward  angle  and 
torque  of  the  bat — and  then  throw  in  a  variable  coefficient 
of  friction  to  deal  with  the  effect  of  the  ball's  cowhide 
surface  as  it  meets  the  ash  of  the  bat  (sweetened  or  not  by 


'Tliis  is  not,  as  some  may  argue,  due  simply  to  the  emergence  of  the  lively  ball  in 
1920  True,  during  1921-46,  home-run  hittingjumped from  2%  to  4-9%.  But  after 
1947,  slugging  really  took  off,  almost  doubling  again  Ibis  is  probably  because  of 
the  emergence  of  the  lively  ballplayer,  a  better-fed,  better-conditioned  athlete  than 
his  hard-drinking,  smoking  and  womanizing  prewar  precursor,  the  construction 
of  new  ballparks  designed  to  favor  long  hall  hitters  and  the  persistent  tampering  by 
owners  with  older  parks  to  build  'pennant  porches"  for  their  players. 


pine  tar),  and  it's  a  wonder 
that  a  batter  ever  connects 
accurately  at  all. 

Champions  are  born, 
it  would  appear, 
not  made 

"Gee,  Catfish,  you  're  really 
in  good  shape. " 
"Well,  Frank,  now  that  I  work 
for  a  living,  I  have  to  exercise. " 

(Conversation  between  Yankee 
broadcaster  Frank  Messer  and 
Catfish  Hunter,  who  retired  in 
1979,  at  a  recent  Yankee  Old- 
timers'  Day  game) 

If  baseball  is  such  a  diffi- 
cult sport,  you  would  think 
players  would  spend  years  in 
study  and  self-denial  acquir- 
ing their  skills,  and  practice 
hours  daily  keeping  them 
sharp. 

Not  so.  Among  athletic 
performers  only  bullfight- 
ers— for  obvious  reasons — 
may  practice  their  skills  less 
than  major  league  hitters.  Ju- 
nior hockey  players  put  in 
hours  working  on  their  skat- 
ing and  shot  control.  Every- 
one knows  the  hoary  tales  of 
NFL  quarterbacks  who  spent 
their  formative  years  throw- 
ing footballs  through  an 
automobile  tire  hung  from 
the  family  oak.  Professional 
basketball  players,  a  close 
second  to  major  league  base- 
ball players  in  average  earn- 
ings, practice  like  mad,  anu 
they  have  a  much  easier  time 
of  it,  given  that  the  mechanics  of  shooting  baskets  are 
essentially  ballistic  in  nature.  Youthful  tennis  players 
commonly  practice  seven  or  eight  hours  a  day,  and  the 
mechanics  of  tennis  are  a  breeze  by  comparison  with 
baseball,  especially  with  the  newer,  large-face  graphite 
rackets. 

This  has  not  been  lost  on  the  public.  Huge  numbers  of 
people,  attracted  by  rising  prize  money,  put  themselves  or 
their  children  on  the  competitive  trail  during  the  1970s 
because  they  had  observed,  correctly,  the  strong  correla- 
tion between  practice  and  improvement. 

Curious.  Baseball  players  seemingly  need  to  practice 
more,  but  they  hardly  practice  at  all.  Says  Dave  Winfield, 
the  Yankees'  $25  million  (over  10  years)  outfielder:  "Prac- 
tice? If  I  had  to  take  an  hour  or  two  of  batting  practice 
every  day,  I'd  be  too  tired  to  play  baseball."  Freddy  Lynn,  a 
.301  lifetime  hitter,  doesn't  believe  much  in  practice, 
either:  "I  never  saw  anybody  with  mediocre  ability  be- 
come a  star  through  more  batting  practice.  Either  you  have 
natural  ability  or  you  don't.  For  the  guys  that  do,  it's  just  a 
matter  of  whether  it  will  come  out  over  time." 

But  Lynn  isn't  bragging  when  he  decries  practice.  Rather 
he  is  blaming  society  for  forcing  baseball  stars  to  rely  on 
their  natural  abilities.  "Most  of  baseball  is  pretty  disorgan- 
ized," says  Lynn,  an  affable,  articulate  atb'ete.  "The 
coaching,  even  up  through  the  minor  league  level,  is 
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American  Satellite. 
We  cover  the  USA  toda 


When  the  people  at  USA  TODAY 
recognized  the  need  for  a  state-of-the-art 
communications  system,  they  turned  to 
the  leader  in  satellite  communications — 
American  Satellite. 

The  system  we  developed  simulta- 
neously delivers  the  paper  to  seventeen 
printing  plants  from  coast  to  coast. 
Through  this  system,  USA  TODAY  is 
able  to  transmit  color  photographs  with 
unprecedented  quality  and  resolution, 
and  type  with  unprecedented  accuracy 
and  reliability. 


And  because  satellite  transmission 
saves  time,  the  paper  can  be  printed 
later.  So,  subscribers  see  more  late- 
breaking  stories  and  national  news  that 
is  even  more  timely  than  the  local  paper. 

For  more  information,  write  American 
Satellite  Company,  Dept.  G-309,  1801 
Research  Blvd.,  Rockville,  MD  20850, 
(301)  251-8333. 

Between  heaven  and  earth,  there's 
little  we  can't  do. 


r  USA  TODAY. 


 '  imi^ 


AMERICAN 
SATELLITE 
COMPANY 


Amencan  Satellite  is  a  partnership  between  Continental  Telecom  Inc.  and  Fairchild  Industries 


miserable.  Baseball  is  a  team 
sport,  and  it's  expensive  to 
outfit  a  whole  team.  Spon- 
sors at  the  Little  League  and 
American  Legion  level  don't 
want  to  spend  the  money  and 
they  won't  buy  a  pitching  machine,  so  you  are  hitting — 
especially  in  the  early  stages  of  your  development — 
against  people  who  can  barely  get  the  ball  near  the  plate. 
Only  someone  with  God-given  talent,  and  an  awful  lot  of 
perseverance,  is  going  to  make  it  up  to  the  major  leagues." 
Is  Lynn  right?  Charley  Lau  agrees  with  everything  Lynn 
says,  but  disagrees  emphatically  with  the  conclusion.  As 
hitting  coach  for  several  American  League  teams,  Lau  has 
been  credited  with,  among  other  things,  adjusting  George 
Brett's  swing  and  practice  habits.  This  paid  off  in  1980 
when  Brett  hit  .390.  The  Almighty  might  have  supplied 
Brett's  ability  but  practice  does  help. 

Lies,  damned  lies, 
and  baseball  statistics 

"You  could  look  it  up" 
(Title  of  a  short  story  by  James  Thurber) 

No  other  game  is  charted  and  scored  with  the  intensity 
of  baseball,  and  no  other  sport's  athletes  are  statistically 
scrutinized  so  thoroughly.  It's  all  there  in  The  Baseball 
Encyclopedia — the  year-by-year  and  lifetime  performance 
of  every  major  league  ball  player.  However  difficult  the 
arts  of  hitting,  fielding  and  pitching,  the  torrents  of  statis- 
tics available  in  the  Encyclopedia  are  surely  sufficient  to 
settle  any  argument  about  comparative  performance,  no? 

No.  In  truth,  baseball  sta- 
tistics are  not  statistics  at  all. 
They  are  accounting  ledger 
entries,  to  which  little  or  no 
statistical  manipulation  has 
ever  been  applied.  The  Base- 
ball Encyclopedia  settles  no 
arguments,  it  creates  them.  If 
baseball  statistics  are  to  have 
any  meaning,  they  must  pro- 
vide fans  and  sportswriters 
alike  with  unassailable  proof 
of  greatness.  That  way  no 
truly  undeserving  player 
would  ever  enter  the  Hall  of 
Fame,  and  no  deserving  play- 
er would  ever  be  ignored. 
Better  statistics  would  help 
us  understand  the  fate  of  the 
Ed  Reulbachs  of  the  world. 

Who?  Ed  Reulbach  was  a 
pitcher  who  spent  the  best 
part  of  his  career  with  the 
Chicago  Cubs  in  the  years  up 
to  World  War  I.  Reulbach 
compiled  a  lifetime  .640  win- 
ning percentage,  with  a  won- 
lost  record  of  185-104,  and  a 
single  season  winning  high 
of  20-4,  or  .833.  To  this,  add 
his  lifetime  earned  run  aver- 
age of  2.28  and  40  lifetime 
shutouts.  What  it  all  adds  up 
to  is  a  man  who  was  one  of 
the  better  control  pitchers  of 
his  generation.  So  how  come 
you  never  heard  of  him? 
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Dizzy  Dean,  to  choose  a 
touchstone  at  random,  won 
35  fewer  games  and  compiled 
a  3.03  ERA.  His  lifetime  win- 
ning percentage,  .644,  is  neg- 
ligibly higher  than  Reul- 
bach's.  Reulbach  is  not  in  the  Baseball  Hall  of  Fame  at 
Cooperstown,  N.Y.  Dizzy  Dean  is. 

Why?  According  to  Bill  James,  author  of  the  annual 
Baseball  Abstract  and  leader  of  a  growing  contingent  of 
statisticians  attempting  to  bring  some  scientific  method 
to  the  ledger  entries  of  baseball  through  the  aegis  of  the 
Society  for  American  Baseball  Research,  Ed  Reulbach  did 
not  pitch  well  enough  where  it  counted.  Selections  to  the 
Hall  of  Fame  are  by  a  vote  of  sportswriters,  of  course — 
expert  but  subjective.  What  impresses  sportswriters? 
James'  analysis  of  modern-era  pitchers  voted  into  the  Hall 
of  Fame  shows  they  need  100  points  on  a  complicated 
statistical  formula  he  has  devised  that  emphasizes  superi- 
or single  season  events — 20-win  seasons,  30-win  seasons, 
World  Series  appearances  and  wins — miracles,  in  short. 
Since  1900  all  but  two  pitchers  who  accumulated  100 
points  by  his  formula  made  the  Hall  of  Fame,  and  only 
three  who  did  not  attain  the  100-point  level  made  it. 
Reulbach  earned  83  points  under  James'  formula,  but  a 
single  30-win  season,  for  example,  or  a  few  league-leading 
ERA  or  strikeout  performances  would  have  pushed  him 
over  100  and  given  him  entry  into  the  Hall.  Simply  having 
a  very  low  lifetime  ERA,  or  amassing  many  strikeouts  or 
ranking  twelfth  in  fewest  hits  per  nine  innings  over  a 
lifetime — consistency  over  a  career,  in  other  words — is  not 
good  enough  to  get  you  into  Cooperstown. 

By  James'  analysis,  Yankee 
pitcher  Ron  Guidry  will  wind 
up  as  a  latter-day  Ed  Reul- 
bach. Guidry's  1978  season,  a 
25-3  (.893)  performance,  is  it- 
self a  difficult  feat,  the  best 
single  season  ever  by  a  start- 
ing pitcher  winning  more 
than  20  games.  His  lifetime 
winning  percentage,  .709 
through  most  of  the  1983  sea- 
son, is  significantly  higher 
than  Whitey  Ford's  .690  and 
just  below  Spud  Chandler's 
.717.  Guidry's  7.15  strikeouts 
per  9  innings  places  him  tenth 
on  the  alltime  strikeouts-per- 
game  list,  ahead  of  such  re- 
tired legends  as  Rube  Waddell 
and  Don  Drysdale  and  ahead 
of  active  legend  Steve  Carl- 
ton, a  sure  bet  to  make  the 
Hall  of  Fame  under  James' 
formula.  Guidry's  7.83  hits 
per  9  innings  ties  him  with 
Vida  Blue,  another  James  can- 
didate for  the  Hall,  in  efficien- 
cy, and  far  surpasses  Hall  of 
Famers  Cy  Young  and  Christy 
Mathewson. 

Yet  Guidry,  under  James' 
formula,  has  earned  only  66 
points  to  date,  far  from  the  100 
needed  to  make  the  Hall  of 
Fame.  Guidry  could  pick  up 
another  10  to  15  points  this 
year,  depending  on  how  his 
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V\ore  and  more  utilities  are  turning  from  the  expense 
and  the  unsure  supply  of  oil  to  plentiful  and  less  expen- 
sive coal.  Open-pit  mining  of  lignite,  for  example,  calls  for 
wide  experience  in  the  design  and  construction  of  reliable 
sxcavating  and  bulk  handling  facilities.  Here  again,  Krupp 
s  in  the  forefront  with  the  needed  technology. 

i  Dependable  bucket-wheel  excavators,  stackers  and 
:  'eclaimers  from  Krupp  provide  the  basis  for  the  effective 
:  jse  of  low-cost  lignite  as  an  important  source  of  energy. 
Dur  largest  bucket-wheel  excavator  -  650  ft.  long 
and  260  ft.  high  -  efficiently  digs  315,000  cubic  yards  of 
ignite  day  after  day  after  day.  Miles  of  high-speed  belt 
conveyors  handle  these  huge  amounts  of  overburden 


at  the  mine  site  while  others  deliver  lignite  to  the  neighbor- 
ing power  plant,  all  with  significant  economies. 
Engaged  in  industrial  plant  design  and  construction, 
mechanical  engineering,  electronics,  steel,  shipbuilding 
and  international  trade,  Krupp  offers  innovative 
technology  and  engineering  worldwide  that  can  serve  as 
a  beacon  to  future  growth. 
Can  we  lighten  your  burden? 

For  further  information  please  write  to: 

Krupp  International,  Inc.,  550  Mamaroneck  Avenue, 

Harrison,  N.Y.  10528, Telephone  (914)  381-2000. 

Krupp.  A  tradition  of  progress. 


<§>  KRUPP 


season  <.jnds  and  whether  or 
not  the  Yankees  make  it  to  the 
World  Series.  That  would 
burn  Guidry  into  the  mind's 
eye  of  the  sportswriters  and, 
better,  earn  him  points  under 
james'  formula.  But  as  a  hard-throwing  lefty  who  did  not 
make  the  big  leagues  until  a  relatively  late  25,  Guidry,  now 
33,  is  susceptible  to  having  his  career  come  to  an  end  within 
a  year  or  two,  without  ever  having  reached  James'  magic  1 00 
points.  A  great  pitcher,  but  not,  apparently,  a  legendary  one 
(see  chart,  opposite). 

A  matter  of  value 

"I  bad  a  better  year. " 
(Babe  Ruth  in  1930,  on  reports  that 
he  made  more  than  Herbert  Hoover) 

Baseball  statistics  are  a  doubtful  guide  in  even  the  most 
important  questions,  at  least  for  the  players  and  owners: 
How  much  should  a  person  make,  and  how  much  should  a 
person  pay,  for  that  line  of  work?  Whether  an  owner  has 
paid  too  much  for  an  aging  star,  or  has  traded  away  a 
quality  player  for  new  players  of  dubious  value,  has  ani- 
mated debate  at  least  since  Yankee  owner  Jacob  Ruppert 
bought  Babe  Ruth's  contract  in  1920  from  the  Boston  Red 
Sox  for  the  then-unheard-of  sum  of  $125,000. 

The  shock  engendered  by  that  trade,  and  the  years  of 
pennants  and  World  Series  that  followed,  have  led  to  smug 
and  occasionally  resentful  cracks  about  how  the  Yankees 
have  "bought"  their  success,  and  oh-so-knowing  insights 
into  how  Yankee  owners  from  Colonel  Ruppert  to  George 
Steinbrenner  have  tailored  their  teams  as  carefully  as  they 
have  tailored  their  ballpark,  consistently  breeding  or  trad- 
ing for  players  whose  gifts  coincided  with  the  particular 
character  of  Yankee  Stadium. 

Not  so.  Until  it  was  renovated  in  1974-75,  Yankee 
Stadium  was  very  much  "the  House  that  Ruth  built," 
cavernous  in  left  and  center  fields  but  with  a  right-field 
foul  pole  just  296  feet  from  home  plate.  But  Yankee  stars 
who  followed  the  left-handed-hitting  Ruth  have  fared  not 
nearly  so  well  in  that  house.  Joltin'  Joe  DiMaggio,  who  hit 
right-handed,  hit  16  points  lower  at  home  than  he  did  on 
the  road  over  his  13  years  in  pinstripes.  In  his  best  year, 
1939,  when  his  .381  led  the  American  League,  the  Yankee 
Clipper's  spread  was  an  astounding  .413  on  the  road 
against  .350  at  home.  He  hit  18  of  his  30  home  runs  and  76 
of  his  126  RBIs  on  the  road  that  year.  Lifetime,  he  drove  in 
almost  100  more  runs  and  slammed  65  more  homers 
outside  of  Yankee  Stadium  than  he  did  in  it. 

And  so  it  has  gone  for  other  Yankee  greats.  Gehrig  was  a 
road  warrior,  and  so  was  Bill  Dickey.  And  so,  too,  are  Ken 
Griffey,  Graig  Nettles  and  Dave  Winfield  today.  The  sta- 
tistics, imperfect  as  they  are,  show  that  all  the  oh-so- 
knowing  insights  into  what  George  is  up  to  are  baseless. 

A  game  won  away  counts  just  as  much  as  a  win  at  home. 
What  the  world  needs  now  is  a  way  to  cut  through  the 
nonsense  of  home  field  advantage  and  arrive  at  a  statisti- 
cally reliable  way  of  measuring  true  value.  Lucky  for  the 
world,  Bill  James  and  his  associates,  a  collection  of  fanatics 
numbering  more  than  2,500  at  last  count,  are  working  hard 
at  just  such  a  method. 

In  its  present  state  of  research  and  development,  the 
formula  is  already  breathtakingly  complex.  James  calcu- 
lates a  player  's  offensive  capabilities  by  the  number  of  runs 
he  has  created  per  25.5  outs,  converted  into  runs  created 
per  game.  (Why  25.5?  Never  mind.  Think  of  it  as  a  working 
coefficient.)  That  figure  is  adjusted  for  variances  in  a 
player's  home  park  against  a  league  norm,  and  is  then 


Technology 


rendered  into  a  won-lost  per- 
centage. From  this  he  calcu- 
lates a  "responsibility"  for 
games,  based  on  the  number 
of  outs  a  player  has  made 
and,  applying  the  won-lost 
percentage,  arrives  at  a  won-lost  number  for  each  ball- 
player. This  is  combined — if  you're  still  with  us — with  a 
defensive  ranking  that  takes  into  account  errors,  double 
plays,  total  chances  and  other  arcana,  and  finally  arrives  at 
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a  number  that  ought  to  reflect  a  player's  contribution  to 
his  particular  team  over  time. 

At  this  writing,  the  formula  is  still  being  tinkered  with 
and  revised,  so  that  it  might  become  an  even  more  accurate 
predictor  of  performance.  But  James  has  gone  far  enough  to 
conclude  that  baseball  owners  are,  with  a  frequency  beyond 
mere  chance,  just  as  dumb  as  their  fans  have  always 
suspected.  His  researches  show  that  over  the  past  25  years, 
owners  have  repeatedly  traded  away  better  "value"  than 
they  received.  But  the  society  has  no  standing  even  among 


sportswriters,  let  alone  owners.  Bill  James  has  no  evidence 
whatever  that  anyone  with  real  authority  in  organized  ball  is 
listening.  It  often  goes  like  this  in  science.  As  James  has  said, 
"Those  with  no  voices  rattle  their  cups." 

Like  the  Society  for  American  Baseball  Research,  a 
Forbes  task  force  has  been  experimenting  with  formulas 
and  methods  to  render  more  reliable  decisions.  Having  fed 
all  of  this  season's  batting  and  pitching  performances  to 
date  into  our  computer,  we  can  say  definitively  that  the 
World  Series  will  start  on  Oct.  11.  Unless  it  rains.  ■ 


FORBES,  SEPTEMBER  26,  1983 


187 


Personal  Affairs 


Edited  by  William  G.  Flanagan 

Living  among  contemplatives  for  a  few 
days  is  one  way  to  recharge  your  batteries. 
Or  to  examine  why,  perhaps,  you  need  to 
recharge  the  batteries  at  all 


Get  thee 
to  a  monastery 


By  Christine  Miles 


/  have  never  found  a  companion  so  com- 
panionable as  solitude. — Thoreau 

In  the  pale  dawn,  it  is  the  knell- 
ing of  the  chapel  bells,  the  quiet 
Gregorian  chanting,  the  lambs 
bleating  from  the  hillsides  that  re- 
mind you  when  you  awake  that  this 
isn't  the  usual  vacation  resort. 

Days  slide  by,  punctuated  with  long 
walks,  reading,  talking  with  other 
guests  or  your  hosts  (monks  or  nuns) 
and,  if  you  want  to,  working  at  farm- 
ing, crafts  or  cooking. 

Boring?  To  many  it  is  more  like 
heaven.  Thousands  of  people  with  no 
particularly  strong  religious  feelings 
now  flock  to  monasteries  for  a  week- 
end, a  week  or  even  longer,  in  search 
of  something  they  cannot  get  any- 
where else:  solitude. 

More  and  more  monasteries  and 
convents  welcome  guests.  There  are 
no  religious  sells,  no  frills  and,  other 
than  meals,  no  formal  activities. 

"More  of  the  people  we  are  seeing 
now  are  not  ordinarily  the  kind  who 
go  on  retreats,"  says  Father  Martin, 


prior  of  the  Mount  Saviour  Monastery 
in  Pine  City,  near  Elmira,  N.Y.  "We 
are  seeing  people  who  are  so  focused, 
by  necessity,  on  their  jobs.  They  are 
delighted  to  find  out  that  a  place  ex- 
ists where  they  can  stand  back  and 
reflect,  and  gain  perspective." 

Anglicans,  Trappists,  Benedictines, 
Jesuits  and  even  Buddhists  have  mon- 
asteries across  the  U.S.  that  are  open 
to  the  public.  Many  are  within  easy 
reach  of  major  cities  (see  p.  190). 
Among  Benedictines  alone,  for  exam- 
ple, over  a  hundred  houses  of  men  and 
women  open  their  doors  to  guests. 

The  communities  are  unique  and 
each  has  its  own  restrictions  regard- 
ing guests.  St.  Joseph's  Abbey,  a  Trap- 
pist  monastery  60  miles  outside  Bos- 
ton, takes  only  male  guests,  and  all 
maintain  silence  as  much  as  possi- 
ble— as  do  the  resident  Trappists. 
Mount  Saviour,  a  Benedictine  monas- 
tery nestled  in  upstate  New  York,  ac- 
cepts both  men  and  women  and  has 
housing  where  couples  may  stay  to- 
gether. There  is  no  vow  of  silence 
(although  meals  with  the  monks  are 
silent),  and  guests  are  welcome  to 
help  with  chores  on  the  sheep  farm  or 
in  the  kitchen  or  the  guest  houses. 

Weston  Priory  in  Weston,  Vt.  found 
fame  with  its  recordings  of  religious 
music.  The  music,  chanting  and  litur- 
gy here  are  a  strong  draw.  While  many 
monasteries  discourage  groups,  Wes- 
ton welcomes  them. 

The  contemplative  atmosphere  of 
many  of  the  monasteries  is  powerful- 
ly enhanced  by  their  architecture. 
Christ  in  the  Desert  monastery  in 


Abiquiu,  N.M.  is  in  the  adobe  tradi- 
tion of  the  West.  St.  Mary's  Convent 
near  Peekskill,  N.Y.  resembles  a  ram- 
bling Victorian  manor  house.  St.  Jo- 
seph's is  a  magnificent  structure  built 
from  old  fieldstone  in  the  manner  of  a 
12th-century  abbey.  A  huge  gilded 
cross  atop  the  chapel  is  the  first  sight 
a  visitor  gets  of  the  monastery  as  he 
crests  the  hill.  Inside,  wood-paneling 
and  high,  stained-glass  windows 
dominate  the  cavernous  space. 

Whatever  the  architectural  style, 
accommodations  in  a  monastery  will 
generally  contain  only  the  bare  essen- 
tials. A  bed  layered  with  quilts,  a  ta- 
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Tree-lined  path  at  Mount  Saviour  Monastery  in  Pine  City,  near  Elmira,  N.Y. 

No  religious  sells,  no  frills  and,  other  than  meals,  no  formal  activities. 


ble,  a  lamp  and  a  place  to  hang  clothes 
just  about  does  it.  While  there  are 
telephones  at  most  abbeys,  don't  ex- 
pect to  use  them  much.  Often  there 
will  be  no  one  tending  the  office  to  let 
you  make  a  call  to  your  spouse  or 
secretary.  The  monks  will  be  at 
chores. 

Food  is  usually  simple  and  hearty. 
Lunch  tends  to  be  the  heaviest  meal 
of  the  day — monks  and  nuns  rise 
around  4:30.  Breakfast  is  usually  do- 
it-yourself.  Some  of  the  monastery 
guest  houses  have  fully  stocked  kitch- 
ens and  someone  who  will  prepare 
meals  for  you. 


The  contemplative's  day  is  struc- 
tured around  prayer  and  reading. 
There  are  often  seven  or  eight  services 
daily;  attendance  is  optional.  After 
your  own  days  of  solitary  relaxation, 
though,  the  twilight  services  at  the 
Christian  monasteries  should  not  be 
missed.  At  Mount  Saviour,  monks  in 
their  black  robes  file  quietly  through 
the  candlelit  chapel,  silhouetted  in 
the  fading  light.  After  a  silence,  one 
brother  begins  to  strum  a  harp  and 
leads  the  others  in  a  haunting  even- 
song. The  brothers  will  be  abed  by 
10:00.  Most  likely,  so  will  you. 

Despite  the  atmosphere,  don't  ex- 


Brother  at  Mount  Saviour  and  guest 
Don't  expect  miracles. 
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Sanctuaries  

> ; spending  on  your  location  and 
teiigious  preference,  the  two  or- 
ganizations below  can  give  you 
names  and  addresses  of  monas- 
teries and  convents  in  your  area. 
Most  public  libraries  carry  The 
Catholic  Directory,  a  manual 
published  by  R.J.  Kenedy  & 
Sons.  Your  local  church  may 
also  be  a  valuable  resource,  as 
will  the  monasteries  listed  here. 


Association  of 

Contemplative  Sisters 
3176  Fairmount  Blvd. 
Cleveland  Heights,  Ohio  441 18 
(216-321-6568) 

AIM 

c/o  Sister  Pascaline  Coff 
Osage  Monastery 
Route  1  Box  384C 
Sand  Springs,  Okla.  74063 
(918-245-2734) 

Monasteries 

Weston  Priory  (Benedictine) 
Weston,  Vt.  05161 
(802-824-5409) 

St.  Joseph's  Abbey  (Trappist) 
Spencer,  Mass.  01562 
(617-885-3010) 

Mount  Saviour  Monastery 

(Benedictine) 
Pine  City,  N.Y.  14871 
(607-734-1688) 

Dai  Bosatsu  Zendo  (Buddhist) 
Beecher  Lake 
Star  Route 

Livingston,  N.Y.  12758 
(914-439-4566) 

Benet  Hill  Priory 

(Benedictine  women) 
2555  North  Chelton  Road 
Colorado  Springs,  Colo.  80909 
(303-633-0655) 

Corpus  Christi  Abbey 

(Benedictine) 
Star  Route 
Box  A-38-A 
Sandia,  Tex.  78383 
(512-547-3257) 

Immaculate  Heart  Hermitage 

(Benedictine) 
Big  Sur,  Calif.  93920 
(408-667-2456) 

St.  Mary's  Convent 
(Anglican  women) 
John  Street 
Peekskill,  N.Y.  10566 
(914-736-0050) 


pect  miracles  if  you  are  at  a  crossroads 
in  your  personal  or  professional  life. 
People  who  seek  some  kind  of  revela- 
tion or  permanent  solution  to  a  prob- 
lem, Father  Martin  says,  will  be  disap- 
pointed: "More  happens  here  by  acci- 
dent than  design." 

Some  things  to  keep  in  mind: 

•  Don't  take  work  along.  The  point 
is  to  leave  the  ordinary  things  of  this 
world  behind  and  make  the  monas- 
tery a  place  apart  from  everyday  life. 

•  Do  bring  enough  books  or  a  cam- 
era or  some  such  to  make  yourself  feel 
comfortable  with  the  thought  of  being 
truly  "alone"  for  a  few  days.  You 
probably  won't  go  near  them  after  the 
first  day  or  two. 

•  Take  cash  or  your  checkbook. 
Monasteries  and  convents  charge  no 
set  fee  per  night.  But  all  donations  are 
in  cash — no  credit  cards.  (Although 
most  won't  even  give  you  an  estimate 
of  their  cost,  consider  that  it  must 


cost  them  $20  a  day  to  house  and  feed 
you,  and  take  it  from  there.  Generous 
contributions  are  accepted,  but  they 
are  neither  expected  nor  solicited.) 

•  Don't  expect  nightlife,  it  need 
hardly  be  said.  You  are  free  to  come 
and  go  as  you  please,  and  wine  is 
acceptable  at  many  communities.  But 
moderation  is  expected  in  all  things. 
Most  of  your  fellow  guests,  in  any 
case,  will  be  asleep  fairly  early. 

•  Talk  to  the  brothers  or  nuns  when 
you  can.  You  will  probably  find  many 
of  them  interesting.  At  Mount  Sav- 
iour, for  example,  one  brother  is  a 
physician,  one  an  architect,  another  a 
former  insurance  salesman,  and  yet 
another  a  former  ballet  dancer  and  set 
designer  for  a  dance  company. 

One  other  thing.  By  all  means  take 
a  notebook,  a  pad  or  even  a  tape  re- 
corder. You  may  be  glad  for  a  record  of 
your  thoughts  and  feelings  there 
when  you  go  back  into  the  world.  ■ 


The  big  lenders  have  new  ways  for  you  to 
borrow  on  your  home  equity.  The  terms 
look  awfully  good  now,  but  a  pink  slip  in 
the  future  could  mean  you  11  be  homeless. 


A  piece 
of  the  roof 


By  Janet  Bamford 

Add  up  all  the  homes  in  Amer- 
ica and  you  find  enough  un- 
t  tapped  equity — borrowing 
power — to  make  any  financial  institu- 
tion slaver.  Dennis  Hess,  chief  operat- 
ing officer  of  Merrill  Lynch's  real  es- 
tate subsidiary,  estimates  that  there  is 
some  $3  trillion  lying  fallow.  That  is 
double  the  amount  of  cash  all  con- 
sumers currently  have  borrowed  in 
this  country. 

Small  wonder  then  that  banks, 
brokers  and  other  financial  institu- 
tions have  found  yet  another  new  way 
for  homeowners  to  tap  the  gold  mine 
in  their  floorboards — without  having 
to  sell  out,  or  go  through  elaborate 
and  expensive  refinancing.  They  are 
making  it  so  easy  to  borrow  that  some 
doomsayers  foresee  foreclosures 
ahead  should  the  economy  suddenly 
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cloud  over  and  interest  rates  soar. 

Right  now  the  sun  is  shining,  and 
the  temptation  to  borrow  can  be 
strong  for  some  homeowners.  The 
new  •  wrinkle  goes  under  various 
names:  Merrill  Lynch's  Equity  Ac- 
cess, Citibank's  Equity  Source  Ac- 
count or  Crocker  National's  Equity- 
Line.  Doubtless  there  will  be  other 
handles  as  more  and  more  lenders 
guide  their  programs  through  regula- 
tory hurdles.  But  the  idea  is  the  same: 
You  can  get  a  revolving  line  of  credit 
on  your  home,  which  you  can  use  at 
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DOUBLE  TAKE 


When  you  travel  the  world,  we  know  you  take  the  card.  Now,  take  the  cheque. 
MasterCard  Travelers  Cheques  are  accepted  on  every  continent  in  over  170 
countries.  They're  refundable  'round  the  world  and  easily  replaced  when  lost. 
Next  trip,  enjoy  the  convenience  of  the  world's  ultimate  double  take,  r 
MasterCard  and  MasterCard  Travelers  Cheques. 

MasterCard  Jra  velers  Cheques 

So  Worldly.  So  Welcome. 


any  time  you  please — or  never  at  all. 
The  Line  of  credit  can  be  as  high  as 
80  o  of  the  appraised  value  of  your 
home,  minus  the  balance  on  any  ex- 
isting mortgage.  This  can  be  a  little 
tricky.  For  example,  if  your  house  is 
worth  $200,000  and  you  still  have  a 


knows  of  one  customer  who  used  his 
line  of  credit  for  a  $100,000  Rolls- 
Royce  and  of  a  woman  who  used  it  to 
charge  her  lunch  at  a  delicatessen. 

Most  users  are  more  traditional. 
Donald  Herner,  for  example,  a  40- 
year-old  Manhattan  corporate  lawyer, 
bought  his  home  in  suburban  Scars- 
dale  five  years  ago  for  $122,500'.  His 
original  mortgage  of  $92,000  has  been 
paid  down  to  only  about  $88,000.  But 
the  home  was  recently  appraised  at 
$335,000.  A  few  weeks  ago,  Herner 
became  one  of  the  very  first  Citibank 
customers  to  close  on  its  new  home 
equity  loan.  He  says  he  is  going  to  use 


$100,000  mortgage,  your  maximum 
line  of  credit  is  $60,000  (80%  of  the 
total  value  of  the  house,  minus  the 
$100,000  mortgage).  It  is  not  $80,000 
(which  is  80%  of  the  unmortgaged 
value  of  the  house). 

Since  the  line  of  credit  is  secured  by 
real  property,  you  pay  attractive  inter- 
est rates — as  low  as  1.5%  over  the 
prime  rate.  Unlike  a  standard  second 
mortgage,  you  don't  pay  any  interest 
until  you  actually  spend  the  money 
that  is  made  available  to  you. 

Wha's  more,  it's  a  snap  to  access 
that  ime  of  credit,  once  it  has  been 
established.  You  can  in  some  cases 
use  a  charge  card,  but  most  customers 
use  a  special  checking  account  to 
write  checks  in  amounts  up  to  the 

iltire  credit  line.  Dennis  Hess  says  he 


some  of  it  for  home  improvements. 

"When  I  first  started  talking  seri- 
ously to  the  contractor,"  says  Herner, 
"I  called  the  bank  to  see  what  I  could 
do  about  getting  some  money.  I  have 
some  securities  that  I'd  rather  not 
sell,  and  they  told  me  about  this  new 
product."  Herner  got  a  $110,000  line 
of  revolving  credit  from  the  bank.  He 
says:  "I'll  pay  off  most  of  what  I  bor- 
row for  this  initial  project  in  the  next 
four  or  five  years,  but  the  nice  thing  is 
that  I've  got  a  line  of  credit  just  sitting 
there.  I  have  three  daughters  who  are 
going  to  college,  and  instead  of  having 
to  go  to  the  bank  every  time  and  say  I 
need  another  loan,  this  is  a  good  vehi- 
cle that  will  work  like  a  line  of  revolv- 
ing credit." 

Ron  Cameron  is  another  happy  cus- 


tomer. He  bought  and  remodeled  a 
house  in  Malibu  in  1972  for  about  $1 
million  that  is  now  valued  at  (remem- 
ber, this  is  California)  $5  million.  Un- 
der Merrill  Lynch's  Equity  Access 
program  he  has  set  up  a  $1.4  million 
line  of  credit  that  he  is  using,  in  part, 
to  finance  his  new  business,  Phone  In- 
Drive  Thru  Market,  a  home  shopping 
enterprise  for  supermarket  merchan- 
dise. "I've  used  Equity  Access  for  ev- 
erything from  a  $12  purchase  to  ex- 
penses that  ran  into  the  hundreds  of 
thousands  of  dollars,"  he  boasts. 

Beneficial  Finance  Co.  has  been  of- 
fering these  lines  of  credit  since  1975 
and  has  some  $300  million  outstand- 
ing in  such  equity  loans,  but  that  is 
something  of  an  exception.  Most  ma- 
jor banks  and  brokers  are  only  now 
beginning  to  tap  the  market. 

One  reason  is  that,  until  recently, 
interest  rates  even  on  such  secured 
loans  were  still  too  high  to  attract 
that  many  preferred  borrowers.  An- 
other factor  is  the  dizzying  amount  of 
legal  maneuvering  that  has  to  be  done 
in  each  state.  Only  recently,  for  exam- 
ple, were  such  loans  permitted  in 
New  York.  But  the  number  of  lenders 
is  growing  quickly  (see  table,  p.  194). 

While  the  advantages  of  these  cred- 
it lines  are  obvious,  there  are  some 
caveats  you  should  also  bear  in  mind: 

•  Remember  that  if  you  have  trou- 
ble repaying  the  loan — if  you  lose 
your  job,  for  example — you  could 
wind  up  homeless.  Even  bankruptcy 
laws  might  not  be  able  to  prevent  you 
from  having  to  sell  your  home  to  re- 
pay the  loan,  even  if  it  is  only  a  por- 
tion of  the  value  of  the  house. 

Andrew  Kahr — once  a  consultant 
to  Merrill  Lynch  and  now  the  chief 
executive  officer  of  First  Deposit 
Corp.,  a  Parker  Pen  Co.  financial  prod- 
ucts affiliate — says  he  has  seen  good 
credit  risks  turn  into  bad  ones  with- 
out much  ado.  "In  cleaning  up  loan 
portfolios  for  other  companies,  I've 
been  there  charging  off  millions  in 
credit  card  loans  to  people  who  are 
homeowners.  I've  sat  there  with  the 
files  and  all  of  the  data  and  here  are 
people  who  probably  have  some  good 
equity  built  up  in  their  homes. 
They've  run  up  $2,000  worth  of  bills 
and  now  they're  out  of  work  and  can't 
make  the  payments.  These  are  ordi- 
nary credit  cards  and  we  don't  have 
access  to  their  homes,  so  we  just  write 
them  off.  What  the  devil  is  going  to 
happen  to  these  people  when  they've 
secured  obligations  with  their 
homes?" 

•  Remember,  too,  the  interest  rate 
is  almost  always  variable.  Paying  a 
rate  of  12.5%  sounds  pretty  good  right 
now,  when  second  mortgage  and  cred- 
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Why  live  in  one  room  away  from  home? 


Staying  in  one  room  is  no  way  to  live.  Or  travel.  Stay  at 
Guest  Quarters,  where  there  are  suites,  and  nothing  but 
spacious,  comfortable  suites,  exclusively.  That's  living. 
Instead  of  a  bed-surrounded-by-four- walls,  you  get  a  bedroom, 
living  room,  dining  area,  full  kitchen,  all  for  the  same  price  as  a 
single  room  at  other  fine  hotels .  ™  vwr^i 

Plus,  you  get  Guest  Quarters'  answer  to  room  ^LjUiJill|L 
service:  Suite  Service.  We  can  serve 
you  a  gourmet  dinner,  cater  your  party 


or  meeting,  right  in  your  suite. 
We  can  even  prestock  your  pantry, 
bar,  or  refrigerator. 

Stay  at  Guest  Quarters.  And  find  out 
for  yourself  why  so  many  people  who 
have  never  stayed  at  Guest 
Quarters  before,  will  never 
stay  anyplace 
else  again. 


THE  ALL  SUITE  HOTELS 


Call  toll  free 


800  424-2900 

In  Washington.  DC,  call  861-6610 
or  call  your  travel  consultant 


WASHINGTON.  DC       HOUSTON,  TX     ATLANTA,  GA 


801  New  Hampshire  Ave.  N.W. 
2500  Pennsylvania  Ave.  N.W 


5353  Westheimer  Rcl. 
2929  Post  Oak  Blvd. 


HI  Perimeter  Center  West 
7000  Ro'well  Rcl. 


ALEXANDRIA,  VA    GREENSBORO,  NC    TAMPA,  FL    CHARLOTTE,  r 

100  S  Reynolds  St.  5929  W.  Friendly  Ave.  1984  1984 
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it  card  rates  arc  way  above  that.  But  it 
wasn't  so  long  ago  that  the  prime  rate 
was  up  to  16%  or  1 7% .  So  locking  in  a 
lower  rate  now  on  a  regular  second 
mortgage  might  make  sense  down  the 
road.  Be  wary,  too,  of  the  come-ons; 
an  institution  may  offer  an  especially 
low  interest  rate  to  woo  new  custom- 
ers, only  to  readjust  it  soon  after  you 


principal  through  the  life  of  the  loan. 
Others,  like  Merrill  Lynch  and  Citi- 
bank, require  only  that  interest  be 
paid  regularly.  That  could  be  a  big 
convenience,  but  it  could  also  be  a 
time  bomb  when  it  all  comes  due. 

•  Check  the  term  of  the  loan.  At 
least  one  lender  has  a  four-year,  limit, 
others  stretch  it  longer.  Some  plans, 
like  Citibank's,  convert  into  a  stan- 
dard 20-year  mortgage  after  the  first  5 
years  are  up.  As  Leonard  Druger,  vice 
president  in  charge  of  credit  policy  for 
Citibank's  metropolitan  branch  net- 
work, points  out,  "It  might  not  be 
convenient  for  a  borrower  to  suddenly 
repay  the  entire  principal  or  refinance 
it  at  the  end  of  5  years  if  it  comes  due 


value  of  the  outstanding  loan  in  an 
account.  They  are  clearly  going  for  the 
customer  who  has  significant  assets 
to  invest.  But  it  could  come  as  a  jolt  to 
find  out  that  your  loan  technically 
becomes  callable  if  you  sell  some 
stock,  or  if  the  market  value  of  your 
securities  plunges.  If  the  loan  is 
called,  you  may  be  forced  to  refinance 
it  on  whatever  terms  are  prevailing. 

•  State  and  federal  regulations  may 
limit  what  you  can  use  the  loans  for. 
A  brokerage  firm,  for  example,  is  not 
supposed  to  lend  you  money  that  will 
be  used  to  buy  securities.  Banks  are 
not  under  that  particular  restriction. 
In  California  you  can't  use  the  loan  to 
buy  a  one-  to  four-family  home. 


It's  on  the  house 


Here  is  a  sample  of  the  home-secured  credit  lines  now 
being  offered  by  some  big  lenders.  But  if  you're  in  the 
market  for  a  loan  like  this,  don't  overlook  smaller  or 


local  institutions.  Even  small  banks,  thrifts,  brokers 
and  finance  companies  are  constantly  coming  out  with 
their  own  versions,  which  can  be  quite  competitive. 


Institution 

Maximum 
%  equity 
lent 

Interest 
rate 

Minimum/ 
Maximum 
credit  lines 

Term 
of  loan 

Fees 

Minimum  to 
access 
credit  line 

Where 
available 

AmeriFirst  Federal 
Savings  &  Loan 

80% 

14.75% 
(variable) 

$5,000/ 
$75,000 

open 

$285  plus 
$20  annual  fee 

$25 

Fla 

Beneficial  Finance 

75% 

prime  plus  4% 

$5,000/ 
$50,000 

15  yrs 

1  %  of  credit 
line  (max  $400) 
additional  fees  vary 

$5,000 

26  states 

Citibank 

75% 

prime  plus  1  Vi 

to  2l/2% 

$7,500/ 
no  max 

5  yrs 

2%  of  credit 
line  (min  $500) 

$500 

Conn,  NJ,  NY 

Chemical  Bank 

75% 

prime  plus  1  lA 
to  2% 

$7,500/ 
$100,000 

15  yrs 

$200  plus 
additional 
closing  costs 

$500 

Conn,  NJ,  NY 

Crocker  National  Bank 

75% 

prime  plus  2% 

$3,500/ 
$100,000 

open 

$475  plus  $24 
annual  fee 

$300 

Calif 

Goldome  Bank  for 
Savings 

70%* 

3'/2%  pts 
over  6-month 
Jumbo  CD 

$7,500/ 
$150,000 

open 

closing  costs 
vary 

none 

NY 

EF  Hutton 

75% 

prime  plus 

2% 

$20,000(Calif) 
$25,000(Conn| 

4  yrs 

2'/2%  of 
credit  line 

none 

Calif,  Conn 

Merrill  Lynch 

70% 

prime  plus 

2% 

$10,000/ 
no  max 

10  yrs 

2%  of  credit  line 
$35  annual  fee 

none 

9  states 

Shearson/ American 
Express 

75% 

prime  plus 

l'/2% 

$40,000/ 
no  max 

5  yrs 

2'/2%  of  credit 
line 

$10,000 

14  states 

*75%  if  first  mortgage  is  held  by  Goldome 


have  the  credit  line. 

•  As  with  any  mortgage,  there  are 
upfront  costs.  Some  of  these  may  be 
tax  deductible.  But  those  charges  can 
add  up.  Some  lenders  charge  about  2% 
of  the  credit  line  as  a  mortgage  origi- 
nation fee.  And  there  may  be  other 
standard  costs  when  securing  a  new 
mortgage,  like  appraisal  and  title 
search  charges,  survey  fees  and  mort- 
gage taxes,  if  your  state  has  such  a 
beast.  Don't  forget  to  include  all  these 
costs  when  calculating  the  true  price 
of  an  equity  loan. 

•  Repayment  terms  vary,  so  shop 
carefully.  Some,  like  Chemical  Bank, 
require  that  you  pay  back  interest  and 


in  one  balloon  payment.  Whatever 
part  of  the  principal  is  still  outstand- 
ing at  the  end  of  5  years,  we  amortize 
over  a  20-year  period." 

•  Check  the  fine  print,  in  every 
case,  even  more  carefully  than  you 
normally  would.  It  might  even  be 
worthwhile  to  run  the  whole  thing 
past  your  lawyer.  Many  arrangements 
permit  the  lenders  to  call  the  loan 
after  a  certain  amount  of  time  has 
passed,  or  call  the  loan  unless  you 
keep  a  certain  amount  in  securities  or 
cash  in  an  account  with  them.  Shear- 
son/American  Express,  for  example, 
requires  borrowers  to  keep  cash  or 
securities  equal  to  35%  to  50%  of  the 


And,  in  Texas,  regulations  effec- 
tively prohibit  anything  that  even 
looks  like  a  second  mortgage. 

Lenders  are  understandably  touchy 
about  whether  they're  giving  consum- 
ers too  much  credit.  "Who  shouldn't 
you  sell  a  dinner  knife  to?"  protests 
Merrill's  Hess.  "If  somebody  decides 
to  go  crazy,  throw  everything  they 
have  away,  liquidate  their  assets  and, 
if  you  will  pardon  the  expression,  put 
themselves  right  in  the  toilet,  they 
can  do  it  in  a  lot  of  ways." 

But  exactly.  The  point  is  to  avoid 
falling  into  one  thinking  you  were 
just  out  for  a  walk. 
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CUT  HERE  for  Pan  Am's  MA"  I 
Clipper  Class  seat. 


I  CUT  HERE  for  TWA's  20%" 
Ambassador  Class  seat. 


•Measurements  are  inside  armrest  to  inside  armrest.  British 
Airways  has  a  few  Super  Club  seats  only  22"  wide  due  to 
structural  requirements.  However,  all  Super  Club  seats  are 
wider  than  our  competitors! 


WORLD'S 
WIDEST 
AIRLINE  SEAT 
CUTS  OTHER 

AIRLINES 
DOWN  TO  SIZE. 


V 


British  Airways  Super  Club® 
When  you're  travelling  on  business,  we 
offer  you  the  widest  seats  in  the  air.  We 
,  give  you  24  inches  between  armrests  — 
^%  more  room  than  TWA  or  Pan 
>\  Am!*  You'll  always  be  next  to 
an  aisle  or  a  window,  and  you 
have  almost  a  foot  of  work 
space  between  you  and  the  next 
passenger. 
pF  American  Airlines 

AAdvantage®  Program 
Show  us  your  number  at  check-in 
and  your  flight  miles  on  British 
Airways  between  the  U.S.  and 
London  will  count  towards  your 
AAdvantage  travel  award  plan. 
First  Class  Comfort 
Lean  back  in  luxury  in  our 
sumptuous  First  Class, 
.m^sL ■■■    wjth  its  sleepcrseats  and 
impeccable  British  service. 
The  Ultimate:  Concorde 
If  you  want  to  reach  London  in  half  the  usual 
time,  there's  only  one  way  — our  Supersonic 
Concorde. 

It's  no  wonder  that  British  Airways  fly 
more  people  to  more  countries  than  anyone 
else.  After  all,  we're  the  World's  Favourite 
Airline.  Call  your  travel  agent  or  corporate 
travel  department. 

British 
airways 

The  World's  Favourite  Airline™ 


Faces 

Behind  The  Figures 


Edited  by  John  R.  Dorfman 

What  explosion? 

If  you  were  measuring  the  nation's 
vehicle  supply,  you  wouldn't  give 
equal  weight  to  roller  skates  and  loco- 
motives. But  that,  in  effect,  is  what 
the  Federal  Reserve  Board  does  in 
measuring  the  money  supply,  says 
William  Barnett,  an  economist  at  the 
University  of  Texas  (Austin). 

The  Fed  has  realized,  Barnett  says, 
that  Ml  excludes  too  many  forms  of 
money,  such  as  the  new  money  mar- 
ket accounts  at  banks.  But  the  higher 
aggregates  like  M2  and  M3,  he  says, 
suffer  greatly  from  the  "skates  and 
locomotives"  problem.  Some  of  their 
components  are  much  more  liquid 
than  others. 

How  can  the  Fed  control  money  if  it 
can't  adequately  define  it?  You  have 
heard  the  question  before.  Barnett 
thinks  he  has  the  answer:  Divisia  ag- 
gregates, named  after  the  late  French 
statistician  Francois  Divisia,  who 
published  a  famous  paper  on  the  sub- 
ject in  1925.  In  Barnett's  Divisia  for- 
mula, the  changes  in  the  supply  of 
various  forms  of  money  are  weighted 
according  to  how  liquid  each  form  is. 
Checking  accounts,  for  example,  get 
more  weight  than  certificates  of  de- 
posit. To  get  his  weighting  factors, 
Barnett  looks  at  the  opportunity  cost 
of  holding  such  low-yield  assets  as 
checking  accounts  and  passbook  sav- 
ings accounts.  When  you  give  up 
yield,  his  model  figures,  you  are  prob- 
ably getting  liquidity  in  exchange. 

Crunching  Divisia  numbers  leads 
Barnett  to  two  conclusions.  One  is 
that  the  Fed  was  much  tighter  than  it 
intended  to  be  during  the  period  from 
late  1979  through  mid-1982.  For  ex- 
ample, in  1982,  M2,  measured  the" 
usual  way,  was  up  9.4%.  But  Divisia 
M2  was  up  only  7.8%. 

The  other  conclusion  is  that  people 
have  been  panicking  unnecessarily 
about  money  supply  growth  this  year. 
The  new  bank  money  funds  and  the 
super  NOW  accounts  have  been  suck- 
ing in  money  that  was  formerly  held 
in  other  forms,  and  other  types  of  as- 
set shuffling  also  have  occurred.  But 
the  Divisia  aggregates  are  rising  at  a 
rate  not  much  different  from  last 
year's,  Barnett  says.  Thus,  the  "appar- 
ent explosion"  can  be  viewed  as  a 


Economist  William  Barnett 
A  new  set  qf"M"  numbers? 


statistical  blip. 

Is  anybody  listening?  Yes,  says  Bar- 
nett, who  was  a  research  economist 
for  the  Fed  for  eight  years  until  1981. 
Some  Fed  members,  including  Gover- 
nor Henry  Wallich,  regularly  peruse 
his  numbers.  Such  economists  as  Paul 
Samuelson,  James  Tobin  and  Milton 
Friedman  also  receive  the  Divisia 
numbers  monthly.  It's  only  a  matter 
of  time,  he  figures,  before  the  Fed  will 
go  to  Divisia  aggregates  as  its  official 
guide.  "They've  run  out  of  other  alter- 
natives," says  Barnett,  "and  are  look- 
ing at  this  very  seriously." — J.R.D. 


States'  rights? 

As  the  sovereign  state  of  South  Caro- 
lina sees  it,  there  is  a  provision  writ- 
ten into  the  Tax  Equity  &  Fiscal  Re- 
sponsibility Act  (TEFRA)  of  1982  that 
amounts  to  an  unconstitutional  effort 
by  Washington  to  abrogate  what  re- 
mains of  state  powers.  TEFRA  man- 
dates that  bonds  sold  by  states  after 
July  1,  1983  be  issued  in  registered 
(not  bearer)  form.  If  a  state  breaks  this 
rule,  the  interest  on  the  bonds  can  be 
taxed  by  the  IRS. 

That  requirement  galls  Grady  L. 
Patterson  Jr.,  59,  South  Carolina's 
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South  Carolina  Treasurer  Grady  L.  Patterson  Jr. 
Can  one  level  of  government  tax  another? 
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state  treasurer,  who  has  defended  the 
federal  tax  exemption  of  interest  on 
state  and  local  debt  obligations  from 
several  attacks  in  recent  years.  Says 
he:  "I  feel  very  strongly  about  this 
issue.  It's  basically  whether  one  level 
of  government  has  the  authority  to 
tax  another  level.  The  TEFRA  provi- 
sion represents  an  effort  to  nibble 
away  at  the  constitutional  base  of  the 
nation  and  to  twist  states'  arms." 

The  TEFRA  provision  offends  Pat- 
terson not  only  on  principle  but  also 
in  terms  of  cold  cash.  Last  November, 
for  example,  South  Carolina  sold  a 
$115  million  bond  issue.  Patterson  es- 
timates that  if  the  registration  re- 
quirement had  been  in  force  then, 
costs  would  have  been  at  least  25  ba- 
sis points  higher  and  taxpayers  would 
have  wound  up  paying  at  least  an  ad- 
ditional $2.8  million  over  the  15-year 
life  of  the  bonds. 

Patterson,  who  has  been  the  trea- 
surer of  South  Carolina  since  1966, 
has  filed  suit  against  U.S.  Treasury 
Secretary  Donald  Regan,  challenging 
the  constitutionality  of  the  TEFRA 
provision  and  seeking  to  enjoin  him 
from  enforcing  it.  The  Supreme  Court 
plans  to  hear  arguments  on  Oct.  5  on 
whether  it  should  accept  original  ju- 
risdiction. Some  24  states,  led  by  Tex- 
as, have  joined  with  South  Carolina  in 
opposing  the  new  bond  registration 
requirements. — Martin  Love 

Life  after  Burger  King 

At  52,  Norman  Brinker  is  consider- 
ably older  than  the  people  he  plays 
polo  with.  Then  again,  Brinker  has 
been  doing  things  a  little  differently 
all  of  his  life. 

Until  last  spring  Brinker  was  presi- 
dent of  Pillsbury's  restaurant  group, 
as  well  as  temporary  chairman  and 
CEO  of  the  Burger  King  division  and 
the  Steak  &.  Ale  division,  which  in- 
cludes Bennigan's  restaurants.  He 
quit  in  June  to  become  CEO  of  Chili's 
Inc.,  a  25-unit  restaurant  chain  based 
in  Dallas.  Chili's  sales  this  year  will 
be  about  $42  million — mere  garnish 
to  the  Pillsbury  restaurant  businesses 
Brinker  left  behind,  which  have  com- 
bined sales  of  about  $1.5  billion,  al- 
most 42%  of  Pillsbury's  total  sales 
last  year  of  $3.6  billion. 

Whatever  possessed  Brinker  to 
walk  away  from  a  $700,000  annual 
compensation  package  to  take  a  major 
equity  position  in  Chili's?  He  wanted, 
he  says,  to  get  back  to  entrepreneur- 
ship,  which  was  the  path  that  led  him 
to  Pillsbury  in  the  first  place.  Brinker 
had  started  the  Steak  &  Ale  chain  in 
1966,  sold  it  to  Pillsbury  in  1976  and 
personally  realized  $33  million  on  the 


deal.  Chill's  profit  margins  are  "al- 
ready up  there  with  the  industry  lead- 
ers," he  says.  "I  believe  my  experience 
can  help  turn  Chili's  into  one  of  the 
faster-growing  chains  in  the  country." 
Unlike  McDonald's  and  Burger  King, 
Chili's  is  aiming  for  the  more  expen- 
sive end  of  the  hamburger  market. 
Burgers  are  8  ounces  (twice  the  size  of 
a  "quarter  pounder")  and  served  with 
a  variety  of  toppings.  The  average 
meal  at  Chili's  costs  $5.50,  vs.  $3  at 
Burger  King. 

As  for  leaving  Pillsbury,  Brinker 
says,  "I  would  only  leave  as  a  winner. 
I  felt  I  could  leave  the  restaurant 
group  because  both  Burger  King's  and 
Steak  &.  Ale's  sales  were  at  an  alltime 
high."  For  some  of  his  good  fortune  at 
Burger  King,  Brinker  can,  ironically, 
thank  McDonald's,  which  sued  to 
block  a  comparative  advertising  pro- 


"I  was  lucky;  I  picked  out  some  good 
ones,"  he  recalls.  "Word  got  around 
that  I  was  good  at  it,  and  before  you 
knew  it,  people  were  calling  me  up  for 
advice." 

The  calls  are  still  coming — more 
than  200  a  day,  by  Karelitz'  estimate. 
Now  49  and  the  top  broker  at 
Shearson/American  Express,  he 
works  with  his  26-year-old  son,  Neal, 
one  of  the  firm's  youngest  vice  presi- 
dents. As  a  team  they  expect  to  pro- 
duce over  $2  million  in  gross  commis- 
sions for  Shearson  this  year.  Around 
the  Shearson  office  on  State  Street  in 
Boston,  they  are  known  as  "Shearson 
East"  because  their  offices  are  set 
apart  from  those  of  the  other  50 
brokers.  "We  have  three  secretaries 
going  strong  all  day,"  says  Karelitz. 
"By  the  end  of  the  day  they're  ready  to 
collapse." 


Chili's  Inc.  CEO  Norman  Brinker 
Another  shot  at  the  goal. 


gram.  The  suit,  as  it  turned  out,  was 
the  best  advertising  that  Brinker 
could  have  had. 

Brinker  seems  to  get  the  same  sort 
of  charge  out  of  building  a  restaurant 
chain  that  he  does  out  of  his  favorite 
sport.  Despite  two  serious  accidents, 
he  continues  to  play  polo  and  is 
ranked  among  the  top  8%  of  players 
in  the  U.S.  "I  enjoy  the  risk  in  polo 
playing  in  the  same  way  I  enjoy  the 
risk  in  business,"  he  says.  "If  you  took 
the  risk  away,  I  would  have  absolutely 
no  fun." — Stanley  W.  Angiist 

"Shearson  East" 

As  a  preppie  at  fashionable  Milton 
(Mass.)  Academy  in  the  Fifties,  Ste- 
phen Karelitz  persuaded  his  father  to 
let  him  start  his  own  stock  portfolio. 


To  unwind  after  his  own  hard  day, 
Karelitz  usually  heads  for  his  box  at 
Wonderland  Park,  a  greyhound  track 
just  outside  Boston,  perhaps  to  watch 
one  of  his  100  racing  greyhounds. 
"When  my  dogs  run  I  usually  won't 
bet  on  them,"  he  says.  "I  get  more  of  a 
thrill  out  of  just  watching  them.  I  play 
with  them.  I  rub  their  tummies,  I  rub 
their  heads,  they  lick  my  face.  After  a 
tough  day's  work  in  the  stock  market, 
it's  a  great  therapy." 

It's  profitable,  too.  Karelitz  claims 
he  has  over  $500,000  invested  in  his 
dogs,  and  in  a  good  year,  he  says,  they 
can  make  him  $250,000.  That's  after 
all  the  expenses  of  his  "greyhound 
corporation,"  including  salaries  for 
himself  as  president,  his  wife,  Jane, 
who  keeps  the  books,  and  three  train- 
ers for  the  dogs. 
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Shearson  broker  Stephen  Karelitz 

Two  hundred  calls  a  day,  evenings  at  Wonderland. 


Karelitz  also  has  investments  in 
real  estate  (rental  properties  in  New 
York  City  and  in  Omaha)  and  in  his 
own  Oklahoma  oil  and  gas  explora- 
tion company.  "The  real  estate  is  big- 
ger than  the  dogs  but  smaller  than  the 
oil,"  he  says.  "And  all  of  them  are 
smaller  than  the  stocks." 

Hot  tips?  Karelitz,  who  made  a  kill- 
ing on  Bally  a  few  years  back,  recom- 
mends Signal  Cos.,  PPG  Industries 
and  Delmed,  a  medical  disposable 
products  maker  traded  on  the  Ameri- 
can. Oh,  yes — he  also  likes  his  own 
Derailer  Dee  next  time  out  at  Won- 
derland, to  win. — Kevin  McManus 

Visibility  101 

"I  know  lots  of  people  who  went  to 
work  for  the  government  and  found 
they  were  bored.  I  never  had  that  ex- 
perience," says  Elizabeth  Bailey,  for- 
mer vice  chairman  of  the  Civil  Aero- 
nautics Board.  "In  fact,  I  never  had  as 
much  fun  professionally  as  I  did  in 
deregulating  the  airlines.  Every  time  I 
step  onto  a  People  Express  flight  I  get 
to  reap  some  of  the  benefits  of  my 
work  in  Washington." 

Bailey,  44,  who  was  appointed  by 
President  Carter  and  promoted  to 
CAB  vice  chairman  by  President  Rea- 
gan, left  the  CAB  in  May  of  this  year 
and  now  has  become  the  first  woman 
appointed  to  head  one  of  the  country's 
top-rated  business  schools.  She  has 
just  become  dean  of  the  Graduate 
School  of  Industrial  Administration 
at  Carnegie-Mellon  University  in 
Pittsburgh.  Her  first  task  there — "I 


don't  relish  this  chore" — will  be  to 
raise  $15  million.  The  school  needs 
money,  she  says,  to  create  new 
courses,  especially  on  "how  to  man- 
age the  introduction  of  automation 
into  the  work  place." 

The  new  dean  wants  to  encourage 
students  to  gain  "real  world"  experi- 
ence, including  work  with  corporate 
mentors.  "I  have  had  mentors  during 
my  entire  professional  life,"  Bailey 
says.  "I  want  our  students  to  find  out 
how  an  organization  really  works — 
not  how  the  employees'  handbook 
says  it  works." 


Faces 

Behind  the  Figures 


For  people  already  in  a  corporate 
setting,  or  for  students  headed  there, 
Bailey  has  some  hardheaded  words  of 
advice:  "Never  lean  back  and  assume 
that  people  recognize  that  you  are  do- 
ing a  good  job.  Be  receptive  to  outside 
job  offers  and  try  to  have  visibility 
outside  your  own  organization.  Once 
you  understand  how  the  real  world 
works,  you  can  then  make  it  work  for 
you."  Obviously. — Stanley  Angrist 

Free  at  last 

The  glass  and  steel  boxes  that  domi- 
nated the  urban  skyline  the  last  few 
decades  are  clearly  out  of  fashion,  and 
there  may  be  no  one  happier  than 
Chicago  architect  Dirk  Lohan.  "I  feel 
a  sense  of  liberation.  It's  a  time  of 
probing,  of  experimenting  with  all 
forms  of  modern  architecture  that's 
very  exciting,"  he  says. 

Ironically,  this  means  that  Lohan, 
45,  no  longer  lives  under  the  architec- 
tural shadow  of  his  grandfather,  Lud- 
wig  Mies  van  der  Rohe,  who  virtually 
invented  the  glass  box.  Lohan  is  a 
principal  in  FCL  Associates,  succes- 
sor to  his  grandfather's  firm,  and  pros- 
pering in  today's  freedom.  The  firm 
marched  up  to  1 70th  in  total  billings 
this  year,  from  412th  last  year,  the 
greatest  leap  forward  in  a  survey  of 


Dean  Elizabeth  Bailey  of  Carnegie-Mellon 's  GSIA 

To  go  far  in  business,  be  visible,  be  receptive — and  practice! 
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"Of  course  I'm  sure,  I  read  it  in  Business  Week!' 
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The  decisions  of  top  management  may  be  guided  by 
intuition  and  imagination. 

But  they  must  be  based  on  timely  and  accurate 
information. 

That's  why  Business  Week  is  read  so  thoroughly  and 
respected  so  highly  by  upper  echelon  executives  all  over  the 
world. 

Business  Week  has  more  full-time  editors  than  any  other 
business  magazine. 

Specialists  in  Finance.  Economics.  Marketing. 
Management.  Technology.  And  more. 

They  do  not  merely  report  the  facts.  They  analyze  them. 
And  provide  a  context  of  meaning  that  is  unparalleled.  . 

An  environment  like  this  adds  importance  and  impact  to 
your  product,  service,  or  corporate  message. 

That's  the  reason  our  advertisers  have  as  much  confidence 
in  Business  Week  as  our  readers. 

BusinessWeek 
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Faces 

Behind  the  Figures 


the  500  largest  design  firms. 

But  it  may  be  a  little  harder  today 
for  an  architect  to  insist  on  his  vision 
of  a  building's  design.  "Architects 
still  make  ego  statements  with  their 


The  German-born  Lohan  formed 
FCL  with  two  of  his  grandfather's  as- 
sociates after  van  der  Rohc  died  in 
1969.  It  now  has  a  100-member  staff, 
75  of  them  architects,  and  bills  about 
$12  million  yearly.  He  lives  in  one  of 
his  grandfather's  glass  boxes  on  Lake 
Micbigan,  with  his  wife,  Diane  Legge 
Lohan,  33,  a  partner  in  architects 
Skidmore,  Owings  &  Merrill. 

Part  of  the  challenge,  Lohan  says,  is 
to  design  a  building  that  will  help  lure 
executives  with  choices.  TRW's  new 
headquarters,    X-shaped   wings  de- 


being  kept  as  a  corporate  guest  house. 

Such  amenity  is  essential,  Lohan 
says.  For  otherwise,  he  points  out,  "If 
you  had  a  choice  between  San  Francis- 
co and  Cleveland,  where  would  you 


go; 


-Jill  Bettner 


FCL  Associates'  Dirk  Lohan 

Out  of  Grandfather's  shadow. 


buildings,  but  there's  more  pressure 
now  to  bring  out  the  clients'  egos," 
Lohan  says. 

His  recent  big  jobs  include  the  new 
Frito-Lay  (potato  chips)  headquarters 
in  Dallas;  McDonald's  (hamburgers) 
headquarters  in  suburban  Chicago, 
where  nobody,  not  even  the  chair- 
man, has  a  completely  enclosed  of- 
fice; and  TRW's  headquarters  outside 
Cleveland.  All  are  in  the  latest  fash- 
ion: low-rise  campuslike  complexes 
in  woodsy  settings.  Among  the  newer 
ideas:  an  effort  to  deal  with  the  win- 
dow-equals-status problem.  In  the 
TRW  headquarters,  executive  offices- 
are  in  the  center  of  the  building,  and 
the  secretaries  sit  near  the  windows. 
That  way  they  all  get  some  view — the 
executives  can  just  look  past  the  sec- 
retaries and  through  the  windows. 
Corner  offices  are  even  more  status,  of 
course.  "If  a  building  could  be  de- 
signed so  that  everybody  had  a  little 
corner  office,  that  would  be  terrific," 
he  sighs,  "but  it  can't  be  done."  Still, 
rm  designed  one  as-yet-unbuilt 
i]  office  building,  in  Chicago, 
>th  sides  to  double  the 
number  of  corner  offices. 


signed  around  a  four-story  atrium,  in- 
cludes underground  parking  for  all 
700  employees.  The  estate's  existing 
mansion  with  its  formal  gardens  is 


Sticky  roll  on 

"To  maximize  your  protection," 
reads  the  letter  to  New  York  home 
policyholders  of  Geico  Corp.,  "we  re- 
quire that  you  insure  for  100%  of 
what  it  would  cost  to  rebuild  your 
home  today."  Renewal  policies,  the 
letter  goes  on,  will  be  automatically 
issued  with  the  appropriate  increase 
in  coverage — and  premium.  It  is  only 
near  the  end  of  the  letter  that  Geico 
adds,  "If  you  do  not  accept  the  cover- 
age adjustment  as  stated,  please  let  us 
know  at  your  earliest  convenience." 

Note  that  word  "require."  Isn't  that 
a  pretty  high-handed  way  for  a  com- 
pany to  treat  its  customers?  After 
some  back  and  forth,  a  slightly  flus- 
tered Merrill  (Don)  Knight,  Geico's 
vice  president  of  fire  and  allied  lines, 
admits  there  is  no  such  requirement. 
Geico's  letter,  it  turns  out,  is  only 
another  example  of  the  "roll  on"  tac- 
tic— legal  but  not  universally  admired 
in  the  insurance  industry— by  which 
new  terms,  coverage  and  premiums 
go  into  effect  automatically  unless 
customers  object.  The  word  "require" 
notwithstanding,  policyholders  can 
refuse  the  extra  coverage,  which 
would  cost  a  typical  New  York  policy- 
holder who  already  has  80%  coverage 
an  additional  $50  to  $70  a  year  in 
premiums. 

How  many  customers  have  object- 


Geico's  Merrill  (Don)  Knight 

Never  mind  the  fine  print.  Read  the  last  part  of  the  letter. 
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ed  so  far?  Thousands  have,  says 
Knight,  but  many  thousands  more 
have  gone  along — about  75%  of  Gei- 
co's  200,000  New  York  homeowner 
policyholders.  Why?  Says  Knight,  53: 
"Most  homes  are  severely  underin- 
sured.  Market  value  is  low  compared 
with  replacement  value."  Most  peo- 
ple, he  points  out,  have  no  idea  what 
full  replacement  would  cost.  "Many 
homeowners  who  think  they  have 
80%  coverage,"  Knight  says,  "have  at 
least  one-third  less  than  that,  after  an 
average  of  10%  inflation  a  year." 

Maybe  so.  But  shouldn't  consumers 
make  up  their  own  minds  about  what 
to  do  about  that,  without  being  rolled 
over  by  a  roll  on? — Jayne  A.  Pearl 

Flogging  a  fad 

When  a  new  fad  hits,  it  hits  big.  Con- 
sider the  Wacky  WallWalker,  a  little 
rubber  octopuslike  creature  with 
sticky  tentacles  that  walks  down 
walls  in  a  disconcertingly  marine-life- 
like manner.  Ken  Hakuta,  a  33-year- 
old  Harvard  M.B.A.  who  works  out  of 
his  Washington,  D.C.  home,  has  sold 
over  25  million  WallWalkers  import- 
ed from  Japan  in  the  past  eight 
months.  They  retail  from  $1.49  to 
$1.99,  and  Hakuta  gets  from  50  cents 
to  60  cents  on  each  one. 

But  fads,  by  definition,  die  fast. 
WallWalker  ripoffs  are  already  up,  se- 
verely cutting  into  Hakuta's  margins. 
So  far,  he  says,  he  has  not  had  the  time 
or  resources  to  take  infringers  on  his 
trademark  to  court.  "I  have  one  fac- 
tory making  WallWalkers,"  he  says. 
"But  I  heard  recently  that  there  are 
eight  factories  in  Taiwan  making 


them,  too." 

What  to  do?  One  response  is  Tfje 
Wacky  WallWalker  Holiday  Cartoon  Spe- 
cial, which  airs  in  mid-December  on 
NBC.  In  partnership  with  the  net- 
work Hakuta  also  hopes  to  license 
WallWalker  characters  created  for  the 
cartoon — such  as  Stickum,  Crazylegs 
and  Bouncing  Baby  Boo — for  T  shirts, 
pencils,  lunch  boxes  and  possibly 
even  video  games.  "I  want  to  create  an 
institution,"  Hakuta  says,  hopefully. 
"This  is  potentially  a  billion-dollar 
retail  industry." 

Brave  words.  But  what  if,  despite  all 
these  efforts,  the  WallWalker  goes  the 
way  of  the  Mood  Ring  and  the  Pet 
Rock  instead  of  becoming  the  next 
Smurf  ?  Hakuta,  whose  6-year-old  Tra- 
dex  Corp.  dealt  in  such  items  as  iron- 
ing board  covers,  karate  uniforms  and 
fish  meal  before  he  discovered  the 
WallWalker,  gives  an  easy-come-easy- 
go  shrug.  But  he  quickly  adds,  "I've 
got  an  antigravity-type  toy  in  the 
works.  It's  going  to  be  fabulous.  I 
know  it  is." — John  Heins 

Buying  trouble 

Back  in  1981  David  Wmgate,  CEO  of 
the  successful  little  aerospace  fasten- 
er firm  Hi-Shear  Industries  Inc.  (1983 
sales  $70  million),  bought  a  30%  in- 
terest in  Raymark  Corp.  (1982  sales 
$260  million). 

It  was  a  good  fit,  Wingate  figured. 
Raymark,  which  used  to  be  called 
Raybestos-Manhattan,  makes  rivets 
and  brake  linings  and  pads,  while 
aerospace  fasteners  account  for  ap- 
proximately two-thirds  of  Hi-Shear's 
sales.  Aerospace  has  been  in  the  dol- 


Wacky  WallWalkers  Ken  Hakuta 
"I  want  to  create  an  institution. 


Hi-Shear  Industries'  David  Wingate 
The  high  cost  of  asbestos. 

drums  along  with  air  travel.  So  it's 
conceivable  that  Raymark's  markets 
might  recover  faster  than  Hi-Shear's. 

But  overhanging  Raymark's  future 
are  some  13,000  asbestos  liabilities 
lawsuits.  The  cost  of  carrying  them  in 
1982  was  almost  $11  million  in  legal 
expenses,  workers'  compensation  pay- 
ments, insurance  premiums,  verdicts 
and  settlements.  This  year  the  com- 
pany may  well  have  to  shell  out  that 
much  again.  Result:  Raymark  has 
been  in  the  red  for  two  of  the  last  three 
years,  with  losses  so  heavy  recently 
that  they  have  spilled  onto  Hi-Shear's 
P&X  sheet.  Without  its  share  of  Ray- 
mark, Hi-Shear  would  have  had  a  mea- 
ger profit  of  $2.3  million  in  its  fiscal 
year  ending  in  May,  but  in  fact  it  ended 
up  with  a  deficit  of  $9.4  million. 

If  pressed,  Wingate  concedes  that  at 
the  time  of  purchase,  "We  really  did 
not  think  much  of  it  [the  asbestos 
exposure],  or  as  much  as  we  should 
have."  But  he  adds:  "Managing  poten- 
tially dangerous  materials  is  part  of  the 
cost  of  running  a  business.  The  cost  of 
asbestos  exposure  can  be  compared  to 
rent  or  telephone  costs. "  Besides,  Win- 
gate expects  remedial  legislation  to 
take  asbestos  companies  at  least  par- 
tially off  the  hook.  Raymark  is  part  of  a 
coalition  of  13  companies — none  of 
them  in  Chapter  1 1 — pressing  the  case 
for  such  legislation  to  Congress.  All  in 
all,  says  Wingate,  the  Raymark  invest- 
ment "will  be  vindicated  much  sooner 
than  everybody  thinks." 

Maybe.  But  it  looks  as  if  Wingate, 
back  in  1980  (when  Hi-Shear  had  a 
mere  $4.1  million  in  long-term  debt), 
was  a  man  with  money  burning  a  hole 
in  his  pocket.  He  was  intent  on 
buying  something.  In  retrospect, 
what  he  bought  appears  to  be  a  parcel 
of  headaches. — Jinny  St.  Goar 
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Mary  DeSapio 
First  Vice  President 
Lehman  Brothers  Kuhn  Loeb 
May  1981 

"For  possibly  the 
first  time  in 
two  generations, 
one  can  make  a 
sound,  long-term 
case  for  investing 
in  rail  equities." 

Wall  Street's  enthusiasm  for  railroad 
equities  remains  unabated  since  that 
statement  was  made.  Despite  an 
uncooperative  economy,  railroad 
equities  have  tripled  in  market  value. 
Obviously,  America's  freight  railroads  are  a 
growth  industry.  Last  year,  trains  handled 
almost  twice  as  much  traffic  as  their 
nearest  competitors.  They  moved  it 
efficiently,  inexpensively,  reliably. 
This  growing  efficiency  is  the  result  of  a 
massive  program  of  capital  improvement. 
Over  the  last  three  years,  freight  railroads 
spent  an  average  $3.1  billion  a  year  on 
new  equipment,  improved  track 
and  expanding  technology. 
America's  freight  railroads  are  investing 
for  today  and  tomorrow— and  increasing 
their  share  of  the  transportation  market 
along  the  way.  The  railroad  renaissance 
is  welcome  news— because  railroads 
keep  America  running. 
For  more  information,  write:  Renaissance, 
Dept.  121 ,  Association  of  American 
Railroads,  1920  L  Street,  N.W., 
Washington,  DC.  20036. 


ASSOCIATION 
OF  AMERICAN 
RAILROADS 


FREIGHT  RAILROADS 
ARE  ON  THE  MOVE. 


The  Forbes/Wilshire  5000  Review 


Quality  counts.  For  most  of  August  trading  volume  was 
anemic,  but  at  the  end  of  the  month  the  market  began  to 
pop  up.  In  one  day  of  heavy  trading  the  Dow  gained  more 
than  20  points.  Nevertheless,  as  the  summer  wound  to  a 
close,  investors  took  few  chances  with  this  more  than  12- 
month-old  bull  market.  Bargain-hunting  helped  to  take 
some  of  the  pressure  off  the  technology  issues,  and  some 
cautious  buying  pushed  the  Dow  up  1 .2%  for  two  weeks 
and  2%  for  the  four-week  period. 

But  the  NYSE  and  the  broadly  based  Wilshire  index 
were  up  only  0. 1  %  for  the  two  weeks  and  underperformed 
the  Dow  over  the  four- week  stretch.  The  real  weakness 


was  in  the  secondary  issues.  The  Amex  slipped  0.3%  over 
two  weeks  and  0.2%  over  four  weeks.  And  NASDAQ 
stocks  declined  1.7%  in  both  the  two-week  and  four- week 
periods.  However,  on  a  52-week  basis  the  Amex  and 
NASDAQ  indexes  are  running  neck  and  neck  for  the  lead, 
with  gains  of  just  under  65%.  On  the  same  basis,  the  Dow 
has  underperformed  the  NYSE:  32.7%  vs.  37.5%. 

High-P/E  stocks  lost  1.7%  over  four  weeks  while  low- 
multiple  issues  managed  to  eke  out  slight  gains.  Never- 
theless, the  P/E  for  the  average  issue  rose.  The  multiples 
on  both  the  Wilshire  index  and  the  Dow  are  higher  than 
they  were  a  month  ago. 


Close-up  On  The  Equity  Markets 


Performance  of  six  leading  indexes 

Percent  change 

Wilshire 
5000 

Forbes 
500 1 

Dow  Jones 
industrials 

NYSE 
Composite 

Amex  Market 
Value  Index 

NASDAQ 
Composite 

in  last  4  weeks 

1.7 

1.9 

2.0 

1.6 

-0.2 

-1.7 

in  last  52  weeks 

41.2 

35.4 

32.7 

37.5 

63.4 

64.1 

Stock  performance  based  on  five  key  investor  yardsticks 

Percent  change 

Company  size 

Volatility2 

P/E  multiple 

Dividend  yield 

Growth  profile3 

Share  price 

large 

small 

high 

low 

over  25 

under  5 

over  7.5% 

none 

high 

low 

over  $40 

under  $4 

in  last  4  weeks 

1.8 

-2.9 

-1.5 

0.4 

-1.7 

0.2 

1.0 

-0.3 

-0.4 

0.7 

0.1 

-2.6 

in  last  52  weeks 

42.5 

137.3 

121.6 

51.8 

89.1 

126.9 

45.1 

125.8 

141.5 

50.6 

55.4 

129.1 

'Based  on  sales. 

2A  stock's  sensitivity  to  overall  market  movement.  High-volatility  issues  have  wide  price  fluctuations,  low-volatility  issues  are  more  stable. 
3A  quantitative  evaluation  of  a  stock's  growth  image,  determined  by  Wilshire  Associates. 


Note:  All  data  for  periods  ending  9/1/83.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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Where  The  Vet  ion  Is 


The  oils  cool  off.  After  making  it  through  the  summer 
relatively  unscathed  and  posting  a  16%  gain  from  the 
beginning  of  June  until  the  middle  of  August,  the  oils  took 
some  of  the  hardest  blows.  Energy  stocks  fell  1.5%  in  two 
weeks.  And  on  a  52-week  basis  the  energy  stocks  dropped 
behind  raw  materials.  Now  the  only  sectors  that  have 
smaller  annual  gains  are  consumer  nondurables  and  utili- 


ties. Both  of  these  sectors  also  registered  two-week  frac- 
tional losses.  However,  the  weakest  group  during  the  last 
ten  trading  days  was  finance,  off  1.6%. 

Transportation,  up  3.4%,  and  consumer  durables,  up 
2.3%,  put  in  the  best  performance.  The  auto  industry  is 
still  not  cruising  at  high  speed,  but  prospects  are  a  lot 
better  than  they  appeared  a  year  ago. 


Percent  change  in  last  52  weeks 


Percent  change  in  last  two  weeks 
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services 
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Raw  materials 
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What  The  Analysts  Think 


It  pays  to  study  finance.  Despite  the  fact  that  the  fi-  now  slightly  more  attractive.  On  the  other  hand,  the  seers 
nance  sector  was  the  worst-performing  group  during  the  are  a  bit  more  pessimistic  about  other  groups.  In  the  last 
last  two  weeks,  the  experts  think  that  these  stocks  are    two  weeks,  they  downgraded  five  of  the  nine  sectors. 


The  experts'  consensus 


2.40 


2.48 


2.56 


2.80 


J  I  L 


J  1  1  1  I  L_I_L 


SONDJ     FMAM    J     |  A 


Current 

Rank 

Rank 

Rank 

Sector 

opinion 

2  weeks  ago 

4  weeks  ago 

1 

Utilities 

2.47 

1 

1 

2 

Transportation 

2.67 

2 

2 

3 

Raw  materials 

2.70  ' 

3 

3 

4 

Energy 

2.75' 

4 

4 

5 

Finance 

2.75 

5 

6 

6 

Capital  goods 

2.79 

6 

5 

7 

Technology 

2.81 

7 

8 

8 

Consumer  nondurables 

2.83 

8 

8 

9 

Consumer  durables 

2.98 

9 

9 

Opinion  ratings  are  ranked  on  a  scale  of  1  (strong  buy!  to  5  (strong  sell).  Data  reflect  the  rating  of  1,200  stocks,  while  the  sector  breakdowns  correspond  to  industry  groups 
views  of  200  institutional  analysts.  The  consensus  of  opinion  graph  is  the  composite     graphed  above  All  figures  are  weighted  for  market  capitalization. 


Note:  All  data  for  periods  ending  9/1/83.  Prepared  by  Wilshire  Associates,  Santa  Monica,  Calif. 
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First 

We  Changed 
Our  Company. 
Now 

We've  Changed 
Our  Name. 


The  change  in  our  name  from 
Foremost-McKesson  is  not  sim- 
ply cosmetic.  Over  the  last 
decade  we  have  divested  our- 
selves of  some  $225  million 
of  assets  and  reinvested  $650 
million  in  new  growth  busi- 
nesses. Last  year,  we  sold 
For.emost  Dairies. 

As  a  result,  we  have  become 
McKesson  Corp.,  a  $4  billion 
leader  in  the  field  of  Value- 
Added  Distribution.  Today,  all 
three  of  our  largest  businesses- 
McKesson  Drug,  McKesson 
Wine  &  Spirits  anft  McKesson 
Chemical-are  the  leading  dis- 
tributors in  their  industries. 
Together,  they  account  for 
nearly  85%  of  our  revenues, 
the  balance  coming  from  our 
proprietary  products. 

Computer  technology  is  the  driv- 
ing force  behind  our  emergence 
as  the  nation's  leading  distrib- 


utor. This  year  alone,  we  will 
spend  $65  million  to  operate 
and  expand  bur  computer 
network. 

Daily,  3,000  vehicles  fan  out 
across  the  country  from  200 
McKesson  distribution  centers. 
They  move  nearly  $15  million 
worth  of  merchandise  daily. 
Table  wine  to  toothpaste.  Chlo- 
rine to  clock  radios.  Drugs  to 
disposable  diapers. 

Hardly  anyone  anywhere  in 
America  can  go  very  long  with- 
out using  a  product  that's  been 
marketed  by  our  1,900  sales- 
people, passed  through  one  of 
our  distribution  centers,  or 
tracked  by  our  nationwide  com- 
puter network. 

As  America  emerges  from  the 
recession,  we  continue  to  work 
toward  our  basic  financial  objec- 
tive: A 15%  compound  growth 
rate  in  earnings  from  continuing 
operations  in  the  1981-1985 
period.  Our  financial,  condition  is 
healthier  than  ever  and  we  have 


ample  resources  to  finance  our 
growth.  In  the  last  three  years 
the  market  value  of  our  shares 
has  more  than  doubled  to  nearly 
$1  billion. 

It's  coincidence  that  we're 
changing  our  name  to  McKesson 
at  the  same  time  we're  observing 
the  f  ou  nding  of  the  company  1 50 
years  ago  by  John  McKesson. 
But  it  does  mark  the  start  of  a 
new  and  exciting  future  under  a 
name  that  is  both  new  and  150 
years  old. 

For  more  information  about  us, 
write: 

McKesson  Corp 

Corporate  Relations  Department 
Box  F 

One  Post  Street 

San  Francisco,  CA  94104 

NYSE  Ticker  Symbol:  MCK 


M  Wesson 


The  average  stock  is  up  62%  since  Aug.  12, 
1982.  But  lots  of  issues  cant  match  that 
performance.  Here  are  the  laggards. 


Bull  market 
bums 


six  stocks  at  the  bottom  of  our  losers 
list  actually  posted  gains  of  up  to 
10% .  Not  too  long  ago,  many  a  money 
manager  would  have  earned  a  raise  to 
end  the  year  with  an  average  return 
that  good. 

Each  firm  on  the  table  has  its  own 
hard  luck  story.  Still,  there  is  a  heavy 
representation  of  banks  and  utilities. 
Overextension  and  overexpansion 
also   hurt   companies   like  Reeves 


By  Diana  L.  Hoadley 


A 


fter  a  brilliant  ten  months, 
the  stock  market  struggled 
through  the  summer  and  now 
may  be  on  the  mend.  The  broad-based 
Wilshire  index  is  up  62%  since  last 
August.  The  Dow  industrials  made 
52.5%  gains,  and  the  performances  of 
Amex  and  NASDAQ  issues  were  even 
more  spectacular. 

But  averages  are  averages. 
Not  all  shareholders  who  rode 
the  market  during  the  last  12 
months  wound  up  rich.  Yes, 
Virginia,  it  was  possible  to  lose 
money  on  Wall  Street,  even  dur- 
ing 1983. 

To  get  a  feel  for  the  losers,  we 
screened  the  5,000-stock  Wil- 
shire database  for  issues  that 
gained  10%  or  less  since  the 
market  began  climbing  out  of 
the  high  700s.  We  eliminated 
some  of  the  more  volatile  low- 
priced  and  smaller  firms  by  re- 
quiring a  recent  market  price  of 
at  least  $5  and  sales  of  at  least 
$50  million.  We  also  eliminated 
companies  without  at  least  50 
cents  in  per-share  earnings  for 
the  latest  12  months. 

What  is  left  is  a  list  of  50 
stocks  that  failed  resoundingly. 
When  you  consider  that  investors  in 
today's  market  doubled  and  even  tri- 
pled the  prices  of  companies  such  as 
American  Motors,  International  Har- 
vester, Beker  Industries  and  Eastern 
Air  Lines — even  though  these  firms 
are  still  losing  millions  of  dollars — 
the  performance  of  the  stocks  in  our 
table  is  sad  indeed. 

In  a  bull  market,  of  course,  even 
failure  has  its  rewards.  Note  that  the 


Even  the  bad  guys  were  good 

One  measure  of  the  market's  recent 
strength  is  the  fact  that  over  the  past 
year  no  industry  group  dropped  in  price. 
Here  are  the  ten  worst  performers. 

Group 

% 
change 

Recreation — movies,  sports 
Electric  utilities 
Food —  confectioners 
Food — packaged  goods 
Tobacco 

10.2% 

16.9 

29.1 

29.4 

30.5 

Communications 
Cosmetics  &  personal  items 
Drugs 

Precision  instruments 
Heavy  machinery 

31.8 
35.9 
41.1 
42.1 
47.2 

Source  Media  General 

Communications  and  Long  Island 
Lighting,  which  investors  once  loved. 

In  the  depressed  pre-bull  market, 
other  companies  were  flush  with  cash 
and  went  hunting  for  bargains.  But 
some  of  their  "buys"  required  heavy 
borrowing  and  high  interest  charges. 
Baldwin-United's  acquisition  of 
MGIC,  for  example,  contributed  to  a 
$1  billion  pile-up  of  short-term  debt. 

Nutri/System  is  also  high  on  our 


list.  In  the  early  1980s  this  young 
company  scored  big  with  its  weight- 
loss  control  centers.  From  1972  to 
1982  Nutri/System  managed  profit 
growth  of  95%  annually.  Then  came 
the  acquisitions — 200  Gloria  Mar- 
shall fitness  centers,  an  executive 
search  firm  and  expansion  into  natu- 
ral cosmetics. 

All  this  added  inches  to  what  once 
was  a  chic  corporate  profile.  Earnings 
have  declined  about  30%  and  debt  has 
risen  from  zero  to  $8  million  for  the 
year  ended  July  31,  1983.  Now,  trim- 
ming the  fat  will  be  painful.  Steven 
Handley  of  L.F.  Rothschild  sees  prof- 
its of  $2.50  a  share  in  fiscal  1984, 
"provided  the  effects  of  diversifica- 
tion can  be  neutralized." 

Other  companies,  of  course,  stum- 
bled for  the  opposite  reason.  They 
didn't  diversify  quickly  enough. 
Wells-Gardner,  for  example,  special- 
izes in  video  monitors  for  coin-operat- 
ed video  games  and  computer  termi- 
nals. It  enjoyed  the  giddy  rise  in  the 
popularity  of  video  games,  but  the 
firm  now  faces  a  decline  in  excess  of 
50%  on  orders  for  the  year  ended  Aug. 
31,  1983.  A  major  customer  (Bally/ 
Midway)  scaled  back  orders,  and  a  for- 
mer customer  (Atari)  now  supplies  its 
own  monitors. 

The  screen  that  reads  "game 
over"  for  much  of  the  coin-oper- 
ated video  market  puts  another 
company  on  our  list.  Bally  Man- 
ufacturing, the  parent  of  Bally/ 
Midway  and  Bally  Park  Place 
(83%  ownership)  has  suffered  an 
86%  decline  in  profit  for  the  six 
months  ended  June  30,  1983, 
versus  the  comparable  period 
for  1982.  Meanwhile  Bally  is  en- 
joying the  game  at  Atlantic 
City.  Slot-machine  revenues  are 
increasing  at  above-average 
rates.  The  future?  Bally  Park 
Place's  prospects  should  contin- 
ue to  improve  as  Atlantic  City's 
popularity  increases,  and  the 
company  should  help  its  video 
game  sales  with  the  recent  ac- 
quisition of  Sega  Enterprises,  a 
leader  in  laser  disk  technology. 
Currency  losses  also  added  several 
companies  to  our  roster  of  bad  per- 
formers. With  the  dollar  hitting  new 
highs  and  currencies  like  the  French 
franc,  Italian  lira  and  Mexican  peso 
hitting  new  lows,  firms  as  diverse  as 
Kodak,  Johnson  &  Johnson  and  Pep- 
siCo have  been  hit  by  shrinking  profit 
margins. 

What  venturesome  investors  might 
find  attractive  about  our  hard-luck 
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companies,  however,  is  the  fact  that 
most  of  them  have  comeback  poten- 
tial. Many,  such  as  Wells-Gardner, 
Hauserman,  Long  Island  Lighting  and 
Piccadilly  Cafeterias,  are  selling  close 
to  their  52-week  lows.  A  few,  includ- 


ing American  Biltrite,  Enterra  and  Te- 
soro  Petroleum,  are  selling  below 
book  value. 

With  so  many  other  issues  trading 
on  the  basis  of  lofty  earnings  esti- 
mates two  and  three  years  out,  these 


Pulling  up  the  rear 


losers  may  be  among  the  more  reason- 
ably priced  stocks  around.  Everyone 
warns  speculators  that  what  goes  up 
must  come  down.  But  sometimes 
people  forget  that  what  went  down 
may  be  even  more  likely  to  go  up.  ■ 


These  50  companies  are  among  the  poorest  performers  not  bad  by  historical  standards.  Almost  half  managed  to 
in  the  current  bull  market.  But  even  their  results  are    come  through  the  period  with  gains  rather  than  losses. 
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%  change  EPS 


Where 

since 
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Streetwalker 


Of  D&B  and  P/E 

Dun  &  Bradstreet  cheap  at  20  times 
this  year's  projected  earnings?  That's 
awfully  hard  to  swallow.  But  Edward 
Dunleavy  of  Salomon  Brothers  thinks 
the  stock  is  a  real  bargain.  D&B,  he 
claims,  is  ready  to  go  on  a  profit  tear 
that  will  make  your  head  spin. 

His  evidence:  Although  D&B  intro- 
duced the  electronic  version  of  the 
Official  Airline  Guide  less  than  a  year 
ago,  he  expects  this  and  the  other  air- 
line guide  to  account  for  22%  of  oper- 
ating income  by  1987.  Meanwhile, 
D&B  continues  to  hold  dominant 
franchises  in  credit  services,  Yellow 
Pages  and  direct  mail  marketing. 

What's  more,  thanks  to  the  sale  of 
television  stations  and  internally  gen- 
erated cash  flow,  by  the  end  of  1984 
D&B  could  have  as  much  as  $  1  billion 
in  cash  on  hand.  A  handy  acquisition 
kitty,  if  needed.  The  other  side  of  the 
balance  sheet  looks  terrific,  too;  D&B 
has  no  long-term  debt. 

If  there  is  a  potential  problem,  it  is 
in  the  information  processing  services 
subsidiary  D&B  acquired  in  1979  for 
$164  million.  Here,  D&B  struggled  in 
minicomputers  before  giving  up  and 
now  is  floundering  in  the  time-shar- 
ing business.  But  Dunleavy  thinks 
that  corporate  profits  will  grow  at  a 
22%  rate  over  the  next  five  years  de- 
spite this  drag. 

That  would  put  D&B  on  the  same 
track  as  Dow  Jones  and  well  ahead  of 
McGraw-Hill.  But  Dow  Jones  is  sell- 
ing at  25  times  his  1984  earnings  esti- 
mate for  the  company,  while  D&B's 
multiple  is  just  17  times  the  $3.70  he 
expects  it  to  earn  next  year.  Dunleavy 
thinks  they  both  should  carry  the 
same  P/E. 

If  you  agree,  consider  this:  At  a  P/E 
of  25,  by  1984  D&B  shares  would  sell 
for  over  $90,  nearly  50%  more  than 
current  trading  levels.  There  could  be 
some  big  gains  in  store. — Thomas  Jaffe 


Bad  Karma  on  Wall  Street? 

Jefferies  Group,  Inc.,  a  well-known 
California  block  trader,  joins  the 
ranks  of  brokerage  firms  going  public. 
At  a  projected  price  of  $20  per  share, 
insiders  and  the  company  will  get  $35 
million  for  selling  just  22%  of  the 
business.  Boyd  Jefferies,  who  founded 
the  firm  in  1962,  gets  $2.2  million  of 
that.  But  he  also  ends  up  with  stock 
valued  at  another  $30  million. 

Relative  to  other  recent  securities 
industry  offerings,  the  5-times-book, 
$  1 60  million  market  valuation  for  Jef- 


feries isn't  out  of  line.  First-half  rev- 
enues doubled,  and  profits — $6.7  mil- 
lion for  the  period — are  up  a  spectacu- 
lar 700%.  Still,  Jefferies  shareholders 
are  buying  into  a  business  very  differ- 
ent from  retail  brokerage.  With  only 
1 1 1  salesmen,  Jefferies  deals  largely  in 
institutional  trades,  executed  off  the 
major  exchanges. 

The  deal,  and  others  like  it,  gives 
analyst  Perrin  Long  of  Lipper  Analyt- 
ical Distributors  pause  for  thought.  It 
typifies  a  trend  that  usually  occurs 
when  markets  get  hot  and  brokers  can 
use  rapid  earnings  growth  to  bring  in 
cheap  public  capital.  Brokers,  more- 
over, have  an  uncanny  history  of  sell- 
ing stock  at  the  top.  After  Merrill 
Lynch  went  public  at  $14  in  1971,  its 
shares  quickly  went  to  $28  and  then 
didn't  move  much  higher  for  a  decade. 

Perrin  Long  isn't  predicting  another 
decade  of  doldrums.  But  he  points  out 
that  few  industries  are  as  cyclical  as 
brokerages.  Given  present  volume  de- 
clines and  interest  rate  uncertainties, 
many  securities  firms  bet  the  next 
half  of  1983  won't  be  as  good  as  the 
last.  Undoubtedly  the  Jefferies  offer- 
ing is  a  good  deal  for  the  sellers.  But 
the  buyers? — Richard  Stern 


A  not  so  healthy  wait 

Despite  the  past  year's  troubles,  John- 
son &  Johnson  is  still  a  hallowed 
name  to  many  investors.  And  today, 
with  the  stock  around  41 — where  J&J 
fell  in  the  depths  of  the  Tylenol  scare 
last  October — there  are  some  who  fig- 
ure this  may  be  the  time  to  buy. 

Drug  analyst  Richard  Vietor  of 
Drexel  Burnham  Lambert,  however, 
says  that  anyone  interested  in  J&J  will 
have  to  be  patient.  To  begin  with,  he 
thinks  the  stock  isn't  exactly  cheap, 
even  now.  Its  P/E  is  14  times  estimat- 
ed 1983  earnings  of  $2.90  a  share. 

Then  there's  the  matter  of  the  Ty- 
lenol comeback.  In  its  heyday,  the 
product  had  a  near-90%  share  of  the 
$550  million  over-the-counter  market 
in  nonaspirin  analgesics.  When  the 
bottom  fell  out,  after  poisoned  cap- 
sules caused  seven  deaths,  J&J 
worked  so  hard  to  remerchandise  Ty- 
lenol that  by  spring  the  brand  had 
almost  regained  its  former  status.  But 
ever  since,  steady  challenges  from 
competitors  like  Panadol  (Sterling 
Drug)  and  Datril  (Bristol-Myers)  have 
chipped  the  Tylenol  share  back  to 
80%.  According  to  Vietor,  Tylenol's 
days  as  a  growth  product  are  over;  it's 
set  for  the  cash  cow  pasture. 

There  are  also  nagging  questions 


Johnson  &  Johnson's  headache 
Destined  for  the  cash  cow  pasture. 


about  McNeil  Pharmaceutical,  J&J's 
ethical  drug  business.  From  1976  to 
1981  McNeil's  growth  rate  was  sec- 
ond only  to  SmithKline's. 

Then  came  the  March  recall  of  its 
painkiller  Zomax.  What's  happened 
since  at  McNeil?  With  the  new  prod- 
uct pipeline  now  looking  less  promis- 
ing, the  firm  has  considered  the  mar- 
keting of  other  companies'  drugs  that 
may  become  generics. 

Meanwhile,  the  strong  dollar  has 
stymied  J&J  growth  overseas.  Other- 
wise one  of  the  company's  strongest 
near-term  bets  is  nuclear  magnetic 
resonance,  a  diagnostic  imaging  tech- 
nology up  for  approval  by  the  Food  & 
Drug  Administration.  There  also  is 
home  health  care  and  biotechnology. 
Says  Vietor:  "None  of  these  will  be 
big  enough  soon  enough  to  make  the 
stock  snap  back  quickly." — T.J. 


Here  come  the  frizzies 

Want  your  hair  to  be  beautiful  and 
bouncy?  Then  Farrah  Fawcett  sham- 
poos may  be  just  right.  Or  perhaps  you 
would  rather  buy  some  Brut  cologne, 
splash  it  on  like  Joe  Namath  and  step 
right  into  a  kiss  with  a  pretty  girl?  By 
all  means  proceed.  But  if  you  like 
buying  stock,  you  won't  find  similar 
glamour  in  the  shares  of  $270  million- 
a-year  Faberge,  Inc.,  the  outfit  that 
makes  these  products. 

Revenues  grow  at  a  snail's  pace  and 
profits  are  erratic.  In  fact,  the  most 
substantial  thing  about  Faberge  is  the 
handsome  salaries  paid  to  Chairman 
George  Barrie,  71,  and  his  two  execu- 
tive sons.  Last  year,  for  example,  the 
Barries,  who  own  14%  of  the  com- 
pany's stock,  walked  home  with  $1.8 
million  in  compensation.  Faberge 
profits,  by  comparison,  were  an  unin- 
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"What  is  a  cynic?  A  man  who 
knows  the  price  of  everything  and 
the  value  of  nothing.'' 

-Oscar  Wilde 

Certainly  there  were  no  cynics  among  the  eight  in- 
dustrialists who  founded  Ducks  Unlimited  while  the 
Dust  Bowl  years  drained  the  life  out  of  North 
America's  wetlands.  Their  belief  that  they  could  help 
the  continent's  waterfowl  reached  beyond  the  hori- 
zon and  years,  for  they  knew  that  price  is  as  tempo- 
rary as  value  is  lasting. 

Today  Ducks  Unlimited  is  respected  worldwide  for 
its  conservation  expertise.  Among  its  one-half  million 
supporters  are  some  of  the  world's  leading  corpora- 
tions and  foundations.  Last  year  they  helped  Ducks 
Unlimited  raise  nearly  $3  5  million,  of  which  almost  80 
percent  went  directly  into  saving  wetland  habitat. 

That  was  the  price. 
But  consider  the  value. 

Contact  us  for  ways  you,  your  corporation  or  your 
foundation  can  help  North  America's  wetlands  and 
waterfowl  populations  through  a  tax-deductible 


Ducks  Unlimited,  Inc. 

One  Waterfowl  Way  at  Gilmer  Road 
Long  Grove,  IL  60047 
(312)  438-4300 
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HOT  PROPERTY. 


That's  the  Southwest.  The  nation's  fastest-growing  economic 
center  and  a  hot  spot  for  telecommunications.  And  it's  where  the 
new  Southwestern  Bell  Corporation  begins  its  operations. 

As  the  holding  company  for  Southwestern  Bell  Telephone 
Company  and  three  high-growth  subsidiaries,  our  new  corporation 
begins  with  the  same  management  team  that  helped  make 
Southwestern  Bell  the  largest  of  AT&T's  operating  companies.  Yet 
even  with  10  million  access  lines  and  8  million  customers,  we're 
still  growing. 

Since  1970,  our  five  state  service  region  of  Texas,  Oklahoma, 
Arkansas,  Kansas  and  Missouri  has  averaged  an  economic  growth 
rate  44%  higher  than  the  rest  of  the  nation.  Plus,  we  have  the 
fastest-growing  population,  the  country's  highest  employment 
percentage,  26%  of  all  U.S.  housing  starts  and  new  commercial 
construction  significantly  above  the  nation's  average. 

As  a  new  corporation,  we've  recently  announced  plans  to  form 
a  Yellow  Pages  subsidiary,  Southwestern  Bell  Publications,  Inc. 
We're  also  planning  to  introduce  new  subsidiaries  to  pursue  other 
markets  with  tremendous  profit  potential:  mobile  cellular  telecom- 
munications and  complex  customer  equipment.  Each  subsidiary 
will  be  flexible  and  responsive  to  the  changing  conditions  of  a 
competitive  market. 

Take  a  closer  look  at  the  new  Southwestern  Bell  Corporation. 
A  telecommunications  leader.  Operating  one  hot  piece  of  property. 


Southwestern  Bell 
Corporation 

A  familiar  Bell  has  a  new  ring. 


On  this  planet,  more  people  get  their 
news  fromTIME  than  any  other  single  source- 
30  million  people  worldwide. 


spiring  $6.5  million  in  1982. 

Lately,  however,  the  company's 
share  price  is  around  23,  after  being  as 
low  as  17  this  January.  The  runup 
stems  from  a  thermal  screening  de- 
vice that  Faberge  hopes  can  detect 
breast  cancer.  Recently  Faberge  has 
even  attracted  a  major  outside  share- 
holder— Roy  Disney's  Shamrock 
Holdings.  Disney  is  the  son  of  Walt's 
late  brother  and  a  3.2%  owner  of  Walt 
Disney  Productions. 

But  Shamrock,  which  paid  $6.6 
million  for  5.7%  of  Faberge,  says  it 
wasn't  drawn  to  the  company  by  the 
potential  medical  market.  "They've 
got  great  brand  names,  good  distribu- 
tion and  they've  stuck  to  the  mass 
market  instead  of  getting  too  fancy," 
says  a  spokesman.  "What  the  com- 
pany does  need,  however,  is  to  be- 
come more  efficient,  and  that's  where 
we  hope  we  can  help." 

Good  luck.  The  sticky  problem  of 
paying  off  the  Barrie  clan  is  sure  to 
come  up.  They  have  fat  long-term 
contracts.  Meetings  -should  certainly 
be  interesting. — T.J. 


Hats  off  to  Steinberg 

The  irrepressible  Saul  Steinberg  may 
sometimes  seem  like  he's  down,  but 
it's  never  wise  to  count  him  out.  Take 
the  24.9%  investment  his  Reliance 
Group  has  in  Imperial  Corp.  of  Amer- 
ica. The  savings  and  loan  holding 
company's  combined  losses  of  about 
$7  a  share  over  the  last  two  years 
distinguish  it  as  one  of  the  poorest 
performers  among  the  big  public  S&L 
firms.  Even  this  year,  as  other  S&Ls 
have  picked  up,  analyst  Allan  Bortel 
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Lyman  Hamilton  of  Tamco  Enterprises 
Disaster  compounded? 


of  Shearson/ American  Express  still 
estimates  Imperial's  earnings  will  be 
zero.  For  1984  he  predicts  $1.50  or 
so — if  interest  rates  stay  down. 

But  one  man's  disaster  is  another 
man's  potential  turnaround.  At  least 
that  seems  to  be  the  attitude  of  Ly- 
man Hamilton  of  New  York's  Tamco 
Enterprises,  who  last  month  took  an 
option  through  Dec.  31  to  buy  Re- 
liance's Imperial  shares  at  $15  apiece. 
You  remember  Hamilton.  He  was 
Harold  Geneen's  successor  at  ITT. 
Bounced  after  18  months  there  as 
CEO,  Hamilton  moved  on  to  Tamco, 
a  private  investment  company,  made 
a  couple  of  unsuccessful  runs  at  City 
Investing  and  has  been  relatively  qui- 
et ever  since. 

Now,  he  has  surfaced  in  a  way  that 
might  make  Steinberg  look  like  a  ge- 
nius. With  Imperial's  stock  trading 
around  11  on  the  Big  Board,  Hamil- 
ton's offer  is  a  35%  premium  over 
market  value.  Add  the  money  Reli- 
ance should  receive  from  Imperial's 
earlier  spinoff  of  a  Texas  S&L  to  the 
$53.1  million  it  will  get  if  this  deal 
goes  through,  and  Steinberg  shows  a 
$30  million-plus  profit  on  the  five- 
year-old  investment. 

"I  take  my  hat  off  to  Steinberg," 
says  another  analyst.  "How  he  found 
somebody  to  pay  top  dollar  now  for  a 
company  still  doing  so  badly  I'll  never 
know."— T.J. 


Timing  is  everything 

Think  you  have  troubles?  Consider 
the  plight  of  the  folks  who  bought 
into  Bradford  National  just  before  this 
spring's  nasty  proxy  fight. 

New  York-based  Bradford,  a  $135 
million-a-year  financial  services  com- 
pany, had  long  been  struggling.  The 
stock,  however,  caught  the  eye  of  Wil- 
liam Siegel,  a  Texas  oilman  who  once 
worked  for  ARA  Services.  Starting 
two  years  ago,  he  and  his  colleagues 
bought  up  some  6%  of  Bradford's  4.25 
million  common  shares. 

By  April  1983,  a  month  before  the 
Siegel  group  filed  a  proxy  to  take  con- 
trol of  the  board,  Bradford  sold  as  high 
as  29,  almost  5  times  its  1982  low  and 
nearly  3Vi  times  book  value.  Specula- 
tors figured,  no  matter  who  ended  up 
in  charge,  there  was  a  good  chance  the 
company  would  be  sold. 

The  dissidents  won — but  with  a 
curious  twist.  To  gain  control,  they 
needed  the  support  of  another  group 
of  investors — customers  of  Advest, 
Inc.  (p.  66),  who  held  28%  of  Brad- 
ford's shares.  More  than  half  of  that 
stock  was  accumulated  through  two 
now-departed  brokers  who  were 
members  of  the  Siegel  slate. 


These  days,  of  course,  Advest  cus- 
tomers who  bought  into  Bradford 
back  in  1981,  when  it  bottomed  at 
5%,  have  no  complaints.  But  how 
about  any  latecomers  who  jumped  on 
board  in  the  high  20s,  before  the  Sie- 
gel folks  were  voted  in? 

With  Bradford  recently  around  20, 
some  may  be  nursing  paper  losses  of 
30%.  The  company  was  running 
slightly  in  the  red  through  June;  a 
takeover  hasn't  materialized;  and  the 
new  chief  executive  is  a  public  ac- 
countant who  previously  headed  a 
Dallas  chain  of  ladies'  wear  stores. 

Still,  Peter  Del  Col,  Bradford's  for- 
mer chairman,  isn't  complaining. 
After  the  takeover  he  sold  his  78,000 
remaining  shares  for  $1.95  million, 
around  a  $1.75  million  profit  over 
their  cost.  The  folks  who  got  in  late 
should  be  so  fortunate. — T.J. 


Last  one  out 

Another  of  Wall  Street's  little  guy 
freeze-outs  is  about  to  succeed.  Since 
late  1981  King  Kullen  Grocery  Co., 
the  $428  million-a-year  supermarket 
chain  based  in  Westbury,  N.Y.,  has 
been  officially  buying  in  stock  in  or- 
der to  reduce  the  number  of  public 
shareholders  to  under  300.  Now  that 
it  has  gotten  there,  King  Kullen  last 
month  announced  plans  to  petition 
the  SEC  to  have  its  stock  deregistered. 
Soon  the  690,000  or  so  shares  will  no 
longer  be  quoted  on  the  NASDAQ 
system,  and  financial  reporting  will 
be  minimal. 

The  firm's  ability  to  go  private 
seemed  hardly  in  doubt.  Well  over 
half  the  shares  belonged  to  manage- 
ment, the  founding  family's  trusts 
and  employee  ownership  plans.  King 
Kullen  stock  has  also  been  cheap, 
trading  at  only  two-thirds  of  book  val- 
ue recently. 

It's  too  late,  but  if  ever  there  had 
been  an  opportunity  for  an  ambitious 
management  to  put  together  a  lever- 
aged buyout  deal,  there  couldn't  have 
been  a  better  candidate  than  King  Kul- 
len. It  has  no  long-term  debt,  trades 
for  3>Vi  times  cash  flow  and  owns  un- 
dervalued Long  Island  real  estate.  In 
fiscal  1982  the  chain  earned  $3.49  a 
share,  up  23%.  Ah,  well. 

One  investor,  in  any  case,  has  no 
intention  of  being  bought  out  on  the 
cheap.  Mutual  Shares,  a  fund  that  spe- 
cializes in  undervalued  situations, 
and  its  clients  own  more  than  10%  of 
King  Kullen  stock.  Says  Michael 
Price,  a  Mutual  Shares  director:  "I'm 
32,  and  I'll  wait  30  years  and  be  the 
last  shareholder  if  I  have  to  in  order  to 
get  fair  value." — T.J. 
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Is  it  time  to  exhibit 
ore  aggressive  behavior? 


In  our  opinion,  the  current  bull  mar- 
ket will  continue  well  into  1984.  With 
intermittent  short-term  corrections. 

Granted,  the  easy  money  has 
already  been  made.  But  there  are  still 
opportunities  for  those  willing  to  pur- 
sue highly  selective  strategies  in  equities. 

But  how  aggressive  you  can  be  de- 
pends on  what  type  of  investor  you  are. 
And  what  degree  of  risk  you  can  take. 

If  you  can  handle  above-average 
risks,  you  can  seek  above-average  gains 
by  investing  in  speculative  stocks  or 
emerging  growth  companies.  You  might 
also  investigate  stocks  likely  to  benefit 


from  further  economic  recovery.  Or 
look  into  "turn-arounds"  when  you 
believe  a  company  has  good  prospects 
for  improving  its  fortunes. 

If  you  have  a  much,  greater  risk 
threshold,  you  can  employ  leveraging 
techniques.  By  buying  stocks  on  margin, 
or  using  stock  options,  you'll  multiply 
your  potential  for  profits.  But  you'll  also 
multiply  your  potential  for  loss.  Still, 
leveraging  equities  is  where  aggressive 
behavior  could  reap  rich  rewards 
right  now. 

For  timely  guidance  in  selecting 
strategies,  consult  our  free  booklets, 


"Strategies  for  Aggressive  Investors"  and 
"Investments  for  a  Changing  Economy?' 
Simply  call  toll-free  1-800-MERRILL 
(ext.  9045)  Monday  through  Friday,  8:30 
a.m.  to  midnight  Eastern  time.  Or  talk 
to  a  Merrill  Lynch  Account  Executive. 

If  you  decide  to  adopt  a  more 
aggressive  stance,  you're  going  to  need 
a  lot  of  advice.  And  no  one  else  can 
give  you  more  help  with  more  kinds  of 
investments.  No  one  else. 


Merrill  Lynch 

Merrill  Lynch,  Pierce,  Fenner  &  Smith  Inc 

A  breed  apart. 


1  Copyright  1W3  Merill  Lynch,  Pierce,  Fenner  &  Smith  Incorporated.  Published  in  U.S.A.  All  rights  reserved.  Member,  SIPC. 
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Appalling  things  are  coming  out  as  state 
governments  start  moving  to  real  ac- 
counting. Therein  lies  opportunity. 

THE  GAAP  GAP 


By  Ben  Weberman 


Like  some  people,  governments 
seem  to  operate  rationally  only  in 
crisis.  Take  the  crisis  of  investor 
confidence  in  state  and  municipal 
general  obligation  securities  that 
has  lasted  ever  since  New  York  City 
almost  defaulted  in  1975.  State  gov- 
ernments all  over  the  country,  in 
order  to  sell  their  bonds,  are  increas- 
ingly moving  toward  generally  ac- 
cepted accounting  practices  (GAAP) 
and  outside  auditors. 

New  York  City  itself  led  the  way. 
Even  after  it  weathered  the  crisis, 
the  city  feared  investors  would  not 
touch  it  with  a  10-foot  pole.  So  out 
of  necessity,  New  York  became  one 
of  the  first  big  cities  to  use  GAAP 
and  outside  auditors. 

At  the  same  time,  states  led  by 
Maryland  and  Tennessee  began  go- 
ing to  GAAP;  Maryland  also  hired 
outside  auditors.  (Both  are  impor- 
tant, for  obvious  reasons;  the  fig- 
ures, audited  or  not,  don't  mean  as 
much  without  an  understandable 
rationale;  and  a  city's  or  state's 
claim  that  it  is  using  GAAP  will  be 
enhanced  when  independently  con- 
firmed.) Today,  says  Robert  Happ, 
managing  partner  of  Peat,  Marwick, 
Mitchell's  Albany,  NY.  office, 
most  major  U.S.  cities  have  outside 
audits,  and  most  of  the  states  are  at 
least  moving  to  implement  GAAP. 

All  this,  of  course,  is  very  good  for 

Ben  Weberman  is  economics  editor  of 
Forbes  magazine. 


investors.  But  for  the  shrewdest  of 
investors  there  is  also  an  opportuni- 
ty in  the  fauma  aroused  by  the  ap- 
palling things  now  coming  out  of 
the  woodwork. 

Appalling?  Take  the  state  of  New 
York.  While  New  York  City  was 
going  through  its  well-publicized 
travail,  the  state  was  also  getting  in 
trouble  by  creating  huge  and  bur- 
densome moral-obligation  agencies 
over  which  there  was  little  legisla- 
tive control.  It  was  falling  ever 
shorter  of  meeting  debt  service  re- 
quirements on  the  do-gooder  proj- 
ects of  agencies  like  the  New  York 
State  Urban  Development  Corp. 
Ever  since  he  took  office  in  1979, 
State  Comptroller  Edward  V.  (Ned) 
Regan  had  been  warning  that  on  a 
cash  basis  the  state  was  going  into 
the  hole,  but  the  balance  sheets  did 
not  show  it.  Regan  finally  prevailed 
on  the  legislature  to  adopt  GAAP 
and  hire  Big  Eight  accounting  firm 
Peat,  Marwick,  Mitchell  to  do  an 
independent  audit. 

The  new  accounting  took  effect 
after  Apr.  1,  1982,  and  the  results 
have  been  shocking.  The  general 
fund  operating  deficit,  reported  at 
$552  million  in  the  year  ended  Mar. 
31,  1982,  nearly  doubled  to  $1,076 
billion  in  the  following  fiscal  year. 
The  accumulated  deficit  rose  from 
$2.9  billion  to  nearly  $4  billion.  The 
audit  revealed  that  the  state  was 
postponing  income  tax  refunds  to 
the  following  fiscal  year  and  also 
deferring  obligations  like  subsidies 
to  local  school  districts. 

New  York  is  not  alone.  Califor- 
nia, which  has  been  phasing  in 
GAAP  for  the  past  two  years,  report- 
ed a  general  fund  deficit  of  $154 
million  in  1982  under  its  old  ac- 
counting. Converted  to  GAAP 
numbers,  that  1982  deficit  jumped 
to  more  than  $1  billion.  California's 
fiscal  1983  results  are  not  yet  on 


GAAP,  but  preliminary  estimates 
under  the  old  method  show  a  deficit 
of  $669  million.  The  mind  boggles 
at  how  much  this  will  turn  into 
when  real  numbers  are  reported. 

So  what's  the  opportunity?  fust 
this:  Investors  have  been  so  spooked 
by  those  startling  increases  that,  for 
example,  New  York  State's  cost  of 
borrowing  has  gone  up  by  about  25 
basis  points  (0.25%)  on  long-term 
general  obligations. 

But  the  trauma  won't  last.  In 
time,  investors  will  come  to  see  the 
value  of  true  and  audited  figures  and 
the  healthy  effects  that  will  flow 
from  them.  For  one  thing,  the  politi- 
cians will  have  a  measure  of  fiscal 
discipline  forced  on  them.  New 
York  State's  new  system,  for  exam- 
ple, uses  accrual  accounting  based 
on  when  the  liability  was  incurred 
rather  than  when  the  bill  was  paid. 
That  sort  of  thing  was  unheard  of  in 
state  government  only  a  few  years 
ago.  Moreover,  Peat  Marwick, 
which  audited  the  first  New  York 
State  GAAP  balance  sheet,  will  take 
on  operating  statements  as  well  and 
by  1985  will  be  doing  all  principal 
financial  statements.  Result:  Not 
only  will  the  figures  be  reported  ac- 
curately, but  the  state  will  become 
financially  stronger. 

GAAP  will  also  bring  some  con- 
tinuity into  state  and  municipal  ac- 
counting. All  too  often,  these  gov- 
ernment issuers  create  a  wondrous 
financial  statement  when  the  debt 
is  marketed,  then  forget  the  whole 
thing  until  it's  time  to  come  to  mar- 
ket again.  Some  Mississippi  local- 
ities did  that  so  often  that  S&P's 
pulled  their  ratings.  Continuity  also 
builds  investor  confidence. 

As  all  these  healthy  effects  of  true 
and  accurate  accounting  become  ap- 
parent, investor  confidence  will  re- 
vive. So  New  York,  instead  of  pay- 
ing a  25-basis-point  premium  to  is- 
sue debt,  could  save  as  much  as  50 
basis  points  on  issues  farther  down 
the  road.  Result:  lower  yields  of 
state  and  municipal  securities  is- 
sued in  the  future  by  those  states 
biting  the  bullet  now.  That  means 
the  price  of  bonds  issued  now — 
while  the  bad  news  is  still  fresh  in 
investors'  minds — will  go  up.  A 
New  York  State  general  obligation, 
for  example,  is  currently  priced  at 
108.45  to  yield  8.6%  to  maturity  in 
1995.  That  is  sure  to  be  enhanced  by 
lower  yields  later  on.  ■ 
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)jj  1450  or  ad.  1985  is  when  I  plan  to 
I  move  to  the  sidelines  and  sit  out  what  I 
see  as  some  nasty  economic  accidents, 

MAKE  YOUR  MONEY 
AND  RUN 


By  Ann  C.  Brown 


Everybody  and  his  brother,  unless, 
of  course,  his  brother  happens  to  be 
Joe  Granville,  seems  to  be  in  agree- 
ment that  the  stock  market  will 
resume  its  upward  march.  Many 
strategists  expect  the  second  leg  of 
the  bull  market  to  kick  off  as  a 
result  of  a  decline  in  interest  rates 
later  on  this  year.  Other  pundits 
believe  interest  rates  will  hang  in 
close  to  where  they  are  but  predict 
that  corporate  profits  will  soar  in 
'84  and  with  them  stock  prices.  As 
for  me,  I'm  inclined  to  think  that 
the  market  will  go  up  because  the 
vast  majority  of  outspoken  financial 
thought  leaders  are  absolutely  con- 
vinced it  is  going  up  and  will  mouth- 
power  it  to  new  high  ground.  How- 
ever, I  don't  intend  to  stay  too  long 
at  the  party.  Whichever  comes 
first— 1450  on  the  DJI  or  1985  on 
the  calendar — my  present  plan  is  to 
take  to  the  sidelines  at  that  time 
and  sit  out  what  look  to  be  some 
nasty  economic  accidents. 

Leading  the  list  of  potential  prob- 
lems is  the  almost  universal,  if  erro- 
neous, assumption  that  inflation 
will  remain  moderate  because  of 
low  labor  demands  in  the  face  of 
continuing  record  unemployment. 
Don't  count  on  it.  Most  govern- 
ment-gathered statistics  are  open  to 
question,  and  the  intensely  personal 


Ann  C.  Broioi  is  chief  executive  officer  of  the 
'■  equity  advisory  and  portfolio  management 
I  firm  of  AC.  Brown  &  Associates. 


and  politically  critical  jobless  num- 
bers are  frequently  misleading,  mis- 
interpreted and  misunderstood. 

Consider  those  workers  busily 
making  a  bundle  in  the  under- 
ground economy  who  also  collect  a 
weekly  check  from  Uncle  Sam. 
Then  there  are  those  persons  who 
could  be  employed  if  they  only  were 
willing  to  accept  less  than  the  per- 
fect job  at  something  less  than  their 
previous  salary.  And  what  about  the 
individuals  who  have  made  unem- 
ployment their  life's  work — street 
smarties  with  all  the  angles  who 
have  taken  permanent  advantage  of 
what  was  originally  intended  to  aid 
the  temporarily  out-of-work  work- 
er? My  guess  is  that  the  actual  un- 
employment rate  is  closer  to  7% 
than  9Vi%.  That  makes  the  rate 
only  slightly  above  the  6%  so-called 
full-employment  level  below  which 
inflation  has  been  shown  to  begin 
climbing  at  a  worrisome  pace. 

While  we  are  overblessed  with 
workers  in  yesterday  industries  like 
steel,  heavy  equipment  manufac- 
ture, auto  production,  etc.,  the  labor 
market  in  the  "now"  industries 
shows  little  or  no  excess  labor  sup- 
ply. This  suggests  that  before  long 
the  pressure  will  be  on  these  and 
other  industries  for  improved  and 
expanded  total  compensation  pack- 
ages. This,  in  turn,  will  cause  unit 
labor  costs  to  rise,  which  will  unfa- 
vorably impact  the  inflation  rate 
and  result  in  upward  pressure  on 
interest  rates  and  downward  pres- 
sure on  security  prices. 

Second,  many  bullish  economists 
have  been  cheerily  citing  the  low 
current  industrial  capacity  utiliza- 
tion rate  as  proof  positive  that  a 
resurgence  of  inflation  is  many 
moons  away.  Not  so,  according  to 
some  seat-of-the-skirt  research.  Re- 
cently I  asked  an  economic  think 
tank  to  break  down  the  75.8%  over- 
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all  capacity  utilization  rate  by  in- 
dustry. While  some  industries  were 
still  operating  at  only  61%  of  capac- 
ity, others  were  running  flat  out. 
This  means  one  of  two  things:  Ei- 
ther these  capacity-strapped  indus- 
tries will  come  to  the  capital  mar- 
kets in  search  of  funds  to  expand 
operations,  or  they  will  raise  prices. 
Either  way,  directly  or  indirectly, 
the  CPI  will  increase,  which  is  un- 
healthy for  stocks  and  the  investors 
who  hold  them. 

A  third  factor  is  the  barely  men- 
tioned drought  of  '83  and  the  big 
pop  in  the  price  of  edible  commod- 
ities caused  by  the  dry  spell,  coin- 
ciding with  the  Administration's 
controversial  PIK  program  and  the 
generous  and  long-lasting  grain  deal 
signed  with  the  Soviet  Union. 
While  Mr.  Reagan  endeared  himself 
down  on  the  farm,  the  shopping- 
cart  crowd  will  notice  cash-register 
creep  for  months  to  come.  Oil  and 
gas  prices,  too,  may  have  ended 
their  anti-inflation,  good-guy  roles. 
Lebanon,  the  Chad  invasion  and  the 
continued  hostilities  between  Iran 
and  Iraq  have  done  little  to  lessen 
Middle  East  tensions.  Add  to  these 
the  fact  that  only  now  is  the  rest  of 
the  West  seeing  the  first  signs  of 
recovery,  and  energy  prices  could  be 
up  and  away. 

Finally,  there's  the  budget  deficit, 
which  shows  every  sign  of  continu- 
ing at  record  levels  for  years  to 
come.  There's  no  way  the  conserva- 
tives are  going  to  abandon  defense 
spending,  any  more  than  the  liber- 
als are  going  to  do  away  with  social 
programs.  If  we  could  finance  the 
deficits  and  new  private  capital  re- 
quirements out  of  savings,  there 
wouldn't  be  a  problem.  However, 
when  the  deficit  and  investment  de- 
mands exceed  savings,  interest  rates 
rise,  unless  the  Federal  Reserve  de- 
cides to  run,  run,  run  the  printing 
presses,  which  in  short  order  will 
result  in  an  overheated  economy 
and  an  underwhelming  Dow. 

Don't  let  all  this  frighten  you  out 
of  your  stocks.  It's  only  a  growly 
bear  warning  that  there's  a  heap  o' 
danger  ahead  in  them  thar  invest- 
ment woods.  But  where  there  are 
bears,  there's  honey,  too,  and  come 
the  next  regular  issue  of  Forbes  I 
should  have  completed  my  prom- 
ised list  of  possible  sweet  stock 
buys  the  summer  correction  has  so 
unselfishly  provided.  ■ 
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\  Special  Invitation  from  VALUE  LINE 

To  Investors  Who  Use 
Discount  Brokers 

. .  and  make  their  own  investment  decisions 


growing  minority  of  investors 
j? re  turning  to  discount  brokers  to 
cut  commission  costs.  Generally, 
■  lis  is  appropriate  only  for  those 

ho  make  their  own  decisions, 
|  nee  most  discount  brokers  do 
oot  provide  investment  research. 
|>o,  if  you're  doing  business  with 
311  discount  broker,  you  need  the 
!>est  independent  research  you 
i  ;an  get.  (Your  commission  sav- 

igs  on  just  a  few  trades  may  pay 
t  or  a  full  year  of  such  assistance.) 
(Here's  how  Value  Line  can  help: 


|n/e'd  like  to  send  you  Value  Line's 
mtest  full-page  Reports  on  each  of 
1(700  stocks  under  continual 
lisview.  These  come  to  you  ready 
l>r  instant  use,  fully  indexed  and 
iuose-leaf  bound  in  the  Investors 
Reference  Service  and  will  be 
Systematically  updated  by  new 
Cileports  in  the  weeks  ahead.  Filing 
ijakes  less  than  a  minute  a  week. 
Wl  this  material  is  so  organized  in 
■bur  binder  that  you  can  quickly 
Jjjrn  to  a  continually  updated 
Report  on  almost  any  leading 
[took. 

I  hese  comprehensive  Reports  cov- 
Ir  almost  every  stock  that's  likely 
m  be  of  interest  to  you.  The  1700 
jitocks  covered  by  Value  Line  ac- 
count for  approximately  96%  of  all 
Mollar  trading  volume  in  the  U.S. 
Equity  markets.  With  Value  Line, 
f'ou're  really  "well  armed." 
l\  typical  Value  Line  full-page  Re- 
port on  a  stock  includes  22  series 
|if  vital  financial  and  operating  sta- 
3 i sties — going  back  15  years  and 
nstimated  3  to  5  years  into  the 
suture — plus  ratings  and  estimates 
jjf  relative  Price  Performance  in 
ne  next  12  months,  long-term  per- 
centage Appreciation  Potential, 


Safety,  current  Yield  and  P/E 
compared  to  past  norms,  and 
Value  Line's  analysis  of  ongoing 
corporate  developments.  About 
1 30  Reports  are  issued  every  week 
—1700  every  13  weeks,  in  regular 
sequence. 

But  perhaps  most  significant  of  all 
is  the  objective  Value  Line  Rank- 
ing System  which  reduces  thou- 
sands of  hours  of  research  by  70 
experienced  analysts  and  statis- 
ticians to  two  straightforward  sig- 
nals, the  rank  for  Timeliness  and 
the  rank  for  Safety. 

Stocks  to  Avoid  Now.  Because 
Value  Line  applies  uniform  stan- 
dards of  evaluation  to  all  1700 
stocks,  you  can  quickly  and  easily 
identify  which  stocks  we  currently 
rate  relatively  best  and  worst  for 
your  particular  goals.  We  especially 
suggest  you  avoid  the  400  stocks 
currently  ranked  below  average 
for  Timeliness  (Performance)  in 
the  year  ahead. 

In  addition  to  the  full-page  Re- 
ports, Value  Line's  key  investment 
ratings  and  measurements  for  all 
1700  stocks  are  updated  EVERY 
WEEK  in  our  40-page  weekly  Sum- 
mary &  Index.  With  Value  Line, 
you  are  never  left  "hanging." 

Double  Bonus  Offer,  if  you're 
an  independent  investor— if  you 
call  your  own  shots— you  should 
settle  for  nothing  less  than  the 


INTRODUCTORY  OFFER 

*  □  Begin  my  10-week  trial  subscription  for  $37  to 
I  The  Value  Line  Survey  (limited  once  to  any 
'  household  every  two  years)  and  send  me  the  two 
|  bonuses  listed  above. 

ONE  YEAR  SUBSCRIPTION 

I  □  Begin  my  1-Year  (52  issues)  subscription  for 

•  $365  and  send  me  the  two  bonuses  listed  above. 
|  There  are  no  restrictions  with  this  annual 
■  subscription. 

SPECIAL  EXTRA  BONUS 

I A  pocket-size  CREDIT  InrmTln  W\ 
CARD     LCD     CALCULA-   ML"  iiii 

I TOR   given   to   you   when     .«.,_"! "I 
you     order    The    Value  I 
|  Line  Investment  Survey  for  one  year. 

I  This  subscription  is  tax-deductible  and  non- 
I  assignable. 


best.  So  we  invite  you  to  let  us 
send  you  The  Value  Line  Invest- 
ment Survey  every  week  for  the 
next  1 2  months.  Plus  two  immedi- 
ate bonuses— the  two-volume 
Investors  Reference  Service  and 
our  penetrating  new  72-page 
guidebook,  "A  Subscriber's 
Guide,"  which  explains  how  even 
inexperienced  investors  can  ap- 
ply thousands  of  hours  of  profes- 
sional research  to  their  own  port- 
folios by  focusing  on  only  two  un- 
equivocal ratings,  one  for  Timeli- 
ness (Performance  in  next  12 
months),  the  other  for  Safety. 

Money  Back  Guarantee:  You 

take  no  risk  in  accepting  this  offer. 
If  you're  not  satisfied  with  Value 
Line  for  any  reason  at  all,  just  re- 
turn the  material  you  have  received 
within  30  days  for  a  full  refund  of 
your  subscription  fee. 

Special  Introductory  Triai 
Oner.  Or  if  you  prefer— and  if  no 
member  of  your  household  has 
subscribed  to  Value  Line  in  the 
past  two  years— you  may  take  an 
introductory  10-  week  trial  for  only 
$37.  You  get  the  same  bonuses 
and  the  same  money-back  guar- 
antee. 

CALL  TOLL-FREE: 
If  you  have  Master  Card.  American 
Express  or  Visa,  phone  1-800- 
331-1750  (operator  13)  24  hrs. 
7  days  a  week. 


□  My  payment  is  enclosed.  □  Please  charge  to: 

□  American  Exp.  □  Master  Card  □  Visa 

Expiration  Date  

Account  #  .  

(N.Y.  residents  add  sales  tax.) 

Allow  4  to  6  weeks  for  delivery. 


Signature 


Name 


Address  Apt.  No 


City  State  Zip 

I 
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Venture  Capital 


Venture  clubs,  an  important  element  in 
the  new  economic  development  process, 
are  springing  up  all  over  the  country). 

STARTING  AN  ITCH 


MONEY  a  INVESTMENTS 


By  Thomas  P.  Murphy 


You  can  start  your  own  venture 
capital  club.  I  did  it  ten  years  ago, 
and  the  Connecticut  Venture 
Group  in  Stamford  is  now  the  larg- 
est in  the  country.  David  Silver  did 
it  last  year  in  Santa  Fe;  he  already 
has  50  people  showing  up  for  the 
club's  monthly  dinner.  That's  pret- 
ty good,  considering  that  Silver  is 
the  only  major  venture  capitalist  in 
New  Mexico. 

Venture  clubs  aren't  new.  They 
have  been  around  a  long  time  in  a 
handful  of  large  cities:  New  York, 
Boston,  San  Francisco,  etc.  What 
distinguishes  the  Stamford-style 
clubs  are  a  relatively  open  approach 
to  membership,  a  very  simple  orga- 
nization structure  and  a  meeting 
format  that  evolved  out  of  our  ten 
years  of  experience.  Beyond  Santa 
Fe,  new  venture  clubs  are  being 
planned  in  several  other  cities  that  I 
know  of. 

Let  me  confess,  the  Stamford 
club's  style  is  a  product  of  necessity 
rather  than  genius.  We  had  to  have  a 
reasonably  open  admissions  policy, 
for  example,  or  the  whole  club  in 
1974  could  have  met  in  a  booth  of 
the  local  diner.  The  informality 
stems  from  a  conviction  of  mine 
that  business  people  are  used  to  co- 
operating. Petty  rules  and  proce- 
dures bore  them  and  waste  time. 
The  club  had  no  bylaws  until  this 

Thomas  P.  Murphy  heads  a  venture  capital 
firm.  Partnership  Dankist,  Stamford,  Conn 


year.  I  can't  recall  hearing  anyone 
read  the  minutes  of  the  last  meeting 
and  we  did  not  bother  with  treasur- 
er's reports,  since  nobody  seemed 
interested. 

Don't  misunderstand  me.  Despite 
this  apparent  lackadaisical  ap- 
proach, we  take  money  seriously.  It 
is  a  venture  capital  club,  after  all. 
To  make  sure  there  was  plenty  of 
money,  the  club  adopted  what  turns 
out  to  be  a  unique  approach  to  fi- 
nances. Members  pay  dues  of  $  1 75  a 
year  in  advance.  That  buys  lunch 
and  pays  a  professional  club  man- 
agement firm.  In  Stamford  it  is  Bax- 
ter Associates.  The  latter  handles 
the  considerable  details  that  200  or 
so  members  can  generate. 

Paying  upfront  also  is  good  moti- 
vation for  attendance.  Every  time 
someone  misses  lunch,  the  club 
profits  because  everyone  has  al- 
ready paid.  There  is  none  of  this 
"let's  all  turn  out  for  the  next  meet- 
ing" stuff.  We  are  perfectly  happy  to 
have  members  stay  away.  Unfortu- 
nately, about  150  of  them  usually 
show  up  anyway. 

It  is  easy  to  explain  what  the  club 
is  not.  But  what  is  it?  And  why  are 
these  venture  clubs  beginning  to 
spring  up  in  the  rest  of  the  country? 

Initially,  the  club's  success 
stemmed  from  something  very  sim- 
ple. It  brought  together  the  handful 
of  people  in  an  area  who  were  either 
in  venture  capital  or  something 
closely  related  to  it.  Imagine  what  a 
fine  feeling  it  is  to  discover  that  you 
are  not  the  only  hippopotamus,  in 
the  zoo. 

Later,  as  the  club  began  to  grow,  it 
was  obvious  that  an  infrastructure 
for  deals  and  venture  capital  was 
evolving:  accountants  joined,  law- 
yers, business  brokers,  wealthy  in- 
dividual investors,  consultants  and 
one  marvelously  prolific  profession- 
al inventor  who  describes  himself 


as  a  Ben  Franklin  look-alike. 

The  format  for  the  Stamford 
meetings  invites  a  kind  of  auction 
market.  It  is  called  the  Five  Minute 
Forum,  a  misnomer,  since  anyone 
talking  for  more  than  a  minute  is 
gaveled  down.  But  in  60  seconds  an 
inventor  can  describe  his  invention, 
and  an  out-of-work  company  presi- 
dent can  announce  his  availability. 
We  had  quite  a  run  of  the  latter 
during  the  recession. 

Entrepreneurs  also  regularly  dem- 
onstrate their  products.  One  recent- 
ly startled  the  membership  by 
shooting  his  new  invention  across 
the  hotel  ballroom.  Let  me  tell  you, 
that  is  some  dart  gun. 

If  all  of  this  sounds  improbable, 
our  experience  in  Stamford  shows 
that  reality  does  catch  up  with  pre- 
tension. The  Stamford  area  has  be- 
come a  major  venture  capital 
center — I  would  guess  number  four 
or  five  in  the  whole  U.S — and  the 
club  helped.  Before,  it  seemed  frivo- 
lous and  impractical  to  run  a  ven- 
ture firm  in  the  suburbs.  Now  it 
seems  quite  normal,  and  entrepre- 
neurs know  there  is  plenty  of  ven- 
ture money  in  the  Stamford  area. 

But  to  get  back  to  David  Silver. 
Why  start  a  club  when  you  are  just 
about  the  only  venture  capitalist  in 
the  state?  With  a  new  $25  million 
pool  of  capital,  he  needs  entrepre- 
neurs. Silver  started  the  fund  on 
the  premise  that  the  nearby  Los 
Alamos  National  Laboratory  was  a 
huge  and  untapped  source  of  inno- 
vation. Why  compete  with  50  oth- 
er venture  capitalists  in  Silicon 
Valley? 

As  it  turns  out,  Silicon  Valley's 
scientists  and  engineers  had  some- 
thing those  in  Los  Alamos  don't  yet 
have — the  entrepreneurial  itch.  So 
the  mission  of  the  Santa  Fe  club  is 
to  try  to  start  that  itch.  The  process 
is  beginning  to  work:  A  quite  re- 
markable technology  for  rapid  diag- 
nosis of  certain  diseases  has  been 
developed  in  the  lab,  and  Silver  will 
finance  its  commercialization. 

Venture  capital,  small  high-tech 
companies  and  the  new  American 
entrepreneurial  spirit  are  spreading 
out  across  the  country  from  the  old 
centers  in  the  Northeast  and  Cali- 
fornia. With  that  will  come  dozens 
of  new  venture  clubs.  They  are  use- 
ful, they  are  fun  and,  I  think,  they 
are  important  to  the  new  economic 
development  process.  ■ 
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SILVER  CORPORATION  (ARIZONA)  0-V 
r  JTAL  SILVER  CORP.  (CONTINENTAL)  0-V 
JOINT  NEWS  RELEASE 

l/ER,  B.C.,  Canada,  September  1,  1983 

PROCESSING  of  UNDERGROUND  ORE  from 
ITE  HILLS  SILVER  PROPERTIES  COMMENCING 
G  of  HIGH-GRADE  "EUREKA  MINE"  ORE  SCHEDULED 
XTENSIVE  DRILLING  PROGRAM  UNDERWAY 

A"  and  "CONTINENTAL"  have  announced  that 
ing  of  high-grade  underground  ore  from  their 

White  Hills  Silver  Properties  located  in  Mohave 

zona  will  commerce  during  the  second  week  of 
1983.  Confirmed  values  of  this  ore  range  from 

I  oz.  silver/ton  to  in  excess  of  thirty  (30)  oz. 

e  from  United  Nuclear  Industries  of  a  scanner 
machine  specifically  programmed  for  assaying 
the  acquisition  of  two  mobile  drills  has  resulted 
lation  of  development  work  on  the  White  Hills 
rk  is  currently  being  directed  towards  the  estab- 
ore  reserves  from  some  of  the  numerous  known 
inures  which  exist  throughout  the  Properties  with 
!e  of  maintaining  continuous  production  of  un- 
ore.  A  drilling  program  has  commenced  which 
in  excess  of  One  Hundred  Thousand  (100,000) 
ing  being  conducted  this  Fall. 

EUREKA  MINE  PROPERTY 
|  ten  (10)  months  "ARIZONA"  and  "CONTINEN- 
been  conducting  development  work  on  the 
me  Property" — Mohave  County,  Arizona  located 
iral  vicinity  of  the  Companie's  White  Hills  Silver 
Work  to  date  has  resulted  in  the  establishment  of 
onnage  to  initiate  the  shipping  of  ore  which  is 
approximately  30  oz.  silver/ton  and  silica  values 
'%  silica/ton).  The  first  shipment  of  ore  from  the 
S0%  owned — Continental's  40%  owned)  "Eureka 
s  scheduled  for  no  later  than  Sept.  15,  1983. 
he  next  few  weeks  "ARIZONA"  and  "CONTINEN- 
e  releasing  more  detailed  production  information 
the  White  Hills  Silver  Properties  and  Eureka 
feierty. 

CAPITALIZATION 


1  ver  Corporation 

1  10,000,000  Shares 
3,926,934  Shares 

ock  Exchange/ARZ 


Continental  Silver  Corp. 

Authorized  5,000,000  Shares 
Issued  3,145,085  Shares 
Listed: 

Vancouver  Stock  Exchange /CVR 


/ARZ  NF  NASDAQ 


/CTL  SF 


f:  Charles  S.  Underhill,  Director,  Arizona  Silver 
l  &  Continental  Silver  Corp.,  Suite  1140,  625 
t,  Vancouver,  B.C.  Canada  V6C  2T6  Phone  (604) 
)r  Michael  Connor.  BalfoLr  Securities,  Suite  2170, 
enue,  New  York,  N  Y.  Phone:  (212)  489-7133.) 


INC.  N 

RK,  N.Y.,  Aug.  25— The  Board  of  Directors  of 
ic.  (NYSE-PSE)  declared  a  quarterly  dividend  on 
ial  manufacturers  recently-split*  stock,  raising 
to  20  cents  per  share  beginning  with  the  third 
n'dend  to  be  distributed  in  September.  This  20 
hare  payment  represents  a  33  percent  increase, 
had  previously  paid  the  equivalent  of  15  cents 
juarterly. 

d  quarter  dividend  of  20  cents  per  share  is 
ptember  30th  to  stockholders  of  record  Septem- 
33. 

eased  dividend,  indicating  an  annual  rate  of  80 
hare,  will  make  1983  the  34th  consecutive  year 
i/IETEK  has  raised  its  total  dividend  payments  to 
's.  "This  is  a  nearly  unique  record  among  big- 


American  Stock  Exchange        O  Over-the-Co 

board  listed  industrial  companies,"  AMETEK's  chairman  Dr. 
John  H.  Lux  noted,  "and  the  decision  to  increase  the 
dividend  now  reflects  the  company's  strong  earnings  trend 
which  should  continue  through  the  second  half  of  1983." 
With  record  earnings  in  the  past  four  consecutive  quarters, 
AMETEK  last  month  reported  the  most  profitable  quarter  in 
its  history  with  earnings  up  17  percent  to  $8.3  million  or  39 
cents  per  split  share  for  the  second  quarter  of  1983. 

*AMETEK  distributed  a  100-percent  stock  dividend  on  July  15th  to 
stockholders  of  record  July  1,  1983. 

(Contact:  Darrah  E.  Ribble,  Jr.,  AMETEK,  Inc.,  Station 
Square  Two,  Paoh,  PA  19301.  Phone:  (215)  647-2127.) 


BUTLER  NATIONAL  CORPORATION  O 

KANSAS  CITY,  MO.,  Aug.  9— Butler  National  Corporation, 
of  suburban  Kansas  City,  reported  higher  profits  on  lower 
sales  volume  during  the  fiscal  year  ended  April  30,  1983, 
today  announced  Gerald  R.  Smith,  company  president. 

During  the  fiscal  year,  Butler  National  sold  the  Distance 
Measuring  Equipment  (DME)  product  line,  a  part  of  its 
avionics  business,  to  Fernau  Avionics  Ltd.,  of  the  United 
Kingdom.  The  sale  of  the  DME  technology,  goodwill  and 
inventory  will  position  Butler  National  to  concentrate  on  the 
growth  potential  of  its  other,  more  profitable  business  lines. 

The  DME  business  was  a  marginal  business  line  for 
Butler  National  and  it  was  projected  to  continue  to  reduce 
the  profitability  of  the  company's  other  business  lines. 

For  the  fourth  quarter  Butler  National  reported  lower 
sales,  of  $1,580,192,  and  a  profit  of  $189,522  or  7  cents 
per  share,  versus  a  profit  of  $159,986,  or  6  cents  per  share, 
during  the  fourth  quarter  of  the  previous  year,  on  sales  of 
$1,769,979. 

Butler  National  also  reported  that  higher-than-anticipat- 
ed  transitional  costs  and  an  inventory  adjustment  totalling 
$295,898  were  incurred  because  of  the  DME  product  line 
sale,  and  the  third  quarter  results  were  restated  to  account 
for  this  adjustment. 

Revenues  of  $4,995,154  for  the  full  year  were  also  lower 
than  the  previous  year's  $5,198,849.  Profit  for  the  year  was 
$458, 170  or  17  cents  per  share,  including  a  gain  of  $154,102 
on  the  sale  of  the  DME  business  line,  versus  a  profit  of 
$195,983  or  7  cents  per  share,  for  the  previous  year. 

The  firm  order  backlog  was  $3  million  at  year  end,  as 
compared  with  $2.5  million  at  the  same  time  last  year. 

(Contact:  Gerald  R.  Smith,  president  of  Butler  National, 
at  8426  Nieman  Rd.,  Lenexa,  Kans.  66214,  phone  (913) 
888-8585  or  Brooke  E.  Poiner  of  Boasberg  Company  at  (816) 
756-1867  for  Butler  National.) 


COLOR  TILE,  INC.  O 

FORT  WORTH,  TX.,  Aug.  18— Color  Tile,  Inc.,  a  specialty 
retailer  of  do-it-yourself  home  improvement  products  with 
600  stores  nation-wide,  announced  today  sales  of 
$241,136,000  for  the  fiscal  year  ended  June  30,  1983,  an 
8.3  per  cent  increase  over  prior  year  sales  of  $222,674,000. 

Earnings  for  the  year  were  $13,061,000,  or  $1.25  per 
share,  9.4  per  cent  more  than  prior  years  earnings  of 
$11,936,000  or  $1.13  per  share. 

Fiscal  Year  Ended  June  30         1983  1982  1983  1982 

Net  sales  $241,136,000    $222,674,000  $62,098,000  $60,278,000 

Income  before  income 

taxes  $22,620,000     $20,570,000    $7,094,000    $6  969.000 

Provision  for  income  taxes       9,559,000        B,634,000      3,023,000  2,582,000 

Net  income  $13,061,000     $11,936,000     $4,071,000  $4,387,000 

Average  shares 

outstanding  10.462.000      10.556.000     1  0,508,000  10.425.000 

Income  per  average 

common  share  $1.25  $113  $0.39  $042 

Color  Tile  remains  in  a  very  healthy  financial  position,  with 
current  assets  3.3  times  greater  than  current  liabilities. 

The  number  of  retail  stores  increased  from  566  to  595  for 
the  year  and,  the  company  said,  as  it  sees  an  improvement 
in  the  economy  and  especially  the  housing  resale  market,  it 
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will  continue  to  increase  its  store  opening  program. 

"It  gives  us  a  great  deal  of  pleasure  to  report  an  earnings 
per  share  increase  for  the  year,  despite  the  still  prevailing 
adverse  economy  through  most  of  the  fiscal  year,"  stated 
John  A.  Wilson,  Chairman  of  the  Board,  President  and  Chief 
Executive  officer. 

(Contact:  Barry  W.  Witt,  Vice  President  &  Treasurer,  Color 
Tile,  Inc.,  515  Houston  Street,  Fort  Worth,  TX  76102.  Phone-. 
(817)  870-9634.) 


PRIME  MOTOR  INNS,  INC.  N 

CLIFTON,  N.J.,  Aug.  16— Prime  Motor  Inns,  Inc.  (NYSE: 
PDQ)  reported  record  earnings  for  the  quarter  and  fiscal  year 
ended  June  30,  1983.  Net  income  for  the  fourth  quarter 
increased  53%  to  $3,596,373  compared  with  $2,349,259 
for  the  comparable  period  last  year.  This  was  achieved  on 
revenues  of  $21,449,756,  a  45%  gain  over  the  previous 
year.  Earnings  per  share  of  $.27  were  35%  greater  than  the 
comparable  period  despite  16%  more  shares  currently 
outstanding. 

For  the  fiscal  year  ended  June  30,  1983  net  income  of 
$12,687,751  was  39%  greater  than  fiscal  1982.  Revenues 
increased  23%  to  $67,196,664.  Earnings  per  share  were 
$.99  compared  to  $.80  on  13%  more  shares  outstanding. 

Mr.  Peter  E.  Simon,  Chairman,  stated  that,  "our  expan- 
sion program  is  on  track  and  moving  forward.  We  will 
complete  four  new  motor  inns  and  anticipate  additions  to 
five  existing  motor  inns  in  our  current  fiscal  year.  We  are 
presently  negotiating  to  acquire  sites  for  future  develop- 
ment to  enhance  our  position  in  the  major  commercial  and 
industrial  markets  in  the  Northeast.  We  are  optimistic 
regarding  our  future  and  our  ability  to  attract  the  commer- 
cial traveler  to  our  motor  inns." 

3  Mos.  Ended  June  30  12  Mos,  Ended  June  30 
1983            1982  1983  1982 

$21,449,756    $14,788,479  $67,196,664  $54,826,204 

3,596,373      2  349,259  12,687,761  9,098,214 


Gross  revenue 
Net  income 


i  shares 

outstanding  13,425,267     11,586,933    12,872,947  11.387,421 

Earnings  per  share  $.27  $.20  $.99  $.80 

(Contact:  Howard  D.  Kahan,  Vice  President-Director  of 
Corporate  Activities,  Prime  Motor  Inns,  Inc.,  1030  Clifton 
Ave.,  Clifton,  NJ  07103.  Phone:  (201)  779-4100.) 


TELECOM  PLUS  INTERNATIONAL,  INC.  0 

LONG  ISLAND  CITY,  N.Y.,  Aug.  12— Telecom  Plus  Interna- 
tional, Inc.  (NASDAQ:  TELE)  today  reported  record  sales  and 
earnings  for  the  quarter  ended  June  30,  1983. 

Net  sales  for  the  quarter  rose  to  $26,925,726  from 
$15,607,883  in  the  like  quarter  a  year  ago.  Net  income  rose 
76%  to  $2,154,442  and  $1,221,788  in  the  1982  quarter. 

Earnings  per  share  rose  16  percent  to  $.22  per  share  vs. 
$.19  per  share  in  the  like  quarter  a  year  ago.  Weighted 
average  number  of  shares  outstanding  in  the  June  quarter 
of  1983  were  9,867,493,  which  is  52  percent  higher  than  the 
6,512,117  weighted  average  number  of  shares  outstanding 
in  the  corresponding  1982  period.  The  foregoing  results  do 
not  give  effect  to  a  two-for-one  stock  split  effected  in  July, 
1983. 

TELECOM  PLUS  INTERNATIONAL,  INC. 
Statement  of  Income 
(Unaudited) 
6  Mos.  Ended  June  30      3  Mos.  Ended  June  30 
1983  1982  1983  1982 

Net  sales  $51,830,107  $27,856,083  $26,925,726  $15,607,883 

Net  Income  4,067,854    2,163,774      2,154,442  1,221,788 

Net  income  per  share         $.46         $  34  $.22  $19 

Weighted  average  number  pf  shares 
outstanding  8,917,437    6,369,189      9,867,493  6,512,117 

(Contact:  Glenn  Friedman,  Manager-Public  Relations, 
Telecom  Plus  International,  Inc.,  48-40  34  Street,  Long 
Island  City,  NY  11101.  Phone:  (212)  392-7700.) 


(For  information  on  advertising  in  Corporate  Report  Updates,  call  Sarah  Madison  (212)  620-2371) 
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1980  &  1981  were 
the  Years  of  the 
Money  Market  Fund. 

But  this  is  1983. 

With  the  double-digit  attraction 
gone  from  money  market  funds,  many 
investors  are  looking  at  the  stock  mar- 
ket. And  at  Penn  Square  Mutual  Fund. 

Our  goal  is — and  always  has  been— 
long-term  capital  growth  through  a 
diversified  portfolio  of  undervalued 
common  stocks. 

In  fact,  a  $10,000  investment  in  Penn 
Square's  Voluntary  Accumulation  Plan 
in  1958  would  today  be  worth  over 
$140,000. 

While  the  future  can't  be  guaran- 
teed, now  may  be  the  time  to  look  at 
Penn  Square. 

For  more  complete  information,  including  man- 
agement charges  and  expenses,  write  or  call  us 
for  our  free  prospectus.  Read  it  carefully  before 
you  invest  or  send  money. 

call  8001523-8440 
In  PA,  call  collect  2 151376-6771 


Penn  Square  Mutual  Fund 

5th  &  Washington  StS..  PO  Box  1419.  Reading,  PA  19603 


Name . 


Address . 
City  


-State . 


-Zip- 


Investment  experience  since  1957. 
Over  5155,000,000  In  assets. 


SN'T 

COST 
OF 

LIVING. 


GIVE  TO  THE 
AMERICAN  CANCER  SOCIETY. 

This  space  contributed  as  a  public  service.  • 
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Ristorante  Italiano 

FORBES,  NEW  YORK  TIMES 
*W**k        AND  GOURMET 

.1460  SECOND  AVE.,  (76  &  77)  N.Y.C.  535-9310. 


Observations 


The  bond  market  is  refusing  to  discountl 
the  current  low  rate  of  inflation.  The 
bond  market  is  probably  right. 

HAPPY  DAYS  ARE 
HERE  AGAIN? 


By  Ashby  Bladen 


Since  last  March  I  have  been  warn- 
ing that  economic  recovery  would 
send  long-term  interest  rates  soar- 
ing once  again,  in  response  both  to 
excessive  and  increasing  demands 
for  credit  and  to  the  fear  of  acceler- 
ating inflation.  Well,  long-term  in- 
terest rates  have  risen  substantially 
since  then,  but  the  inflation  rate  has 
not.  Is  the  bond  market  shying  away 
from  the  ghost  of  an  enemy  once 
fearsome  but  now  dead?  Or  is  there 
really  something  ominous  out  there 
that  the  conventional  view  prevents 
us  from  seeing  clearly? 

The  question  is  vital.  If  conven- 
tional wisdom  is  right,  we  may  be 
about  to  resume  the  healthy  eco- 
nomic growth  of  the  1950s  after  a 
long  bout  of  stagflation.  But  if  I  am 
right,  our  policies  are  more  likely  to 
produce  renewed  inflation,  continu- 
ing financial  troubles  and  a  stagnant 
or  declining  standard  of  living. 

The  conventional  view  is  that  the 
only  thing  you  can  either  borrow  or 
spend  is  money.  The  bond  market 
was  right  to  worry  in  the  first  half  of 
the  year  when  the  money  supply 
was  growing  fast,  but  now  the  Fed 
has  things  under  control. 

That  is  the  conventional  view  but 
it  is  not  mine.  Things  are  not  that 
simple.  I  have  long  argued  that  the 

Ashby  Bladen  is  senior  vice  president  for 
investments  of  the  Phoenix  Mutual  Life  In- 
surance Co  and  author  of  How  to  Cope 
with  the  Developing  Financial  Crisis. 


root  cause  of  inflation  is  simply  an 
excessive  rate  of  debt  formation. 
Purchasing  power  is  created  by  any 
loan  that  gives  it  to  the  borrowei 
but  does  not  cause  the  lender  to  lose 
it  until  the  borrower  pays  him  back. 
How  is  that  possible?  It  is  possible 
whenever  the  lender  takes  back  a 
note  from  the  borrower  that  he  car) 
rediscount  at  his  bank  or  sell  on  the 
market;  that  way  he  can  retrieve! 
and  spend  the  purchasing  power  be^ 
fore  the  loan  is  repaid.  In  othei 
words,  our  ability  to  create  purchas 
ing  power  out  of  thin  air  is  made 
possible  not  by  the  growth  of  the 
money  supply  but  by  the  liquidity 
of  debt  instruments  in  the  market 
place.  And  inflation  itself  is  causing 
political  policy  to  respond  by  sub 
stantially  increasing  that  liquidity. 

Inflation  makes  people  steadily 
less  willing  to  save  today  for  a  rainy 
day  tomorrow.  Instead  they  want  tc 
borrow  and  buy  now  before  the 
price  goes  up.  They  also  want  to  bq 
able  to  spend  quickly  such  savings 
as  prudence  still  leads  them  tq 
make.  Because  they  are  reluctant  tc 
commit  savings  for  long  terms,  fi 
nancial  institutions  have  to  hedge 
against  the  possibility  that  theii 
customers  will  withdraw  their  de 
posits.  The  financial  system  as  ; 
whole  is  responding  to  those  pres 
sures  by  making  it  progressively 
easier  for  people  to  withdraw,  to  sel 
or  to  borrow  against  assets  that  usee 
to  be  illiquid  so  that  they  can  go  ou' 
and  buy  some  more.  It  is  also  mak 
ing  it  easier  for  financial  institu 
tions  to  sell  or  borrow  against  the 
loans  that  they  have  already  made 
so  that  they  can  go  out  and  lenc 
some  more.  Two  examples  of  thi: 
liquidification  of  once-illiquid  as 
sets  are  home  equity  loans  (see 
192)  and  the  secondary  markets  in 
existing  mortgage  loans  provided  b} 
Fannie  Mae  and  her  government 
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jponsored  cousins.  In  those  ways 
ile  continue  to  create  an  inflation- 
fcy  excess  of  purchasing  power,  re- 
r  .rdless  of  what  is  happening  to  the 
p.oney  supply. 

I  Last  year  the  American  people 
(  so  borrowed  about  $11  billion 
om  foreigners,  and  this  year  it 
I  oks  to  me  as  if  we  will  borrow 
\  ound  $12  billion  or  $15  billion 
t  ore.  Those  loans  are  being  used 
i  .sentially  to  buy  Japanese  cars  and 
rierman  beer,  not  to  buy  the  tools 
liat  would  make  our  economy 
Lore  productive  and  better  able  to 
f  pay  the  loans.  Thus,  we  are  taking 
|i  tentative  first  step  on  the  slope 
^lown  which  Mexico,  Argentina  and 
■'■Brazil  have  already  tumbled. 
(*The  wholesale  creation  of  pur- 
ftiasing  power  by  borrowing  put  the 
fe  te  of  inflation  through  the  roof  in 
•I  lose  countries,  but  so  far  it  has  not 
|me  so  here.  The  high  interest 
4>tes,  which  are  inducing  foreigners 
pi  lend  to  us,  are  also  keeping  the 
pilar  overvalued  for  commercial 
:«ansactions  and  making  those  Japa- 
ise  cars  and  German  beers  cheap 
l  this  country.  But  the  overvalua- 
bn  of  the  dollar  is  a  temporary 
lenomenon.  We  cannot  go  on  bor- 
wing  heavily  abroad  without  cre- 
i  ing  doubts  about  our  ability  to 
ijirn  enough  at  the  overvalued  ex- 
jjiange  rate  to  repay  the  loans.  So 
it  rising  international  debts  will 
l^entually  bring  the  dollar  down — 
id  send  inflation  up. 
1  The  excessive  rate  of  debt  forma- 
tion that  causes  inflation  eventual- 
'  creates  a  burden  of  interest  pay- 

(iients  and  principal  repayments 
.hat  is  also  excessive  by  comparison 
jiith  the  incomes  from  which  they 
||ive  to  be  paid.  That  is  why  a  peace- 
:pil  disinflation  is  not  very  likely, 
jioo  many  people  have  a  vested  in- 
!i[|;rest  in  inflation;  they  have  bor- 
:  lowed  too  much  on  the  assumption 
ijiat  inflation  will  continue  to  be 
sjble  to  carry  their  debts.  A  recent 
i  jjcample  is  the  minority  of  farmers 
J|l  ho  overextended  themselves  to 
Ji'jy  land  at  peak  prices  and  who 
:  ||  pidly  got  into  trouble  when  the 
if  ice  of  farmland  stopped  going  up. 
lb  Washington  hastily  launched  the 
MK  program  to  bail  them  out. 
tin  The  real  alternatives  that  we 
lice  are  deflation  or  renewed  infla- 
jon.  The  bond  market  fears  that  as 
jj'ng  as  there  is  a  choice,  politi- 
cians will  choose  inflation.  ■ 
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Business  news 

The  executives  who  run 
the  world's  20,000  largest 
corporations  were  asked  to 
name  their  most  reliable 
source  of  Business  News* 

The  result  may  surprise 
you,  but  it  won't  surprise 
American  readers  of  the 
Financial  Times. 


in  the  round. 

If  you  haven't  seen  the 
Financial  Times  recently, 
we'd  like  to  send  you  a 
sample  copy. 

Write  or  call: 
FT.  Publications,  Inc. 
75  Rockefeller  Plaza, 
New  York,  NY  10019 
(212)  489  8300 
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BGBajCBBjBSai  Tokyo  to  protest   ^"ttr  ,nterest  rate 

Miners     Chrysler    a&aillSt  French  "l'a,h.er  *5  !l0P.e.S  J""'"8 


*  Survey: 
Annual 
Investment 
Files  1982 


The  T.  Rowe  Price  New  Era  Fund  offers: 


Bedrock  values 
now  in  energy  and 
natural  resources. 


Our  New  Era  Fund  invests  primarily  in  companies  which  own  or  develop  energy  and 
other  natural  resources.  Established  in  1969,  the  Fund  has  a  proven  track  record  over  many 
market  cycles.  It  has  recendv  outperformed  the  impressive  gains  of  the  S&P  500  over  the 
first  half  of  1983.   


If  you  think  that  energy  and 
natural  resource-based  companies 
promise  solid  investment  opportu- 
nity, we  recommend  the  New  Era 
Fund  for  you.  It  also  offers  you 
professional  management,  and  free 
telephone  exchange  among  our 
nine  other  no-load  funds.  With 
never  a  sales  commission.  Call  now 
toll  free: 

1-800-638-5660. 

T  Ronv  Vrue  Marketing,  Inc  ,  Distributor. 


YES,  please  send  me  a  free  New  Era  Fund  information  kit  and  a 
prospectus,  with  more  complete  information  including  manage- 
ment fee  and  other  charges  and  expenses.  I  will  read  it  carefully 
before  I  invest. 

Also  send  me  a  free  information  kit  for:   □  IRA  □  Keogh 
Name  


Address. 


Citv. 


_State_ 


Zip_ 


T.  Rowe  Price 

100  East  Pratt  Street,  Baltimore,  MD  21202       K93  I 
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Commodities 


The  past  year  has  not  been  very  kind  to 
professional  commodity  traders,  but  they 
probably  did  better  than  amateurs.  Why? 

JOINING  THE  PROS 


By  Stanley  W.  Angrist 


Not  many  people  will  dispute  the 
fact  that  somewhere  between  60% 
and  90%  of  all  individual  commod- 
ity traders  lose  money.  But  the  com- 
modity markets  represent  a  zero- 
sum  game,  which  means  that  for 
every  dollar  lost,  there  is  a  dollar 
made.  So  who  is  making  all  those 
dollars  that  the  amateurs  keep  po- 
nying up?  Answer:  the  profession- 
als. Well,  why  don't  the  amateurs 
get  the  professionals  to  trade  for 
them?  The  answer  is  not  as  obvious 
as  it  might  seem. 

First,  not  all  the  pros  want  to 
trade  for  anyone  but  themselves. 
Second,  most  amateurs  are  in  com- 
modities for  reasons  other  than  just 
trying  to  make  money — such  as  ego 
gratification.  And,  third,  there  are 
pros  who  will  trade  for  others,  but 
the  amateurs  have  trouble  picking 
out  the  good  ones,  and  the  pick  is  a 
critical  one. 

A  lot  of  things — attitude,  exper- 
tise, experience — separate  the  prp 
from  the  amateur.  The  accompany- 
ing table  itemizes  these  differences 
in  a  number  of  areas  important  to 
speculators.  In  every  dimension,  the 
pro — who  is  usually  the  winner — is 
seen  to  have  the  edge. 

So  how  do  you  get  a  pro  to  do  your 
trading  for  you?  The  simplest  way  is 
to  join  >  privately  managed  com- 


Stanley  W  Angrist  is  a  commodity  specula- 
I  tor,  consultant  and  Ion;-,  me  observer  of  the 
!  commodity  markets. 


modity  pool  or  a  publicly  offered 
commodity  fund — a  mutual  fund, 
in  effect,  traded  as  a  single  account. 

Keep  in  mind  that  even  though, 
on  average,  the  pros  do  better  than 
all  but  the  most  skilled  and  deter- 
mined amateur,  employing  a  profes- 
sional is  no  gilt-edged  guarantee  of 
success.  And  over  the  past  year 
commodities  have  been  particularly 


MONEY  &  INVESTMENTS 


difficult  to  trade.  There  have  been 
few  long-lasting  trends,  which  is 
what  most  of  the  pros  depend  on  to 
generate  profits. 

As  evidence,  look  at  the  recent 
survey  of  Managed  Accounts  Re- 
ports (5513  Twin  Knolls  Road,  Co- 
lumbia, Md.  21845)  monitoring  pro- 
fessional commodity  money  man- 
agers— 31  private  pools  and  64 
publicly  offered  funds — for  the  year 
ended  last  June  30.  The  average 
change  in  net  value  for  the  private 
pools:  minus  4.9%.  To  be  sure, 
there  were  some  stars;  the  biggest 
gain  was  77.7%.  But  the  biggest  los- 
er lost  45.1%  of  its  assets.  The  64 
publicly  offered  funds  did  even 
worse.  They  showed  a  24.5%  de- 
crease in  overall  net  asset  value. 
The  biggest  gainer  managed  only  a 
9.7%  increase,  while  one  fund  lost 
66.7%.  Professionals,  too,  can  go 
into  the  tank  in  dreadful  markets.  ■ 


The  right  stuff 

These  characteristics  have  been  observed  to  be  important  in  achieving 
success  in  commodities  markets.  On  balance,  professionals,  perhaps 
because  their  livelihoods  depend  on  it,  have  the  traits  of  the  winners.  But 
nothing  prevents  an  amateur  from  taking  on  winning  characteristics. 

Factor 

Losers 

Winners 

Capitalization 

Undercapitalized;  can 
absorb  few  losses;  cannot 
lessen  risks  by  diversifying 

Well  capitalized;  absorb 
reasonable  losses  as  diversified 
profits  develop 

Capital 
management 

Usually  100%  invested 

Maintains  large,  long-term 
reserves 

Discipline 

Emotional;  takes  big 
losses;  small  profits 

Reacts  to  preset 
buy/sell  signals 

Planned  strategy 

Little  planning;  changing 
strategy;  frequently 
averages  down 

Extensive  planning;  never 
averages  down;  cuts 
losses;  lets  profits  run 

Diversification 

Builds  concentrated 
positions  in  only  a  few 
commodities 

Trades  15  to  25  different 
markets;  never  more 
than  18%  in  one  market 

Latest 
information 

Imperfect  knowledge 

Well-tested  trading 
systems,  research 

Goals 

Instant  gratification 

Long-term  plan 

Risk  control 

Often  none;  frequently 
wiped  out;  takes  high 
risks 

Uses  alerts;  protective 
stop  points;  if  equity 
drops  to  certain  point, 
trading  ceases 

Timing 

Decisions  made  only  when 
broker  calls;  gets  news 
too  late 

Acts  immediately  upon 
signals  and  market 
knowledge 

Margin  calls 

Very  frequent 

Never 

Attention  to 
market 

Part-time  attention; 
misses  data,  trends 

Full-time  following  of 
market  prices,  trends 

Trader  contact 

Infrequent  and  rare  in 
adverse  markets 

Regular,  frequent 
contact  in  all  markets 

Source  Commodity  Futures  Brokers.  Inc. 
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HIESIUENT  KEAUAN  HAS 

LEARNED  THE  INIL  MARKET 
WILL  PROVIDE  MOST  OF 
THE  JODS  TO  DRING  DOWN 
UNEMPLOYMENT. 


SHOULDN'T  YOU  LEARN  MORE 

ABOUT  INC.? 


In  the  New  York  Times?  President 
Reagan  said  America's  hope  for  new  jobs 
was  within  smaller,  growing  companies. 
Dniy  one  major  business  magazine  is  writ- 
en  exclusively  for  the  decision-makers 
i/vho  run  these  companies.  As  Mr.  Reagan 
|  said,  they  represent  a  massive,  fast-grow- 


ing market  that  generates  more  new  jobs 
annually  than  "big  business."  If  you  agree 
that  when  companies  add  new  jobs  they 
need  new  equipment,  new  services,  new 
everything,  please  show  this  page  to  your 
advertising  agency. 


Inc. 

The  magazine  for  growing  companies. 
38  Commercial  Wharf,  Boston,  MA  02110 


'Sunday,  May  15,1983. 
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Psychology  &  Investing 


nn  a  career  point  of  view,  which  type 
of  would-be  executive  are  you?  Barroom 
brawler  or  disciplined  boxer? 

THE  BURT 
REYNOLDS  TEST 


By  S rally  Blotnick 


You  want  a  promotion.  Or  you  are 
applying  for  a  new  job,  one  you 
want  badly.  How  do  you  impress 
the  person  who  is  doing  the  hiring? 
My  advice  is:  Be  careful  how  you 
walk.  Be  careful  how  you  drive. 

What  have  walking  or  driving  to 
do  with  whether  someone  can  do  a 
job?  In  the  eyes  of  top  executives, 
plenty.  Mike  L.  recently  asked  his 
boss,  Jack  N.,  for  a  raise  and  a  title. 
He  was  met  with  the  reply,  "I'll 
think  about  it."  The  day  was  a  busy 
one,  and  Jack  didn't  have  a  chance 
to  consider  the  promotion  until  he 
was  leaving  the  building  at  5:30  and 
saw  Mike  pulling  out  of  the  com- 
pany parking  lot  just  ahead  of  him. 
The  two  drove  in  the  same  direction 
for  a  mile  before  Jack  saw  a  gray  car 
pulling  hastily  in  front  of  Mike  only 
a  few  feet  past  the  point  where  their 
road  merged  with  another. 

Jack,  the  boss,  describes  what 
happened  next:  "Suddenly,  Mike  ac- 
celerated, pulled  alongside  the  gray 
car  and  started  making  obscene  ges- 
tures at  its  driver."  Then  Mike 
pulled  in  front  of  the  car  that  had 
cut  in  front  of  him,  missing  the  gray 
car's  bumper  by  inches.  To  make 
certain  the  other  car  got  the  mes- 
sage, Mike  then  deliberately  slowed 
down  a  little,  as  he  later  put  it,  "to 

Dr.  Srully  Blotnick  is  a  research  psychologist 
and  author  of  Getting  Rich  Your  Own  Way 
and  Winning:  The  Psychology  of  Successful 

Investing. 


erase  any  gains  the  SOB  thought  he 
had  made  at  my  expense." 

Let  me  introduce  you  to  Mike.  Far 
from  being  an  idiot,  he  is  a  36-year- 
old  marketing  professional  with  an 
M.B.A.  from  one  of  the  nation's  top 
graduate  schools  of  business.  Mike 
is  tall,  thin,  mustachioed — "Mr. 
Lean  and  Mean"  is  how  he  often 
refers  to  himself.  He  has  been  work- 
ing for  Jack  for  1 V2  years  and  decided 
that  it  was  time,  as  he  put  it,  "to 
take  the  next  step  up  the  corporate 
ladder."  But  when  Mike  button- 
holed Jack  the  next  day  and  asked 
about  the  pay  raise  and  promotion, 
Jack's  answer  was,  "You're  not  get- 
ting either  one.  I'm  not  sure  you  are 
even  housebroken  yet,"  and  walked 
away.  To  put  it  mildly,  he  had  been 
turned  off  by  the  way  Mike  respond- 
ed to  the  obnoxious  driver. 

I  later  asked  the  disappointed 
Mike  whether  he  would  have  driven 
that  way  had  he  known  Jack  was 
behind  him. 

His  reply:  "Sure,  that's  the  way  I 
always  drive.  Besides,  I  want  him  to 
see  how  aggressive  I  am,  that  I  have 
what  it  takes  to  go  places." 

Why  did  this  behavior  turn  Jack 
against  Mike?  I  asked  Jack.  His  re- 
ply: "Aggression  is  all  well  and 
good,  but  I  want  people  who  know 
how  to  channel  it."  Without  either 
party's  realizing  it,  Jack  had  admin- 
istered, and  Mike  had  passed,  what  I 
call  "the  Burt  Reynolds  test."  Mike 
is  lucky  he  still  has  his  job.  A  high 
score  on  this  test  is  dangerous  to 
your  occupational  health. 

Jack's  view,  in  essence,  is  that 
there  is  a  big  difference  between  a 
barroom  brawler  and  a  disciplined 
boxer.  The  boxer  doesn't  waste  his 
energy  swinging  wildly  but  watches 
for  his  opportunity  and  then  puts 
everything  he  has  behind  the  blow; 
that's  controlled  aggression.  It's 
what  makes  great  boxers  and  great 


executives.  Whether  he  or  she 
knows  it,  that's  what  your  potential 
or  current  boss  is  looking  for. 

In  the  Jack  and  Mike  incident, 
Jack  was  applying  the  controlled- 
aggression  criterion  unconsciously. 
A  lot  of  other  executives  with-hire 
and-fire  authority  apply  the  same 
criterion  quite  consciously.  "Watch 
the  way  someone  walks  down  the 
sidewalk,"  said  Edwin  B.,  an  oper- 
ations vice  president  at  a  major  con- 
sumer goods  company.  "There  is  no 
better  projective  test.  There  is  a  fel- 
low named  Jeff  we  were  thinking  of 
hiring.  All  it  took  was  tailing  him 
for  a  half-dozen  city  blocks — that's 
not  illegal,  you  know — and  I  saw 
everything  I  wanted  to  see.  Jeff 
doesn't  get  out  of  anyone's  way  un- 
less he  absolutely  has  to." 

"Why  is  that  so  revealing?"  I 
asked.  Ed's  reply:  "Because  he  can't 
seem  to  separate  the  times  when 
assertive  behavior  is  called  for  and 
when  it  is  likely  to  lead  to  trouble." 

Playing  High  Noon  on  every 
sidewalk  and  King  of  the  Road  on 
every  highway  can  get  you  knifed  or 
run  off  the  road  in  this  day  and  age, 
but  there  is  more  involved  here  than 
personal  safety.  A  growing  number 
of  smart  executives  are  convinced 
that  aspiring  subordinates  who 
chronically  become  embroiled  in 
these  kinds  of  clashes  are  destined 
to  become  losers,  or  already  are.  The 
evidence  I  have  collected  confirms 
this  view.  The  Mikes  in  my  sample 
have  done  significantly  less  well 
than  their  peers,  in  spite  of  impres- 
sive credentials.  I've  found,  too, 
that  people  who  were  repeatedly 
rated  by  co-workers  as  argumenta- 
tive when  they  were  in  their  30s  are 
more  than  three  times  as  likely  to 
get  fired  when  they  are  in  their  50s. 
Instead  of  brawling  in  bars,  they 
have  unwittingly  been  doing  it  at 
the  office — and  been  paying  the 
price  in  terms  of  career  progress. 

Why  can't  they  see  it?  What  pre- 
vents them  from  recognizing  their 
own  self-destructive  behavior  on  the 
job?  Precisely  because  they  react  in 
so  fiery  a  manner  outside  of  the 
office,  they  tend  to  regard  their  rela- 
tively restrained  behavior  in  the  of- 
fice as  highly  civilized.  By  contrast, 
it  is.  Nevertheless,  they  are  wearing 
the  same  chip  on  their  shoulder — 
and  it  shows — even  though  they 
don't  indulge  in  shoving  and  shout- 
ing matches  at  the  office. 
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The  majority  of  executives  don't 
get  the  opportunity  to  watch  prom- 
ising employees  drive  on  the  high- 
way or  walk  down  a  crowded  street. 
Instead  they  use  indoor  versions  of 
the  same  test.  They  scrutinize  ev- 
eryone carefully  for  signs  of  un- 
channeled  aggressiveness. 

How  does  an  aspiring  employee 
prove  himself  or  herself  a  boxer  and 
not  a  brawler?  One  simple  but  im- 
portant way  is  by  being  a  good  lis- 
tener. Does  the  applicant  interrupt 
the  interviewer?  Does  he  try  to 
overwhelm  him  with  his  knowl- 
edge and  the  force  of  his  personal- 
ity? If  so,  he  sinks  himself.  Said  the 
president  of  a  computer  company; 
"I  don't  care  how  excited  the  guy  is, 
if  I'm  in  the  midst  of  a  sentence,  I 
expect  him  to  wait." 

Does  all  this  sound  suspiciously 
like  drive  plus  good  manners  pro- 
duce good  managers?  That  is  cer- 
tainly what  the  evidence  indicates. 
Take  the  case  of  an  employee  who 
feels  the  need  to  push  a  given  poli- 
cy. Why  rub  the  boss'  nose  in  it?  "I 
realize  there  is  a  fine  line  here  be- 
tween being  enthusiastic  and  being 
irritating,"  said  a  retailing  execu- 
tive. "But  I  really  don't  have  to  be 
beat  over  the  head  to  get  a  point." 

Are  you  the  kind  who  takes  credit 
for  other  people's  work?  Do  you 
think  it  is  demeaning  to  share  the 
limelight  with  an  associate?  If  so, 
watch  out.  You  may  get  away  with 
it  for  a  while,  but  eventually  the 
boss  will  find  out,  usually  from  the 
people  who  were  elbowed  out  of  the 
picture.  Then  it  will  be  clear  that 
your  assertiveness  stems  from  inse- 
curity rather  than  from  inner  confi- 
dence. At  committee  meetings  do 
you  try  to  steal  center  stage?  It  is 
more  effective  to  hold  back,  partici- 
pating calmly,  until  you  have  a 
powerful  point  to  make,  and  then 
drive  it  home  decisively. 

To  sum  up,  it  may  be  fun  to 
watch  Burt  Reynolds  in  those  Smo- 
ke)' and  the  Bandit  movies  about  a 
fast-driving  scofflaw  pursued  by 
willing  young  women  and  admired 
by  the  nation's  truckers.  But  people 
who  behave  like  that  in  real  life 
become  increasingly  pathetic  as 
they  age.  Put  it  this  way:  Ambitious 
young  people  with  their  eyes  on  the 
executive  suite  must  make  up  their 
minds.  Where  do  they  want  to  be 
boss;  in  the  suite  or  the  street?  They 
can't  be  both.  ■ 


Edwin  C.  Holmer. 
President. 

Exxon  Chemical  Company 


RETIRED  EXECUTIVES 
OPEN  NEW  MARKETS 


I'm  a  volunteer  supporter  of 
the  International  Executive  Service 
Corps,  a  not-for-profit  organization 
with  a  vital  mission: 

We  send  retired  U.S.  execu- 
tives to  help  companies  in  developing 
countries.  The  executives  are  volun- 
teers. We  pay  their  expenses,  but 
they  receive  no  salary. 

Our  main  purpose  is  to  help 
developing  countries  succeed  in 
business.  But  the  benefit  doesn't  stop 
there.  These  countries  consume  about 
40  percent  of  U.S.  exports.  So  the 
work  we  do  helps  to  create  jobs  and 


earnings  right  here  in  America. 

The  International  Executive 
Service  Corps  has  completed  8,500 
projects  in  72  countries.  I  think  you 
should  seriously  consider  supporting 
this  effort  with  funds  and  personnel. 
You  would  be  in  good  company.  Over 
800  U.S.  companies  have  supported 
us.  Our  Board  of  Directors  and  Ad- 
visory Council  include  the  chief  execu- 
tive officers  of  many  of  America's  most 
important  corporations. 

When  you  think  about  corpo- 
rate giving,  think  about  doing  good 
business,  as  well  as  doing  good. 


International  Executive 
Service  Corps 

It's  more  than  doing  good.  It's  doing  good  business. 


r 


Join  me  in  helping  businesses  in 
developing  countries — by  sending  your 

retired  executives  through  the  Interna-  Name  

tional  Executive  Service  Corps.  For 

more  information,  write  to  Ed  Holmer, 

President,  Exxon  Chemical  Company,  Address 

at  8  Stamford  Forum,  P.O.  Box  10005, 

Stamford,  CT  06904-2005  Or  simply 

call  this  number:  (2Q3)  967-6000.  City  


n 


.State. 


.Zip. 


FORBES,  SEPTEMBER  26,  1983 


 I 

225 


Forbes /Index 


index  of  companies  covered  lit  news  stories  and  by  the  columnists  in  this  issue.  Each  reference  is  to  the  first  page 

of  tb«  story  in  which  the  company  name  appears. 


Abercrombie  &  Fitch  122 

Accountants  Network  of  America  8 

Advanced  Micro  Devices  138 

Advest  32,  66 

Allied  Stores  106 

Allstate  Insurance  124 

Amdahl   98 

American  Express  8,  66,  190,  197 

American  Hospital  Supply  8,  80 

American  International  Group  35 

Ameiican  Telephone  &  Telegraph  112 

AmeriFirst  Federal  Savings  &  Loan  190 

Apple  Computer  110 

AshtonTate  52 

AVCO  Financial  Insurance  Group  35 

Baker  Industries  206 

Base  Ten  Systems  112 

Baxter  Associates  218 

Baxter  Travcnol  Laboratories  80 

Beard  Oil  206 

Beatrice  Foods   8 

Bechtel  128 

Becton  Dickinson  80 

Beech  Aircraft  146 

Beneficial  Finance  190 

Boeing   35 

Borg-Warner  106 

Bossard  Consultants   8 

Bradford  National  213 

Bristol-Myers   208 

California  Federal  Savings  &  Loan   8 

Calvert  Group  14 

Cessna  Aircraft  146 

Chemical  N.Y  190 

Chili's   197 

Chock  Full  O'Nuts  12 

Chrysler  25,  106 

Citicorp  84,  190 

Clark  Equipment  14 

Compagnic  Gcnerale 

d'Automatisme  (Francel  68 

Comserve  .'  52 

Continental  Insurance  59 

Cooperative  Insurance  Marketing  Associates  35 

Corporacion  Venezolana 

de  Guayana  |  Venezuela)  84 

Crazy  Eddie  118 

Crocker  National  Bank  190 

Crouzer  (France)  68 

Cubic  68 

Cummins  Engine  128 

Deere  106 

Developmental  Sciences  34 

Donaldson,  Lufkin  &  lenrette   32 


Dow  Chemical  124 

Dow  (ones  208 

Dun     Bradstrect   ••.  208 

A  G.  Edwards  32 

Faberge  208 

Farmers  Insurance  35 

FCL  Associates  198 

Federal  National  Mortgage  Association  220 

Fidelity  Funds  134 

Fluor  128 

FMC  128 

Ford  Motor  25,  106 

Fujitsu  98 

Geico  200 

Genentech   134 

General  Electric  106 

General  Motors  25,  106,  128 

Goldome  Bank  for  Savings  190 

Government  Investors  Trust  14 

W.R.  Grace   17 

Gravity  Guidance  122 

W.T.  Grimm  8 

Hamilton  Proiects  10 

Harbor  Lawn  178 

Hazel  Bishop  Industries  12 

Health  Sciences  Trust  134 

Heizer   98 

Herman's  World  of  Sporting  Goods  122 

Hewlett-Packard  128 

Hi-Shear  Industries  201 

Hospital  Corp  of  America  36 

Humana  36 

E.F.  Hutton  32,  190 

Imperial  Corp  of  America  213 

Instinet  96 

International  Business  Machines  98,  138 

International  Harvester  106,  206 

lanus  Fund  134 

J.C.  Penney  106,  122 

Jefferies  Group  208 

lohnson  &  (ohnson   208 

|oy  Manufacturing   17 

King  Kullen  Grocery   213 

K  mart  122 

Lanolin  Plus   12 

Levi  Strauss   8 

Lockheed  8,  34,  138 

Loredo  Truss  138 

Lotus  Development  52 

Manville   124 

Marubeni  68 

Matrix   134 

Maule  Aircraft  146 

Maytag  128 


McGraw-Hill   208 

Medical  Technology  Fund  1341 

Mellon  Bank  59 

Merrill  Lynch  8,  32,  66,  190 

Metromedia   8| 

Micro  Soft  118 

Micro  Software  International  118) 

Microelectronics  &  Computer 

Technology  138 

Micropro  52 

Montgomery  Ward  106 

Motorola  138 

Mutual  Shares   213 

Nacss  &  Thomas  134 

Nautilus  Sports/Medical  Industries  72 

New  Horizons  1351 

Northrop  112 

Oak  Industries  110 

Oshman's  1221 

Paine  Webber  32,  66 

Petrie  Stores  121 

Pctroleos  de  Venezuela,  S.A  841 

Pfizer  134 

Prudcntial-Bachc  66 

Putnam  Management  134 

Raychem  128 

Raymark  201 

Reliance  Group   213 

Riese  Organization  121 

Schroders  134 

Scientific-Atlanta  110 

Sears,  Roebuck  35,  66,  1241 

Security  Pacific   8 

Shamrock  Holdings  208 

SIDOR  (Venezuela)  84 

Silicon  Valley  Systems  52 

SmithKUnc  Beckman   208 

Software  Publishing  52 

State  Farm  Mutual   39 

Sterling  Drug   208 

Stoneware,  Fox  &  Geller  521 

Tadiran  (Israel)   34 

Tamco  Enterprises   213 

Tech-Hifi  1 18 

Telophase  178 

Texas  Instruments  138 

Texscan  1 10 

Tradex  200 

Viceroy  Imports  12 

VisiCorp  52,  118 

Welk  Group  741 

Wcstinghouse  Electric  106 

Wyle  Laboratories  .'.  14 

Zimmer  90 


Do  you  know  anybody 
who  is  somebody  in  business 
who  does  not  read 
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Edited  by  Dero  A.  Saunders 


"The  more  things  change. 


Items  from  past  issues  of  Forbes 


New  York's  Ellis  Island,  the  famed  "Gateway  of  America,"  came  in  for  considerable 
criticism  during  the  Twenties  for  its  treatment  of  would-be  immigrants 


Sixty  years  ago  in  Forbes 

(From  the  issue  of  September  29.  1923) 

"The    usual    summer  slackening 

caused  employment  in  manufactur- 
ing plants  in  New  York  State  to  re- 
cede slightly  during  August.  Textile 
mills,  sugar  refineries  and  factories 
connected  with  automobile  manu- 
facture reported  the  most  noticeable 
decreases,  while  gains  were  made 
chiefly  in  the  apparel  trades.  Brick- 
layers in  New  York  City  are  begin- 
ning to  be  plentiful  and  have  begun 
to  apply  for  work  at  the  contract 
rate  of  $12  a  day  on  large  commer- 
cial buildings  now  in  course  of  con- 
struction, instead  of  waiting  for  bo- 
nuses and  other  inducements." 

"Reductions  in  the  prices  of  auto- 
mobiles were  announced  by  some  of 
the  leading  manufacturers.  The  Wil- 
lys-Overland Co.  cut  prices  on  all 
Overland  models  from  $30  to  $100. 
The  touring  car  and  roadster  are  now 
listed  at  $495,  against  $525.  The 
Chevrolet  Motor  Co.  announced  re- 
ductions in  prices  of  the  touring  car, 
roadster  and  sedan  models  ranging 
from  $20  to  $65.  Maxwell  cars  were 
reduced  $40  to  $90  and  Chalmers  cars 
$50  to  $100.  There  are  rumors  to  the 
effect  that  the  Ford  Motor  Co.  is  con- 
templating a  reduction  of  from  $25  to 
$60  per  unit  on  the  various  models 
produced  by  the  company." 

Fifty  years  ago 

(October  1,  1933) 

"The  main  motive  of  business,  it  has 

always  been  accepted  in  the  past,  is 
profit.  .  .  .  What  is  the  first  duty  of 


every  responsible  citizen  at  this  criti- 
cal juncture  in  the  country's  history? 
To  hold  the  nation  together. 

"Concededly,  without  some  margin 
of  profit,  industry  and  business  can- 
not possibly  thrive,  cannot  possibly 
expand  operations,  expand  facilities, 
expand  employment.  Unless  invest- 
able  capital  is  offered  reasonable 
wages,  fresh  capital  will  not  be  forth- 
coming to  push  the  country  ahead. 
Temporarily,  however,  the  primary 
and  principal  objective  of  every 
thoughtful  American  must  be  to  co- 


Walter  F.  McCaleb,  pioneer  U.S.  labor 
hanker  who  set  up  a  dozen  union-spon- 
sored banks,  had  a  certain  salty  wisdom 
of  his  own.  "No  bank  is  ever  wrecked  by 
small  bo>rowitigs, "  he  said.  "A  few  exces- 
sive loans,  usually  to  insiders,  are  at  the 
bottom  of  most  bank  failures." 


operate  wholeheartedly  in  keeping 
things  going.  .  .  ." 

— B.C.  Forbes 

"By  next  spring,  stores  in  Wisconsin, 
Minnesota  and  thereabouts  may  be 
selling  'room  units'  at  a  price  of  less 
than  $100  each.  Each  'room  unit'  is  a 
light  but  rigid  structure  which  can  be 
fitted  up  as  a  kitchen,  dining  room, 
bedroom  or  living  room.  One  unit  can 
readily  be  aligned  with  and  joined  to 
other  units,  to  form  a  practical  vaca- 
tion home.  A  demonstration  home 
which  has  been  in  use  this  past  sum- 
mer has  hot  and  cold  running  water; 
refrigerator,  gas  and  heating  range; 
sink;  concealed  living,  bedroom  and 
bathroom  fixtures;  and  an  air-condi- 
tioning system.  The  cost  of  the  house 
itself  is  $220." 

Twenty-five  years  ago 

(October  1,  1958) 

"The  bond  market  last  month  was 
about  as  soft  as  a  three-minute  egg. 
But  that  didn't  stop  hard-boiled  Sears, 
Roebuck  from  scrambling  to  market 
with  the  largest  underwritten  debt  fi- 
nancing by  an  industrial  company  in 
U.S.  history.  In  its  first  essay  into 
long-term  debt  financing  in  38  years, 
the  mammoth  mail-order  house  put 
on  sale  $350  million  in  sinking  fund 
debentures  (due  Aug.  1,  1983)  with  a 
43/4%  coupon.  ..." 

"Like  most  other  fast-expanding  itili- 
ties  in  the  postwar  years,  Chicago's 
Commonwealth  Edison  has  often  had 
to  worry  where  its  next  hundred  mil- 
lion dollars  was  coming  from.  Gone 
were  the  days  when  it  could  borrow  all 
it  needed  at  an  interest  cost  of  as  little 
as  23/4%;  recently  it  has  had  to  pay  a 
stiff  3%%  for  its  long-term  loans.  As 
for  the  two  alternatives  to  borrowing, 
neither  has  been  particularly  attrac- 
tive. One — the  sale  of  more  common 
stock — dilutes  stockholders'  equity  in 
future  earnings.  The  other — the  re- 
lentless plowing  back  of  earnings — 
deprives  stockholders  of  the  dividends 
which  are  dear  to  the  heart  of  every 
utility  investor.  .  .  . 

"Last  month,  Commonwealth  Edi- 
son Chairman  Willis  Gale  thought  he 
had  a  simple  answer.  [He]  proposed 
that  the  company  should  henceforth 
pay  out  all  of  its  earnings  to  stock- 
holders (recently  it  has  been  paying  out 
just  73%).  But  the  difference  between 
the  current  $2  cash  rate  and  total  net 
earnings  would  be  paid  in  stock." 
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Thoughts 

on  the  Business  of  Life 


Come,  come,  my  conservative 
friend,  wipe  the  dew  off 
youf  spectacles,  and  see 
that  the  world  is  moving. 
Elizabeth  Cady  Stanton 


The  spirit  that  does  not 
soar  is  destined  to  grovel. 
Benjamin  Disraeli 


Man's  last  freedom  is 
his  freedom  to  choose 
how  he  will  react  in  any 
given  situation. 
Victor  Frankel 


What  we  think,  or  what  we 
know,  or  what  we  believe 
is,  in  the  end,  of  little 
consequence.  The  only 
consequence  is  what  we  do. 
John  Ruskin 


Our  deeds  determine  us,  as 
much  as  we  determine  our  deeds. 
George  Eliot 


A  Text . . . 

For  if  a  man  think  himself 
to  be  something,  when  he 
is  nothing,  he  deceiveth 
himself. 

Galatians  6:3 


Sent  in  by  Roy  Farrell,  Shafter,  Calif.  What's 
your  favorite  text?  The  Forbes  Scrapbook  of 
Thoughts  on  the  Business  of  Life  is  presented 
to  senders  of  texts  used. 


You  will  become  as  small  as 
your  controlling  desire; 
as  great  as  your  dominant 
aspiration. 
James  Allen 


Don't  let  ambition  get  so 
far  ahead  that  it  loses 
sight  of  the  job  at  hand. 
William  Feather 


Bestir  yourself  more 
energetically  to  achieve, 
mid  fret  less  about  reward. 
Pour  oil  on  the  machinery 
of  your  organization,  rather 
than  drop  grit  in  it. 
B.C.  Forbes 


The  fruit  of  timidity  is 
neither  gain  nor  loss. 
Arab  Proverb 


If  you  give  yourself  to 
your  task  at  once,  you 
won't  have  to  do  it  twice. 
David  Seabury 


The  faster  you  go,  the  more 
chance  of  stubbing  your  toe, 
but  the  more  chance  you  have 
of  getting  somewhere. 
Charles  F.  Kettering 


It  is  vain  to  say  human 
beings  ought  to  be  satisfied 
with  tranquility;  they  must 
have  action;  and  they  will 
make  it  if  they  cannot  find  it. 
Charlotte  Bronte 


The  common  talk  of  the 
struggle  for  survival 
has  obscured  the  plain 
fact  that  man  rose  in 
the  world  primarily  by 
cooperating,  not  struggling 
with  his  fellows. 
Hermann  J.  Muller 


More  than  3,000  "Thoughts."  indexed  by 
author  and  subject,  are  available  in  a  574- 
page  book  at  $13.95.  Send  check  and  order 
to:  Forbes  Inc..  60  Fifth  Ave..  New  York,  N.Y. 
10011  Add  appropriate  sales  tax  on  New 
York  State  orders. 


To  live  is  good.  To  live 
vividly  is  better.  To 
live  together  is  best. 
Max  Eastman 


When  schemes  are  laid  in 
advance,  it  is  surprising  how 
often  the  circumstances 
fit  in  with  them. 
William  Osler 


Definiteness  of  purpose 
is  the  starting  point 
of  all  achievement. 
Clement  Stone 


My  duty  as  an  intellectual 
is  to  think,  to  think  without 
restriction,  even  at  the  risk 
of  blundering.  I  must  set 
no  limits  within  myself,  and 
I  must  let  no  limits  be 
set  for  me. 
Jean-Paul  Sartre 


One  learns  by  doing  the 
thing;  for  though  you  think 
you  know  it,  you  have  no 
certainty  until  you  try. 
Sophocles 


There  are  obviously  two 
educations.  One  should 
teach  us  how  to  make  a 
living,  and  the  other 
how  to  live. 

James  Truslow  Adams 


Let  us  in  education  dream  of 
an  aristocracy  of  achievement 
arising  out  of  a  democracy 
of  opportunity. 
Thomas  Jefferson 


If  a  man  has  a  talent  and 
cannot  use  it,  he  has  failed. 
If  he  has  a  talent  and  uses 
only  half  of  it,  he  has  partly 
failed.  If  he  has  a  talent 
and  learns  somehow  to  use 
the  whole  of  it,  he  has 
gloriously  succeeded,  and 
won  a  satisfaction  and  a 
triumph  few  men  ever  know. 
Thomas  Wolfe 
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"Bill,  didn't  someone  recently  acquire 
Dexcel,  the  company  that's  a 
leader  in  gallium-arsenide  field 
effect  transistors,  and  microwave 
amplifiers  for  satellites,  broadcasting 
and  military  applications?" 


"Yes,  Malcolm.  Qould." 


Dexcel  brings  to  Gould  several  new  product  lines  that  use  gallipm-arsenide 
semiconductor  technology  for  applications  in  the  consumer,  militant  and '  com* 
merclal  markets.  Gould  is  also  concentrating  its  interrelated  technologies  and 
products  in  five  other  rapidly  expanding  electronics  markets:  high  performance 
32  hit  minicomputers,  factory  automation,  test  and  measurement,  medical  - 
instrumentation  and  defense  systems.  For 
more  information  about  our  growth  strategy,  - 
write:  Gould  Inc.,  Department  A,  10  Gould 
Center,  Rolling  Meadows,  IL  60008. 
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